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DEFENSE PRODUCTION ACT AMENDMENTS OF 1952 


TUESDAY, MARCH 4, 1952 


Unirep Srates SENATE, 
CoMMITTEE ON BANKING AND CURRENCY, 
Washington, D. C. 

The committee met, pursuant to notice, at 10:30 a. m., in room 301, 
Senate Office Building, Senator Burnet R. Maybank (chairman) 
presiding. 

Present: Senators Maybank, Fulbright, Robertson, Sparkman, 
Frear, Douglas, Benton, Moody, Capehart, Bricker, Ives, and 
Schoeppel. 

The Cuarrman. The committee will be in order. 

For the record, I am going to submit the two bills introduced on 
the extension of the Defense Production Act. 

(The bills referred to follow :) 


[S. 2594. 82d Cong., 2d sess.] 


A BILL To extend the provisions of the Defense Production Act of 1950, as amended, and 
the Housing and Rent Act of 1947, as amended 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That sections 714 (a) (4) and 717 (a) of the 
Defense Production Act of 1950, as amended, are each amended by striking out 
“June 30, 1952” and inserting in lieu thereof “June 30, 1953.” 

Sec. 2. Sections 4 (e) and 204 (f) of the Housing and Rent Act of 1947, as 
amended, are each amended by striking out “June 30, 1952” and inserting in lieu 
thereof “June 30. 1953.” : 


{[S. 2645, 82d Cong., 2d sess.] 


A BILL To amend and extend the Defense Production Act of 1950, as amended, and the 
Housing and Rent Act of 1947, as amended 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That this Act may be cited as the “Defense 
Production Act Amendments of 1952.” 


TITLE I—AMENDMENTS TO DEFENSE PRODUCTION ACT OF 1950, AS 
AMENDED 


PRIORITIES AND ALLOCATIONS 


Sec. 101. (a) The last sentence of section 101 of the Defense Production Act 
of 1950, as amended, is amended to read as follows: “No restrictions, quotas, or 
other limitations, upon the slaughter of livestock shall be maintained which 
would limit the quantity of livestock slaughtered by processors to less than 100 
per centum of the total quantity of livestock offered for sale to all such processors 
for slaughter. Whenever the number of livestock offered for sale in a particular 
area for slaughter exceeds the quotas previously established for the period upon 
the basis of anticipated marketings, the President shall promptly adjust quotas 
to permit the marketing of all such livestock. Whenever the President invokes 
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the power given him in this title to provide for the distribution of a species of 
livestock among the slaughterers of such species, he shall also provide for the 
allocation of the product of such species in such manner as to assure nonslaughter- 
ing processors and wholesalers thereof in the normal channels of distribution 
their normal share of the available civilian supply.” 

(b) Section 104 of the Defense Production Act of 1950, as amended, is hereby 
repealed. 


EXPANSION OF PRODUCTIVE CAPACITY AND SUPPLY 


Sec. 102. Subsection (b) of section 304 of the Defense Production Act of 
1950, as amended, is amended by striking out “$2,100,000,000" and inserting in 
lieu thereof °S$3,000,000,000."" 


PRICE AND WAGE STABILIZATION 


Sec. 103. (a) Paragraph (4) of subsection (d) of section 402 of the Defense 


Production Act of 1950, as amended, is hereby repealed. 
(b) Subsection (k) of section 402 of the Defense Production Act of 1950, as 
amended, is hereby repealed. 


CONTROL OF CONSUMER AND REAL ESTATE CREDIT 


Sec. 104. (a) Section 601 of the Defense Production Act of 1950, as amended, 
is amended by striking out the second paragraph thereof, 

(b) Section 605 of the Defense Production Act of 1950, as amended, is amended 
to read as follows: 

“To assist in carrying out the objectives of this Act the President may at any 
time or times, notwithstanding any other provision of law, reduce, for such period 
as he shall specify, the maximum authorized principal amounts, ratios of loan to 
value or cost, or maximum maturities of any type or types of louns on real estate 
which thereafter may be made, insured. or guaranteed by any department, inde- 
pendent establishment, or agency in the executive branch of the United States 
Government, or by any wholly owned Government corporation or by any mixed- 
ownership Government corporation as defined in the Government Corporation 
Control Act, as amended, or reduce or suspend any such authorized loan program, 
upon a determination, after taking into consideration the effect thereof upon 
conditions in the building industry and upon the national economy and the needs 
for increased defense production, that such action is necessary in the public 
interest: Provided, That in the exercise of these powers, the President shall 
preserve the relative credit preferences accorded to veterans under existing law. 
Subject to the provision of this section with respect to preserving the relative 
credit preferences accorded to veterams under existing law, the President may 
require lenders or borrowers and their successors and assigns to comply with 
reasonable conditions and requirements, in addition to those provided by other 
laws, in connection with any loan of a type which has been the subject of action 
by the President under this section. Sueh conditions and requirements may 
vary for Classifications of persons or transactions as the President may prescribe, 
and failure to comply therewith shall constitute a violation of this section.” 

(¢) Section 606 of the Defense Production Act of 1950, as amended, is repealed. 


GENERAL PROVISIONS 


Sec. 105. (a) Paragraph (4) of subsection (a) of section 714 of the Defense 
Production Act of 1950, as amended, is amended by striking out “1952” and 
inserting in lieu thereof “1954”. 

(b) Subsection (a) of section 717 of the Defense Production Act of 1950, as 
amended, is amended by striking out "1952" and inserting in lieu thereof “1954’’. 


TITLE II—AMENDMENTS TO HOUSING ANI) RENT ACT OF 1947, AS 
AMENDEI 


Sec. 201. (a) Subsection (e) of section 4 of the Housing and Rent Act of 1947, 
as amended, is amended by striking out “June 30, 1952" and inserting in lieu 
thereof “June 30, 1954”. 

(b) Subsection (f) of section 204 of the Housing und Rent Act of 1947, as 
amended, is amended by striking out “June 30, 1952" and inserting in lieu thereof 
“June 30, 1954" 
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The CuarrMay, I might say that we have had literally hundreds of 
requests by letter and by phone to be heard. Of course, it would be 
impossible to hear everyone who desires to be heard, but the committee 
voted unanimously to permit anyone who might not have an oppor- 
tunity to be he ard to file briefs. provided those briefs - re filed by 
the 21st of March. The committee has limited those to be heard to 
national organizations and Members of Congress who have introduced 
amendments. 

The question of rent control has come up. It was the committee’s 
decision at its last meeting that, since the present rent control law 
was a State matter, left to communities, unless it was declared a erit- 
ical area by the Defense Department or the Office of Defense Mobil 
ization, it would not hear any witnesses on rent control because there 
were so many other segments of industry that had to be heard. 
The committee believed we would dispense with the necessity of hay- 
ing long hearings with Mr. Woods and others who have only local 
complaints. 

Senator Capehart called the chairman’s attention to the fact that 
there had been some complaints about the manner in which the law 
is being handled in certain sections; and, if it is agreeable to the 
committee, [ suggest that we hear witnesses with complaints only, no 
changes in the law, since the committee had already decided that. If 
that is satisfactory, we will do that. 

Senator Carenarr. Mr. Chairman, I make a motion that we hear 
those affected by rent control for a reasonable period of time, and 
permit them to file all the statements they wish to on the administra- 
tion of the existing law. 

The Cuatrmman. Without objection, then, that will be done, and 
anyone who wants to file a statement on rent control, or a 
statement 

Senator Capemarr. And some may appear. 

The CHarrman. Yes, on complaints about the administration of the 
law. 

Senator Carenarr. Then we will leave the selection of the witnesses 
up to the chairman, if that is agreeable. 

The CHamman. Well, I would rather the people who want to com- 
plain get together and pick their own witnesses out. We will give 
them 2 hours. I think that would cover it. 

don’t think there is anything else to discuss on the schedule. 

I would, however, like to insert in the record at this point a letter 
I received from retiring Price Director DiSalle on February 20 and a 
copy of my reply to him. 

(The letters referred to follow :) 

OFFICE OF PRICE STABILIZATION 


OFFICE OF THE DIRECTOR, 
Washington, February 198, 1952 


Nh other 


Hon. BurRNET R. MAYRANK, 
United States Senate, Washington, D, €. 


Drar SENATOR: Please permit me to express my thanks for your very fine 
cooperation during the period in which I served as Director of Price Stabilization 
Although we have had disagreements on methods, disagreements as to what 
the law should be, yet these disagreements have not interfered with a very 
complete and logical discussion as to what would best serve our country. 

I have enjoyed immensely the appearances before your committee, and I want 
to thank the members of the Senate Banking and Currency Committee for their 
courtesy and for the very splendid manner in which they received me. I also 
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want to use your kind office to express my thanks to the Members of the Senate, 
who in great majority in dealing with our Office have expressed their personal 
appreciation of the way in which their various requests were handled. The past 
year has been a grand experience in Government and one that I leave with a 
great many pleasant memories. 

Your kindness, as evidenced by your attendance at the farewell dinner the 
other evening, has contributed immeasurably to a very pleasant tenure of office. 
Thanking you, I am, with every best personal wish 

Sincerely, 
MIKE. 
FEBRUARY 20, 1952. 
Hon. MicHArt V. DISaLe, 
Security Building, Toledo, Ohio. 

DEAR Mike: I wholly agree with the statements in your February 19 letter. 
While we have disagreed on some matters during your administration of OPS, 
we have always been able to discuss our differences of opinion openly. Democracy 
lives through the legislative, executive, and judicial branches of our Government. 
While we have disagreed, it has always been a pleasure to work with you because 
of your direct and honest approach to problems requiring action by the execu- 
tive and legislative branches for their solution. That is the way our Government 
can function best. Even those who vigorously opposed your views commend the 
frank way in which you explained them. 

I am going to insert your letter in the hearings on the extension of the De 
fense Production Act, which will start soon. I hope it will serve as a guide to 
desirable working relationships between the legislative and the executive depart- 
ments. You have the personal satisfaction of having tackled a difficult job suc- 
cessfully. 

With best wishes for continued success, 

Sincerely yours, 
Burnet R. MAYBank, Chairman. 

The Cuairman. We are glad to have you here, Mr. Wilson, as a 
witness. If you will proceed i in your own way, sir, we will be happy 
to hear from you. 


STATEMENT OF CHARLES E. WILSON, DIRECTOR, OFFICE OF 
DEFENSE MOBILIZATION, ACCOMPANIED BY MANLY FLEISCH- 
MANN, DEFENSE PRODUCTION ADMINISTRATOR, AND RODOLFO 
A. CORREA, GENERAL COUNSEL, OFFICE OF DEFENSE MOBILI- 
ZATION 


Mr. Wirson. Mr. Chairman and members of the comnaittee, I am 
appearing before you to urge the enactment of S. 2645 to extend and 
strengthen the Defense Production Act for the 2-year period ending 
June 30, 1954. 

There is no need for me to review in detail for this committee the 
full history of the mobilization program in which we are engaged. 
vou have followed the progress of the program closely through “the 
hearings and studies of the joint committee and through the various 
repor ts which have been submitted to you. 

During the past few weeks, there has been much speculation about 
new deve elopments i in the materials outlook. I want to recognize this 
at the outset and to indicate generally my position on the matter. 

Since the second-qnarter allotments were made—allotments which 
most claimants said were far too low—we have had contradictory 
claims, and some evidence, that many of the tickets we did issue are 
not being cashed. Some producers tell us that they have enough oper 
space on their order boards to indicate that the legally- -permitted 
demand for some materials is easing off. 
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It is clear there has been some easing. What is not yet clear is its 
extent and duration. Those concerned with administering controls 
are try ing now to get a true pic ture of this situation. 

The Ciaran. Mr. Wilson, the statement that I got from the mili- 
tary, in the Appropriations Committee last week. was that there were 
$54.000,000,000 appropriated for the military last vear that have not 
as yet been spent, except on letting of contracts which haven’t been 
taken up. 

What is your judgment as to the effect, as those contracts come into 
effect. of the cone ren appropriated, forgetting what we will 
appropriate this year, what effect will that have on the easing in the 
second quarter that you are talking about now ¢ 

Mr. Wirson. That is to a degree ‘unknown, Senator, but undoubtedly 
it is going to have consider able effect. because, as those obligations are 
made, it is going to increase the demand for materials. 

The Cuatrman. And the $54.000,000,000 is practically, from what 
testimony Mr. Lovett and others gave, all heavy goods. Is that your 
understanding ¢ 

Mr. Wusson. Fifty percent of it. practically, is for airplanes. 

The Cuarman. A large part of it has been contracted for, but the 
money has not been spent, the materials have not been bought in some 
instances, as I understand, and in some instances won't be bought 
until 1953, is that right ? 

Mr. Witson. That is correct. 

We are trying to preserve as stable a position as we can and we can- 
not base official action on the whole gamut of speculation. This easing 
may mean that we can give out more of some materials and still meet 
our needs. The adjustments we are able to make are not large. For 
example, in the second quarter we find it possible to distribute to the 
civilian economy nearly 1.5 percent more of the supply of copper and 
approximately 3 percent more of the supply of aluminum. 

You know my position—I have always opposed controls unless they 
were absolutely necessary. As far as this situation is concerned, any 
regulation that can come off without hurting the defense effort, will 
be taken off. 

The Cuairman. Would that be soft goods regulation ? 

Mr. Wixson. Any regulation. 

The CnHairman. I have two amendments here I am preparing and 
will introduce, one on a percentage basis, and the other a straight-out 
suspension where goods are in excess supply, like furniture and vari- 
ous things that -" in the doldrums. Do you find that the fact, also 4 

Mr. Wirson. I do on soft goods. 1am not sure about the furniture 
situation. 

The CHamman. I noticed in the Wall Street Journal this morning, 
and I talked to a friend from Brussels yesterday who told me condi- 
tions are terrible in the textile industry there, just as they are in this 
country. 

Senator Ives. Senator, while we are on this subject. might I ask a 
question ! ¢ 

The Cuarrman. Certainly. 

Senator Ives. I would like to ask Mr. Wilson whether it would be 
practical or advisable to have a provision in the Defense Production 
Act, or any extension of it, which automatically would require that 








6 DEFENSE PRODUCTION ACT AMENDMENTS OF 1952 


controls, where prices are concerned, be dropped when those prices 
after being at a certain level for a given period of time are below the 
ceiling for those particular items ? 

It would have to be understood, of course, that if that were done, 
later on, if the prices again go above the ceiling, recontrol would be 
automatically required. Is there any merit ina thought of that kind? 

Mr. Witson. I think it is cert: ainly worthy of care ful consideration, 
Senator Ives. As you probably know, OPS has appointed a group to 
make a study of the possibilities of something along that line, and that 
study is now being conducted. 

The Cuatrman. I am glad you brought that up, Senator, because 
there has been some discussion in the papers about a recommendation 
for decontrolling. I eos think OPS has been CERES that, and 
certainly I never had that intention in anything LI said. f always 
thought they might be suspended, so if things esau right away 
we wouldn’t have to go through hearings to put controls 
That was the trouble after Korea. 

Senator Ives. In effect, that is what my su 
said automatically decontrol, without havin 
they did not hold down. 

Is there any way, Mr. Wilson, by which this red tape, which is con- 
founding business generally, and bedeviling everything connected 
with it, in the matter of reports and cheeks, and heaven knows what 
that have to be made, could be somewhat reduced or eliminated en 
tirely where decontrols are permitted? I think it is the red tape in 
these reports that everybody has to make that is causing trouble. I 
do not think it is a question of controls at all, fundamentally. 

Mr. Witson. That is part of the study that is being made, Senator 
Ives, to see to what extent the red tape can be eliminated in the report 
ing. Lecan understand it. Ihave spoken very feeling!y in the past on 
this subject of red tape reports. We are going to see what we can do. 

Senator Carprenarr. We understand you do have a committee now 
studying the advisability of decontrolling certain items. 

Mr. Winson. The suspending of controls, rather. 

Senator Carenarr. In other words, suspending price control on 
certain specific items. 

Mr. Winson. We are looking into the possibilities and dangers. 

Senator Carruarr. You have a committee studying that at the 
moment ? 

Mr. Witson. Yes, sir. 

Senator Carrnarr. Of course, the results of that study will be 
made available to this committee ? 

Mr. Witson. That is right. 

Senator Carrnartr. Evidently you feel that study must be made, 
and there are possibly some prices or some controls at the moment 
that ought to be eliminated. 

Mr. Witson. I will not know that until I get the report, but there is 
plenty of evidence that there are lines of goods er the pares are 
under the ceilings considerably, and we are taki 1 look at it for 
that reason. 

Senator Carrnarr. I want to congratulate you for doing that, but 
I think there are many prices that are far below the ceiling. IT think 
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your study will be interesting, and you say you will make the results 
of the study available to the committee ? 

Mr. Wirson. Yes, sir. 

Senator Fuiericut. Mr. Wilson, you know last year 1 introduced 
an amendment to do that and it was defeated on the floor. You 
probably know that. 

I had a talk this morning with Mr. Arnall, and he has asked that 
or he suggested that it would make it more difficult to administer if 
it were put into the law. They are studying it, as you said, and they 
are sympathetic with the idea, and would like to try it on an experi- 
mental basis, the same or similar provisions to those which I intro- 
duced last year, which were defeated. I confess that it is usually better 
to administer it under administrative regulations so as to retain some 
flexibility than it is to try to write into the law. Then you usually 
vet into grave difficulties. 

Mr. Witson. I hope you don’t write it in the law. 

Senator Fuisrieut. I already said as far as I was concerned | 
would rather you instituted such a regulation, and try to achieve the 
purpose of that amendment rather than putting it into the law. Mr. 
Arnall says that is the purpose now if they can find a workable 
administrative procedure. 

Mr. Witson. I hope that is the basis upon which you will decide 
to do it, Senator. 

Senator Fcutrricut. Speaking for myself, with the assurance that 
they are seriously going forward with it, I did not propose to reintro- 
duce the same amendment I did last year. 

Mr. Witson. I think that would be helpful. 

Senator Scnorrret. Mr. Wilson, have you suspended any of these 
price regulations at all yet? 

Mr. Wirson. Nothing on important lines yet, a number of minor 
items; that is all. 

Senator Scuorrret. How long do you think this committee is going 
to study this in view of the fact that some items have been under the 
price ceilings by big percentages for as long as 5 or 6 months? 

Mr. Wirson. I think it will take another month for them to come 
up with some answers that would be satisfying. 

The CHatrmMan. Senator Robertson ? 

Senator Rosertson. Mr. Wilson, the chairman of our committee 
has scheduled Government witnesses for today and for a part of 
Thursday, and I assume that he does not plan to hear Government 
witnesses beyond that point. 

understood the chairman to say that he had two amendments to 
propose about decontrol, one relating to textiles— 

The CHarrmMan. No; one related on a percentage basis, and the 
other one not on a percentage basis, on agricultural and manufactured 
goods that are way below ceilings. 

Senator Roperrson. I have gotten letters from a good many 
different people representing various industries who think they eught 
to be decontrolled. I was just wondering what your idea would be 
about the most appropriate approach to this problem. Should this 
committee hear everybody that thinks they ought to be decontrolled, 
and then make out a list of those to be decontrolled on a percentage or 
some other basis? Or should we let representatives of the Government 
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come back on each decontrol proposition to challenge any statistics 
that might have been offered by the proponents of ‘such an amend- 
ment, that they were not accurate, or did not refleet current condi- 
tions? Or should we leave the law as it is, which leaves discretion to 
OPS? 

Mr. Witson. I certainly hope that vou will take the latter course, 
leave the flexibility, give them the flexibility that I think they need 
if they are going to do this job properly. 

The Cuamman. To get myself perfectly straight about these two 
amendments that I have drawn, I drew the amendments after long 
consultation with various representatives of the Government. I have 
spoken on the telephone to you, Mr, Wilson, about the situation, I have 
talked to Mr. Arnall and Mr. Putnam. The amendments will be 
printed today and introduced for hearing purposes. [expect to have 
Mr. Arnall and Mr. Putnam here Thursday to discuss the amend- 
ments so we can get our thinking together. I want to know what they 
think about it. I have talked to them for or five times. 

Senator Rosertson. Well, the chairman knows that I have great 
respect for him as well as warm admiration, and when he told me he 
had introduced a bill just to continue the present law I said I thought 
that would be fine, and I would support that. I wrote the dairy inter- 
ests that, although I had argued for the repeal of section 104, I was 
now committed to the proposition of continuing the present law, 
and section 104 would be in it. I wrote others that no doubt they had 
a good case for decontrol, but I was going to stick by my chairman and 
support a bill that merely continued the present law. I want to keep 
as Close to him as I can, and that is the reason I asked these questions. 

The Chairman. I appreciate that. I did not want the Senator to 
= I was introducing amendments asking people to vote one way 

r the other. The purpose of the amendments was for hearing. 

Senator Carrnart. Mr. Chairman, I would like to ask this ques- 
tion. 

Mr. Wilson, would you not rather have the Congress establish a 
formula, if one is needed, for this suspension or decontrol, whichever 
you care to call it, than you would to accept the responsibility yourself 
of working out a formula? 

Mr. Wirson. At this stage of the game I do not think so, Senator. 
[ think the flexibility of the present Defense Production Act would 
be good for us, in the light of so many unknown conditions confront- 
ing us. 

Senator Capenart. You stated that you had appointed a committee 
to study the question, and I congratulate you upon that. Now, that 
committee and yourself are going to decide that you either should 
or should not work out some sort of a formula. Now, would you not 
rather the Congress would accept the responsibility and write that 
formula, rather than you accepting the responsibility ? 

Mr. Wirson. Well, I do not know. Iam not afraid of the respon- 
sibility of it, Senator. 

Senator Capenmarr. I understand that, but my point is that some- 
body must write the formula. 

Mr. Witson. That is right. 

Senator Carenart. Either you, in your department, or the Con- 
gress must write it. 

Mr. Witson. That is right. 
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Senator Capenart. I have always had a feeling that Congress ought 
to accept the responsibility for these things, and the Vv ought to write 
the formula. They are elected directly by the people; they represent 
the people; they are subject to the votes of the people. It would seem 
to me that it would be much better, if your committee decides that a 
formula should be written for some sort of suspension or decontrol, 
that it be made a part of the law. I simply offer that as a construc- 
tive suggestion, and not as any form of criticism. 

Mr. Wuson. Thank you, sir. I frankly had not thought about it. 

Senator Carpenarr. Somebody must write it; you agree with that? 

Mr. Witson,. That is right. 

Senator Carpemarr. Now, the question is whether it should be written 
by your people or whether it should be written by the Congress—let 
the Congress accept the responsibility for it. 1 think it ought to be 
written by the Congress. With your help, you understand. 

Mr. Witson. If we had the report of this committee ready, so we 
could make some concrete suggestions about our needs before you 
passed the law, then I think I might be for it. 

The CHarman. [am glad to hear you say that, because you said you 
think it will take a month. 

Mr. Witson. I think it will be more than a month. 

The Cuarman. It will be more than a month before the bill is out 
of conference, too. 

Mr. Witson. We will see what we can come up with. 

Senator Roperrson. One other question, Mr. Wilson. 

In your opening statement you said you came here to support the 
Maybank bill, or was it some other bill? 

Mr. Witson. The administration bill, Senator. 

Senator Rosertrson. Who introduced the administration bill? 

The CuatrMan. I did, for the administration, by request. 

Senator Ropertson. We have two bills? 

The CHatrman. That is right, the President's bill that was sent 
down to me as chairman of the committee, which I introduced by 
request for hearing. It is different from the one I submitted for 
extension in that it specifies 2 years and has many other changes. 

Senator Ropertson. He said he is for strengthening. I assume it 
was not your bill, it must be some other bill. 

The CHarrman. There were a lot of arguments here last year about 
the Capehart amendment. I do not want arguments this year about 
the Maybank bill. There are two bills here. 

Senator Rosertson. That clears up that little difficulty. 

Senator Carenarr. Do you or do you not have pride of author ship? 

Mr. Wutson. The key question, however, is whether our security 
needs will be met. The mobilization program is geared to meet those 
needs. But we must not forget that to accomplish the program 
requires a vast and long-range effort. We must, therefore, take the 
long-range view today in the light of the size and scope of our pro- 
duction effort and our military take. The total effort is the primary 
consideration in our discussion of the fundamental legislation—the 
Defense Production Act which furnishes the basic authority for the 
entire mobilization program. Whether that program at a given mo- 
ment requires few or many controls, we will need the basic foundation 
furnished by the act. 
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We are in the second year since the Communist satellite forces broke 
the uneasy postwar peace—and shocked us into the realization that 
our very survival, and the survival of civilization, depend on building 
ourselves to a position of commanding military might. We have come 
a long way since you of the Congress in enacting the Defense Produc- 
tion Act declared that it is the policy of our United States to oppose 
acts of aggression and to promote peace—and announced our deter- 
mination to develop the military and economic strength to carry out 
this policy. As I look at international developments, I find nothing 
to make me feel that we can change this policy. 

In that summer of 1950 the steps we would have to take could not 
be known exactly. The act which you passed recognized this. It 
gave broad and flexible authority to increase direct military strength 
by allocation of scarce materials to defense production, and by expan- 
sion of productive capacity. You also gave us the authority to main- 
tain a healthy civilian economy. Wisely, the Congress did not at- 
tempt to lay out a rigid program. 

In exercising these powers we realized that in building our strength 
against the threat of a hot war we must not lose the cold war. Because 
of the continuing danger, it was decided not to risk everything on the 
fastest and largest possible build-up. It was decided not to turn the 
economy upside down, not to freeze our models and pour out a flood 
of yesterday’s weapons. A choice was made for the newer and better 
weapons, the greater resources, and the stronger economy of a balanced 
program. We chose long-range strength. 

We began at once to build up our military production. We began 
to expand productive capacity beyond anything this country has ever 
known. We started to develop our basic resources so that our pro- 
duction lines and resources could eventually carry both the military 
program and continuing improvement in our standard of living. 

This program meant that for some time, even with our vast wealth 
of both human and natural resources, we could not have all of every- 
thing—civilian and military—that we need and want. There must 
be temporary adjustments while we work toward our goals for 
security. 

Senator Doveras. Does that mean that the peak has been post- 
poned ? 

Mr. Wirson. That is right. As a matter of fact, the peak levels 
of production have been reduced, the plateau has been lengthened by 
approximately a year. 

Senator Doveias. Thank you. 

Senator SparKMAN. The peak has been leveled off ? 

Mr. Witson. The peak has been leveled off, and a plateau is estab- 
lished which runs for a longer period. 

Senator Rogerrson. Would it be pertinent to ask as a member of 
the Appropriations Committee how much we can safely cut the budget 
to keep the peak from going so high ? 

Mr. Wirson. Are you asking me? 

Senator Rozerrson. Yes. I want to translate the peak into dollars. 

Mr. Wirson. The peak that was contemplated would have required 
a very much larger budget for fiscal 1953 than has now been requested. 
It was the result of asking for a smaller amount that enabled us to 
phase out the production, reducing the peak, and establishing this 
plateau for a longer period. 
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If you had had the peak originally intended, the 1953 military 
budget would have been substantially higher. 

Senator Sparkman. I believe Mr. Lovett testified it would be $75 
billion. 

Mr. Wirison. About that. 

Senator Dovueras. Part of this question might fall in the line of 
classified information, and if so, I do not want you to answer it, but 
may I ask this: If we were to take deliveries, might not that give a 
lower need, on the basis of deliveries / 

Mr. Wirson. I do not believe it would be very much lower, because 
the deliveries of Defense Department material, plus their other 
normal expenses, are going to run at a rate, by the end of this year, 
very close to the amount they have asked for in the 1953 budget. In 
other words, our deliveries of material—deliveries and construction 
will be up to approximately 31, billions a month by the end of this 
year, 

Senator Doveéras. Last year you told us expenditures at this time 
would be running at the rate of $3 or $4 billion a month, and that has 
not come true. 

Mr. Witson. It will come true toward the end of the year, but has 
not come true to date. 

Senator DouGrias. May there not be a slip between the cup and the 
lip on this also? 

Mr. Witson. It could be. I do not think it will be. I think they 
have firmed their program. up now, to a point where it is reasonable 
to predict that they will hit that approximate 31% billions a month by 
the end of the vear. It is all a question of freezing their designs and 
getting the production on an all-out basis. 

Senator Capenartr. Mr. Wilson, what you are saying is that they 
are going to build the same number of units, but take longer to 
build them / 

Mr. Wirson. That is approximately so, As a matter of fact, of 
course, in the case of aircraft, which is so large a part of the program, 
you see we are coming up to 143 wings. The aircraft for a 143-wing 
program will mean that we will build more than under the original 
plans, yes, but it will be phased out. 

Senator Carenart. The policy now is to build the same amount 
of units, but take a longer period of time. 

Mr. Wirson. Take another year, approximately. 

Senator Carrnarr. That is the policy at the moment ? 

Mr. Witson. That is right. 

Senator SpARKMAN. Let me ask Mr. Wilson a couple of questions at 
this point. I had intended to wait until you finished your statement, 
but they are in line with this. 

Back on page 3 you say— 

A choice was made for the newer and better weapons, the greater resources, 
and a stronger economy of a balanced program. 

Now, the thing that is worrying a great many people in this country 
is the question of a balanced budget. how great a part it ought to 
play in the consideration of a balanced program. We are confronted 
now with the prospects of a $14 billion deficit in the fiscal year 1953, 
and I would just like to have your comment on this question. It is 
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something that has been causing me—I have been thinking about con- 
siderably, and it is giving me considerable concern. I heard Secretary 
Lovett, and the Secretaries of the various armed services present their 
statements to the Appropriations Committee, with the Joint Economic 
Committee sitting in, when he described the leveling off of this peak, 
and the establishment of a plateau rather than a peak. 

Now, if I recall correctly, when General Marshall was Secretary of 
Defense and started this program, and you came in on the production 
side, you designed a program of having both guns and butter, one of 
stepping up our production so that our machines would be ready to 
vo with the production of needed equipment and material rather than 
building these things and storing them up, as you indicate here. 

Now, We are pretty well geared up to that point now, are we not 

Mr. Witson. Well, we are pretty well geared up, but we still have 
considerable distance to go. 

Senator SPARKMAN. In machine tools! 

Mr. Witson. Ln machine tools, for example, we will have to get this 

calendar year some 3700 or $800 million more machine tools into the 

productive system before we will reach that point that you have just 
described. We still have a long way to go in some of the basic mate- 
rials. For example, we have contracted ‘for further expansion of the 
aluminum system, which we need badly for both military and civilian 
production, 

Senator SparKMAN. That, however, is already programed and 
beginning to come into production. 

Mr. Witson. But all the money has not been spent. It has been 
programed, yes, and now the construction work is going on, tools are 
being built, the power plants are being built, and all that sort of thing, 
and they will come into production later in the year; come in through 
1953; some of it in early 1954. 

Senator SpaRKMAN. The point I want to make is this: If it was 
safe to phase it out for an additional year, why would it not have 
been a contribution to this balanced program, and particularly to a 
balanced economy, to have phased it out over a still longer period of 
time so long as your machine was geared up and ready to produce, so 
that we could avoid deficit spending, and stick to the plan that we 
started out with, pay as you go? 

Mr. Wizson. I do not think I want to try to answer that question 
for you. The military, the State Department, and so on, that deter- 
mine our position in ‘the world, have indicated that we have got to 
reach a point of might just as big as we can, and what we are doing, 
really, is the minimum that is thought to be required to meet the secu- 
rity needs. 

Now, I think when we phased the program out at approximately 50 
billions a year military expenditures, it probably is about the right 
figure to produce the degree of might that we ought to have in the 
foreseeable future. 

Senator SparkMAN, I do not remember the exact words, but in his 
statement Secretary Lovett said substantially this: 

In order to be able to reach a point of war preparedness by July 1, 1953, we 
would have had to have $73 billion. 


As I recall, that was his expression. 





DEFENSE PRODUCTION ACT AMENDMENTS OF 1952 13 


Now, are we trying to reach a point of absolute war preparedness, 
or is it our program to get geared to the point that we can meet war 
conditions if it becomes. necessary ¢ 

Mr. Wiuson. I think it is a two-pronged program, Senator. The 
expenditure of approximately 50 billions a year for the next couple 
of years will simply enable us to provide what is regarded as abso- 
lutely necessary equipment for the Army, Navy, and Air Force that 
we have projected, and at the same time we are carrying out a program 
of considerably widening the productive ba ise of the country so that 
we would be prepared for all-out production of war material, if, God 
forbid, war came. 

The two jobs are going on concurrently, and the base is being 
widened. 

For example, there will be plants established for airplane engine 
production that will be more or less shadow plants. They will be 
equipped and ready to go, but will not be used widely unless all-out 
war came. 

Senator SparkMAN. Just for the moment, falling back upon your 

very fine experience as a successful man, a great industrialist, one 
of the industrial leaders of this country, do you feel absolutely safe in 
proceeding with this kind of a program, and incurring a deficit of 
$14 billion ¢ 

Mr. Witson. I do not feel very happy about incurring a deficit of 
$14 billion, no. 

Senator Sparkman. Tam still referring to your statement here, “the 
stronger economy of a balanced program,” and I want to find to what 
extent a balanced budget is necessary as a part of that balanced 
program. 

Mr. Witson. Well, there is no question that it ought to be, and it is 
an inherent part of a balanced situation. I have to admit that. 

What I am referring to there, though, is substantially that we 
provide the necessary equipment, and so on, to guarantee our security, 
and at the same time maintain a good civilian economy, which I think 
we are on the way to doing, and, ine identally, I think that has a very 
substantial effect on this question of the deficit, because unless we 
maintain a good strong civilian economy so that there are going to be 
very substantial taxes paid, the deficit obviously is going to be worse. 

Senator SparKMAN. That is all. 

Senator Ives. Mr. Chairman, I would like to follow that up with 
one or two questions. 

The CHatrman. Very well. 

Senator Ives. Mr. Wilson, in the balanced economy to which you 
referred, do you contemplate having any amount of unemployment ? 4 

Mr. Witson. Well, I can only re “fer to the record, Senator Ives, to 
all the gyrations of the military program superimposed on the normal 
economy over the last—well, I will take the period that I know some- 
thing about—14 months. I think you will have to admit that the dislo- 
cations of labor, which would normally bring about unemployment, 
have been held to the absolute minimum. 

As a matter of fact, outside of a few areas, and a comparatively 
small number of people, and taking into consideration the fact that 
you have over 61 million people employed, there have not been very 
serious dislocations. I think we have been reasonably successful 
in that. 
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Senator Ives. Well, of course, most of the rest of them do not know 
why I raised that question. You and Mr. Fleischmann do, and in 
order that others may understand my point I will state that it is 
anticipated within New York City, as a result of the almost paralysis 
which is expected in the building industry, there are likely to be 
something like 250,000 unemployed by the end of this year, just be- 
cause of that alone. I am not here to criticize your activity or effort 
ia that connection, Mr. Wilson, but I do want to ask this: 

Are you taking any steps to try to counteract the kind of condition 
which is anticipated in New York? 

Mr. Wuson. Yes, sir. 

Senator Ives. What steps have you taken? Two hundred and 
fifty thousand out of 61 millions employed does not seem like a large 
amount, but 250,000 unemployed in one spot can raise the dickens, par- 
ticularly when that is in a very critical spot in this country, and that 
is a critical spot. It so happens it cannot*be offset by defense pro- 
duction or any defense effort. New York City is not a defense area 
at all in any sense of the word, and would not be declared such. I am 
wondering how far you have progressed in your efforts to try to cor- 
rect that anticipated situation. 

Mr. Witson. I think progress has been made, Senator Ives. Let us 
vet clear what the reason for it was. It is mainly the lack of two 
items, structural steel and copper, and, to some degree, aluminum, but 
I think to a lesser extent, in the case of the type of building they nor- 
mally build in New York. We have had to allot during the past year 
just as much of the structural steel as the mills could produce for de- 
fense production items, that is the nub of it, and now the situation is 
vetting better. It is being cleared up pretty rapidly now, and I think 
from here out there will be an increasing amount per quarter of struc- 
tural steel—I hope also of copper—that can be allotted to normal com- 
mercial building, which is the type that they do in New York City. 
I think the situation will improve quite rapidly. 

Senator Ives. One question I would like to raise in that connec- 
tion—I do not want to hold this up, but I am curious about this, what 
effort, distinct and separate effort, is being made to step up the pro- 
duction of structural steel? That seems to be the chief bottleneck. 

Mr. Witson. Not very much. 

Senator Ives. That is what we need in New York, and New York 
is not alone in this. 

The next question I want to ask is this: Will the spreading out of 
this program, which has already been mentioned here, cause the con- 
dition in places like New York to be lengthened as far as the time 
element is concerned / 

Mr. Wirson. No; I would think not. 

Senator Ives. Well, we will not be hurt, because we will not have 
any employment anyway in that industry. If you stepped it up to $75 
billions. it would not make much difference as far as we are concerned. 

Mr. Wirson. If we had stepped the program up and required the 
building of a flood of new defense plants, it would have postponed 
the time when you would get structural steel and copper for the sort 
of construction work that you are referring to, Senator. 

Senator Ives. Well, still you are going to have to have some con- 
struction of defense plants. 
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Mr. Witson. Oh, yes; but not the amount we would have had to sup- 
ply if the high peak of production had been demanded, $75 billions, 
for example, and we had to allot structural steel and copper for the 
construction of those defense plants that would be necessary to meet 
that high peak. That we are not doing now, under this plateau ar- 
rangement that has been described. No; I think the change, the 
lengthening out, the phasing of the military production will pay divi- 
dends with respect to such construction work as you have in mind. 

Senator Ives. When can we anticipate improvement ? 

Mr. Witson. You are beginning to get it now. 

Senator Ives. Not very much. 

Mr. Witson. No, but it will increase from quarter to quarter. I 
want to make a clearer answer to the question you asked. You 
wanted Lo know whether we Were projecting additional] structural 
steel production. ‘The answer is “No,” because the structural-steel 
productive capacity of _ industry is SpEvemmnantans a million ane ct 
quarter tons per quarter, or.about 5 million tons a year, and under 
thing like normal cainane they just cannot sell it, so you just ¢ unot 
get people to go in and supply additional facilities for maybe a year’s 
requirements—you just could not get them to do it—and we have not 
been able to get anybody to provide more structural-steel capacity. I 
am quite confide nt that a million and a quarter tons a quarte ; WV ii take 
care of the situation very satisfactorily from here out 

Senator Ives. Thank you very much. 

Senator Ropnerrson. Be fore we leave the general subject of a bal 
anced program, T would assume a balanced program would mean 
utilizing labor to some degree. [n the Hampton Roads area they ur 
gently need additional housing units, some under FHA, and maybe 
some under the Veterans’ Administration, and some maybe under the 
Wherry Act. 

Now, one of those contractors told me that they were handicapped 
very se sriously in their building oper: ition by the shortage of master 
plumbers. They did have available plumbers’ helpers, but they were 
not permitted to use plumbers’ helpers. 

The going rate down there for a plumber is 82.45 an hour. Their 
rate for a helper is $1.55 an hour, which is not bad pay for a man 
who has strength enough to hand .s plumber a wrench, or whatever 
he happe ned to need at the moment, but he cannot employ him. 

I called up the head of your construction section, the Wage Sta 
bilization man, who said that was be vond his jurisdi ection. Well, I 
said, under whose jurisdiction is it. ‘He said it would be the juris 
diction of the agency that was helping to finance the operation. If 
it was the FHA, then the labor relations man of FIA would pass 
on it. 

I sent my constituent to that man, and [am afraid he is going to 
say that is beyond his jurisdiction, you will have to vo TO the De 
partment of Labor, and when he gets to the Department of Labor I 
am afraid Mr. Tobin or somebody under him is going to say, “Ws 
have left that to the International Union of Plumbers, and you will 
have to see the head of that union to vel permission to build those wat 
houses down there using plumbers’ helpers.” 

Then I get a lot of letters about the union shop. They say, “Why 
is It Congress ts considering a bill to impose a union si Op on every 
body?” 
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I replied that Congress has no bill to that effect; it is the Wage 
Stabilization Board. Is that correct; are you considering a union 
shop for steel factories ? 

Mr. Wirson. Senator, the panel that was appointed to consider the 
steel case has before it, as I understand it, and I have not had access 
to their report, but I believe the steel union has requested a union shop, 
and that, ultimately, that panel report is going to the Wage S Stabiliza- 
tion Agency for consideration. 

Senator Roserrson. Then you will either grant or refuse a union 
shop for all those steel mills that do not have now a closed shop or a 
union shop. You will either grant it or refuse it, and that becomes 
law then, does it. not? 

Mr. Wuson. No; I would not say it became law, Senator. 

Senator Roserrson. What does it become ‘ 

Mr. Witson. At the best, as I understand it, it would become a 
recommendation to the President from the Wage Stabilization Board. 

Senator Rosrerrson. Then the President approves it. 

Does that become binding on these steel mills, or not ? 

Mr. Witson. To the best of my knowledge, it does not. They can 
take it or refuse it. 

Senator Ronerrson. Then about these plumbers, is it true that in 
the plan under which we now have to win this war, a union can decide 
as to what type of labor you can use, and what type you cannot use 
on a Government-financed job? 

Mr. Witson. I guess that is right: yes. That would be my guess 
that that is so. You have certain union conditions to maintain and 
live up to. 

Senator Ropertson. I am not challenging that, but 1 am just won- 
dering where you are trying to win a war ‘and are spending the tax- 
payers’ money to win it if the head of a union who may be living in 
New York could tell a contractor down in Norfolk whether he could 
employ a plumber’s helper when he could not get enough plumbers 
even if he could afford to pay for two plumbers to do one plumber’s 
job. Isthat the way we are going to try to win it ¢ 

Mr. Wuson. I am afraid that the union will decide that for 
you. 

Senator Rorertson. I am afraid you are right. 

The Cuamman. Go ahead. Mr. Wilson. 

Senator Futsricur. Mr. Chairman, one further point on the ques- 
tion raised by Senator Sparkman : 

Do I understand that the question of the level of the military ex- 
penditures is really not your decision, that is made by the military? 

Mr. Wirson. That is right, sir. 

Senator Fursrienr. I do not want it to appear that you are vouch- 
ing for that as the necessary level, so your answer about it being 
cut should not be taken as your opinion about it. That is what you 
have been told by the military. , 

Mr. Wirson. That is what they say they need. approved by the 
President, and it is our job to see that they get. it. 

Senator Futsricut. The military are the ones who have determined 
this level, and you have no objection if the Congress in its wisdom 
decides the military has overstated their case and cut it $5 billion. 
That is not a matter vou are disagreeing on, is it ? 

Mr. Wirson. Not for a moment. 
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Senator Futprient. And the level of expenditures for items within 
this program is really not your responsibility. 

Mr. Witson. No, sir. 

Senator Fursricur. If they should spend $60 billion, that is not 
your decision ¢ 

Mr. Witson. Not by a long shot. 

Senator Futprieur. It ought to be in the record that you are not up 
here vouching for the validity of that figure, that you, having been 
given the figure, feel it is your duty to try then to allocate materials 
to carry it out? 

Mr. Witson. And determine the feasibility of it generally; that is. 
of producing that amount of equipment. 

Senator Futsricut. You are quite willing to agree that, if the Con- 
gress feels we could not afford a recurring deficit over an indetermi- 
nate period, that is a proper decision for the civilian authorities, be- 
cause the military does not undertake to judge the economic results 
of their program. 

Mr. Wirison. No: I understood that was Congress’ job to determine 
that. 

Senator Funsricur. I think there is a tendency on the part of Con- 
gress not to take that responsibility but merely say, “Well, all right, 
if that is what the military says, we have to do it,” but I am very 
impressed by the line of questions of Senator Sparkman that this is a 
long-drawn-out struggle and we cannot afford this kind of deficit year 
after vear. You know, if it is continued, it is bound to result in much 
greater inflation, and you could not possibly have this balanced pro- 
gram if we are going to have that kind of deficit. 

Mr. Witson. As a matter of fact, one of the first things that the 
Office of Defense Mobilization did, Senator, just about a year ago was 
to try to provide a program within the budget that the Congress had 
approved for the military that would give us an expe nditure of not 
more than approximately $50 billion a y The original schedules 
of military production were very much hahae it would have taken 
a great deal more money per year. 

‘Senator Futsricnr. T think it ought to be clear that the atomic- 
energy program is essentially military. 

Mr. Witson. I regard them as one and the same thing. 

Senator Futsrienr. If you add that and your foreign aid, you 
really get $65 billion. 

Mr. Wison. Quite right. 

Senator Futpricut. That ought to be clear, I think, that that is the 
item which, if it is to be cut or maintained, is the one we are concerned 
with here. 

Mr. Witson. Senator, I call your attention to the fact that the ex- 
penditures are being planned at the rate of approximately $50 billion 
a year. 

Senator Futsricut. But the expenditures on all three of those is $65 
billion. 

Mr. Witson. Including atomic energy. 

Senator Futprienr. And for elgn aid, which is a]: arge part milltary. 

Mr. Witson. Foreign aid will bring it beyond that ; that will be plus. 

Senator Fursricur. The point I was making is that atomic energy. 
foreign aid, and the military comes to around $65 billion. 

Mr. Witson. That is r ight. 
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Senator SPARKMAN. Would you break that down—how much for 
atomic energy and how much for foreign aid? 

Senator Fu.sricwr. In round numbers, domestic military is almost 
$52 billion; foreign aid, I think, is $8 billion; and atomic energy ts 
more than $5 billion. 

Mr. Witson. For 1953 1 think it will be about 2 billion, but that is 
going to be phased out in a number of years, through 1954, T think, 
Senator. 

The CuairmMan. Between $4 and $5 billion, we were told by Mr. 
Dean; $800 million of it this year. 

Senator Funsricnt. What disturbs me about it is when we read 
in the paper such things as a north African base where apparently 
some $250 million has been poorly spent, if not wasted. You hear 
that they are spending $60 million to develop a B-52, and the first 12 
will cost around $700 million, It gives us pause as to whether or not 
the military have not really been a little profligate because they have 
the money. That $5 billion which was added on in addition to their 
request last year is a great incentive to spend it in a very profligate 
manner. That is what it seems to me this committee and Congress ” 
got to decide and not leave it to the military. It is essentially a 
economic decision. 

Mr. Wirson. That is right. I just wanted to say this to vou, Sena- 
tor, that this phasing-out process, the establishing of this plateau 
at approximately 50 billion a year average over the next few years, 
ought to give us—and I think we will be profligate if it does not give 
us—lower-cost war matériel because obviously. when you phase it out, 
you can give the manufacturer a longer run which ought to get lower 
cost and therefore lower prices. I think we will have not done a good 
job if we do not bring about that result. 

Senator Fursrient. 1 cannot quite reconcile myself to this big 
deficit before we are in an all-out war, even with the Korean war as 
bad as it is. It does not look as though it will have a terminal point. 
I cannot see where you are going to get out of it, assuming you do not 
have an all-out war, which we are trying not to have. 

Senator Carenartr. I think it is most encouraging that my friends 
on the other side of the aisle are finally giving a little consideration to 
balancing the budget expenditures. 

Senator Frear. Oh, I think there have been quite a few on this side 
that have been concerned about that. 

You are, I think, well qualified on practically all the general angles 
of this problem, Mr. Wilson, and I wonder which is giving you the 
most concern, if you are having any concern about it—whether we 
could lose a hot foreign war or lose a domestic economy war. 

Mr. Witson. I think the two things are so interrelated that it is 
hard for me to separate them in my mind. I have become convinced 
that if we build our might, even over a period through 1954, the 
danger of a hot war is minimized month by month as the might builds 
up. 

Senator Frear. Will you agree to the calculated risk of extending 
the time of 100-percent preparedness / 

Mr. Witson. Yes; I certainly do. I believe that is a safe risk as 
anv gamble could be. 

Senator Frear. I think that is a great comfort to many of us—it 
certainly is to me—to hear a man in your position state that. 
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Mr. Wirson. I think we are adding to our might monthly now and 
that that minimizes the danger to a degree. 

Senator ScHorrret. Mr. Chairman. 

The CHarrRMAN. Senator Schoeppel. 

Senator ScHorrreL. You say the program has been extended. Of 
course, you have access to all this military information, which a lot 
of us do not have. The taxpayers are going to have to pay for all 
of it. 

Do you think lengthening this program might ultimately save a lot of 
money on military guessing wrong on certain models of planes? For 
instance, if they find out a certain model is not worth a doggone and 
they have to switch to something else ? 

Mr. Wirson. I am sure of that. 

Senator ScHoerret. And that might be a justification for spreading 
this out and not letting the military spend all this money at once. 

Mr. Witson. Senator, I do not know of any exponent of more guns 
and less butter and that theory that has been talked so much about, 
but let me say to you in all sincerity that I do not believe that, even if 
the military had gotten $75 billion in the budget for this year, that vou 
would have gotten appreciably more material coming off the produc - 
tion lines than vou are going to get anyway. There has been a dearth 
or lack of understanding on the lead time on m: iny of these new and 
fantastic weapons. The lead time is tremendous as compared with the 
World War II experience. It is just fantastic how much longer it 
takes to comp ilete the designs and also the tooling requirements for 
the new designs. It is all so different, I think the country over all 
is just beginning to get a clear understanding of the ver ' ereat differ- 
ence that exists, and I just do not believe if you had had a $73 billion 
budget, if you had given the military that, that you would have gotten 
appreciably more strength. 

Senator ScuorrreL. Then do vou think, in the wisdom of Congress 
and in your judgment, the way vou are operating now possibly is the 
best thing to do—to hold them down until the \ know where they are 
going ¢ 

Mr. Witson. | think it is a good thing. I like this plateau arrange 
ment. I think we will get better costs, better weapons, and less ob- 
solescence. 

Senator Caprenarr. Mr. Wilson. is it not a fact that this extending 
the production, this plateau you talk about, was born of necessity 
because the designs and tools, and so forth, were not ready for full- 
scale production ? 

Mr. Witson. That was certainly one of the reasons for it, in my 
judgment. 

Senator Capenarr. I have noticed that you have not tried to evade 
the facts, and those are the facts. I think the Congress and every 
Member of the Congress, the military and everyone else ought to recog- 
nize, including the public, that it just has taken more time to get 
ready to produce the kind of weapons that the military think we need. 

Mr. Wirson. I do not think it is taking too much time, Senator. I 
think it is logical. 

Senator Carenartr. The facts are they just were not ready. and 
therefore the war effort is going to be extended over a longer period of 
time. 

Mr. WILSON. I hope we will gveta eood lesson from that. Senator. 
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Senator Carenart. I do, too, and I will make a speech on the floor 
of the Senate, and I will send you a copy of it, on my ideas of what 
we ought to do. 

Mr. Witson. Had we kept better prepared, designwise, we would 
not have had this delay. 

Senator CareHart. We ought to spend our money for tools, dies, 
jigs, and designs, making prototy pes and be ready to go into produc- 
tion, instead of spending money for training boys for 6 months in 

“squads right and squads left.” What good does it do to give a fellow a 
cun unless it will shoot farther than the one the other fellow hi as, Or an 
airplane that will fly faster. 

Senator SPARKMAN. Does that lead upto UMT? You do not want 
to discuss that, do you ¢ 

Mr. Wutson. No; I was on the Commission for UMT. IL had better 
keep my mouth closed. 

The CuatrmMan. Will you proceed, Mr. Wilson. 

Mr. Witson. How long those adjustments must continue depends, 
of course, upon the ultimate size and length of the whole program. 
The original plans for increasing our armed strength which the Con- 
gress approved in the 1952 budget called for acceleration of produc- 
tion toward high rates to be reached some time in the peak years of 
1952 and 1953. The armed services since then have prepared more 
definite plans for extending and expanding that program. These 

ylans were carefully reviewed in the fall of 1951 and the results have 
aoe presented to you in the President’s budget recommendations 
for 1953. 

The budget calls for appropriations for $65,100,000,000 for major 
national security programs for fiscal 1953, of which $51,200,000,000 
is for the military. These appropriations will result in expenditures 
during fiscal 1953 of nearly $60,000,000,000, compared with $43,000,- 
900,000 to $44,000,000,000 in this fiscal year and just over $20 '000.- 
000,000 last fiseal year. Under this program, expenditures will remain 
high throughout 1954. I believe that by the end of 1954 we should 
have substantially attained our goals for military strength and we 
will have passed the peak of expenditures needed for the program as 
it is now foreseen. Unless the world picture has changed by then, 
we should be able to cut back expenditures substanti: ally, because we 
will have a good position of defense. Our problem then will be to 
maintain and replace rather than to accelerate. 

In this program the peaks of production have been leveled off. The 
rates, although still high, do not go quite as high as in some proposals 
that were considered and some earlier plans which did not prove 
feasible, but they last longer. The budget decision for 1953 maintains 
a plateau pattern of production rather than building too high which 
would have been followed by a sharp decline. 

The present program does not reduce the total amounts of arms 
and equipment below what the services had counted on when plans 
were made in the 1952 budget actions. Rather the size of the active 
forces is to be increased. The Air Forces are building toward a goal 
of 145 wings, compared to a previous goal of 95, and higher goals 
are also authorized for Navy and Marine aviation and some other 
elements of the active Armed Forces. 

In lengthening the time for getting the total arms and equipment, 
the deliveries scheduled during 1952 will in general not be affected. 
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This is particularly true when the realities of production are given 
full consideration. In the case of most of the critical, hard-to-get 
items, mainly the jet aircraft and the tanks, it will take a major effort 
during all of 1952 to reach the plateau. In some cases plateau points 
will not be reached until well into 1953. For the still newer models 
of aircraft now in development or being tested, it will be even later 
before they reach their assembly-line levels. Procurement has been 
stretched out where advances in technology promise us improved 
weapons within 2 or 3 years. Assurance of a longer period of stable 
action should also make for greater industrial efficiency and lower 
costs, as 1 stated before. 

The current rate of actual arms production is high and growing 
higher. A year from now actual deliveries of hard goods and con- 
struction items are scheduled to reach $3.5 billion a month, and they 
will continue there into the latter part of 1954. This is a mighty re- 
armament effort. In addition, the drive to expand productive ca- 
pacity, the mobilization base, is going on as vigorously as before. 

This firming up of our plans means a much stronger America, for a 
longer period. 

Under the Defense Production Act, we have made progress on the 
objectives of the mobilization program. Already we are in a much 
better position than in June 1950. I should like to point out a few 
highlights of this progress. 

Since June 1950 approximately 2 million additional men and women 
have joined our Armed Forces. Our Air Force has increased from 
48 to 90 wings. Over 160 fighting ships with more than 100 support 
vessels have come out of “moth balls” to active duty in the Navy. 

The rate of delivery to the military, including construction, has in- 
creased fivefold since Korea to a figure of about $2 billion a month. 

We have had difficulty in the matter of machine tools. A tremend- 
ous quantity of them was needed in a relatively short time. Many tools 
could not be designed until the designs of the items for which they were 
to be used had been completed. “By encouraging large amounts of 
subcontracting and by other measures, the output of machine tools 
was doubled in 1951 as compared with 1950. In 1952, with the help 
of the Defense Production Act, it will be almost doubled again. Even 
with these difficulties, by the use of substitute tools and methods, we 
have managed to get out the production I have indicated. 

The industrial expansion program has also gone ahead rapidly, 
through a lot remains to be done. Steel production is now up to 108 
million tons a year, compared with less than 100 million before Ko- 
rea. By 1954, capacity should reach 120 million tons. Aluminum 
production has increased by more than 100,000 tons a year. By the 
middle of 1954 it should be double that of 1950. Seven million 
kilowatt-hours of generating capacity have been added to our electric 
power system. By the end of 1953 we must increase it to nearly 40 per- 
cent above what it was in 1950. 

In the expansion of resources, we have taken both short-term 
measures to bring out readily available new production, and long- 
range measures to open up new sources at home and abroad. In pe- 
troleum, 44,000 new wells were drilled last year and this year about 
16.000 are planned. We expect to increase refining capacity from 7 
million barrels a day to 8 million barrels a day by the end of 1953. 
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Senator Scuorpret. Mr. Wilson, the steel requirements for this ex- 
tended oil production capacity has generally been held pretty well 
in line with the actual needs of the industry, and the industry com- 
mittees that you are working with: is that not true / 

Mr. Winson. That is correct, sir. 

The Cruatrman. Go ahead, sir. 

Mr. Witson. The domestic copper-mine production rose by 40,000 
tons during 1951. Government assistance will bring additional in- 
creases in copper production by 1953 and 1954. Magnesium produce 
tion more than doubled in 1! 51 and barring power difficulties should 
more than double again this year. Zine expansion projects should 
raise production in 1953 by 200,000 tons over the 1951 total of 1 mil- 
lion tons. This expansion of raw materials is dependent upon the 
continued authority of the Defense Production Act. “-xploration 
for metals and minerals will be active over a minimum period of 2 
years. 

It takes huge quantities of materials to bring about this progress. 
by using the flexible priority and allocations provisions of the act, we 
have been able to channel materials to these essential programs, and 
to cut down on the demands of less-essential users. The approximate 
balance of supply and demand has greatly reduced delays in filling 
essential needs, and has helped to reduce the inflationary demands 
which at times have given rise to black markets in steel and other scarce 
materials. 

In the field of economic stabilization, since we began to apply di- 
rect and indirect controls, we have reached the point where over-all 
stability is now being maintained, despite the additional money 
necessarily pumped into the economy by the rapid rise in national- 
security expenditures during the same period. 

From Korea to February 1951, consumer prices rose 8 percent, 
wholesale prices over 16 percent, and sensitive spot-market commodity 
prices over 45 percent. After the freeze date this wave leveled off. 
From then until January of this year, consumer prices rose about 3 
percent, wholesale prices were down about the same amount, and spot- 
market prices were down about 16 percent from their big jump. 

The Cramman. In other words, you think we did a pretty good 
job on the law Congress finally passed ? 

Mr. Wirson. I certainly do. 

The Cuamman. It was a good law in the end. 

I noticed in some of your remarks here where you went into 1954— 
is that the reason you recommended 2 years? 

Mr. Wiison. Yes, sir. 

The Cuamman. The bill I introduced, as you know, is for 1 year, 
believing that if a new Congress comes in it ought to have another look 
at it, but: I notice in your remarks you have gone into 1954. 

Mr. Wusson. I am trying to be realistic about it, Senator, since the 
whole plan goes out through 1954 now, and in this rearmament pro- 
gram it seems to me we ought to have the protection of the Defense 
Production Act during that period. 

The Cratrman. With vour permission, I am going to read a short 
statement from Secretary Lovett: 

American industry is now working on outstanding orders for military procure- 
ment and construction of over $40,000,000,000, The unobligated funds now on 
hand, together with funds budgeted for fiscal 1953, would make a total of nearly 
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$70,000,000,000 available for the new orders which must be placed during 


the 
next 17 months. 


In other words, with the money they have left over, not now com- 
mitted, plus the budget of this year, they will have $70 billion to 
spend in the next 17 months. That is when the peak in your judgment 
will be reached 4 

Mr. Witson,. That is right. 

The Cuarrman. That will be a vear from now. 

Senator Scuorpret. Mr. Wilson, you indicated that you made a 
request at the outset of the hearing for a 2-vear extension of this 
act. 

Mr. Witson. Yes. 

Senator Scuoepre.. [If the Congress in its wisdom should cut that 
to 1 year, when we could take another very practical look, as we are 
doing now in this situation, that might be a good thing to do to hold 
some of these fellows in line who might want to run wild; might it 
not? That is a blunt question, but is it not true? 

Mr. Witson. It could be. I do not know whether it is a good thing 
to have us face every year the possibility of a big change in the 
situation; that is all. 

Senator ScHorprpen. The Congress is going to be in session, and 
7 you are in this position, and they have confidence in you, they are 

going to probably follow what you recommend. I think it is a pretty 

vood idea to have a review of this thing in a vear. 

Mr. Witson. It could be, sir. 

Senator Carpenart. It is not too serious. 

Mr. Witson. That is right. 

Senator Ropertson. | understood you to tell Senator Maybank 
connection with the fact that before we had controls, and before the 
expenditures for military purposes had reached any very substantial 
amount, we had 8-percent price inflation, and after controls about 
3-percent. You thought the law had worked pretty well. 

I think you have done a mighty good job, although I expect you 
will agree with me that credit, price, and wage controls are, for the 
most part, just check-dams. They are not real antidotes. 

Mr. Witson. They are brakes. 

Senator Ropertson. The first Maybank bill merely continues that 
law which has worked pretty well. 

The second Maybank bill, which you are endorsing, provides for 
elimination of the Herlong amendment. 

Do you think it is very material to get that amendment out of 
the law ? 

Mr. Winson. “Very material”—no. I think it has a weakening 
effect ; yes, but “very material,” I could not honestly say it has proved 
very material, 

Senator Rogertrson. The bill you endorse recommends the elimina- 
tion of the Capehart amendment. We have already received or are 
about to receive the maximum effect of the Capehart amendment, 
and after July of 1951 the manufacturer cannot ask for incre: 
except for direct labor cost. 

Do you think under those circumstances it is very 
to take the Capehart amendment out? 

Mr. Witson. I think it would be helpful, because there are certain 
lines of products where the manufacturers are coming in for relief 


ises 


material now 
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allegedly needed, coming in under the so-called Capehart amend- 
ment. That is the law, and the increases will have to be granted, 
and I do not believe that it would otherwise have been necessary to 
grant that relief that is asked for. 

Senator Carenarr. You have the right to turn them down if they 
are excessive or unreasonable, and if they are excessive or unreasonable 
should they be allowed ¢ 

Mr. Wirson. I do not know, Senator. What is excessive and 
unreasonable ? 

Senator Caprnartr. What is fair and equitable ? 

Mr. Wirson. That is right; what is it? But you certainly leave 
it up to the agency to make a cost determination that is pretty difficult. 

Senator Rornerrson. Another change in the bill you now endorse is 
the elimination of section 104, which places, in effect, an embargo on 
the importation of certain cheeses. 

Mr. Wixson. That is right. 

Senator Roperrson. Is there any other major change in the bill 
you are recommending here as compared with a simple continuance 
of the present law ? 

Mr. Wiison. Yes; credit regulations W and X. Yes; we would 
like the flexibility of the old arrangement on regulations W and X. 
We think it was pretty good the way it was, and we would like to 
zo back to it. 

Senator Carenarr. Mr. Chairman, since the Herlong and Cape- 
hart. amendments have been brought into the discussion at this point, 
I would like to ask a couple of questions. 

If the Congress should repeal the Capehart amendment, and the 
Herlong amendment, then of course you would be back under the 
original 1950 Defense Production Act, about the only mandatory pro- 
vision of course being that you make prices fair and equitable. 

Would it be your intention, then, to roll back the prices of all 
those that have been increased under the so-called Capehart amend- 
ment ¢ 

Mr. Witson. No, sir. 

Senator Caprnartr. Would it be your intention to go back and 
change the wholesale and retail prices? 

Mr. Witson. No, sir. 

Senator Capruarr. Then do you feel that all of those—do you feel 
that those who were entitled to make application under the Capehart 
umendment prior to July 26 have made application ¢ 

Mr. Wiurson. No; they have not all yet, Senator. They are con- 
tinuing to roll in. I cover that later in my statement, the number, 
andsoon. They are coming in in very large number, sir. 

Senator Carrnartr. Of course the record for holding prices since 
the Congress extended the act about a year ago has been pretty good. 
Consumer prices have gone up 3 percent, and wholesale prices “have 
gone down. 

Mr. Witson. That is right. 

Senator Carrnarr. Of course we both know that retail prices always 
follow the reduction in wholesale prices. 

Mr. Witson. That is right. 

Senator CapeHArT. So we have every reason to believe, since whole- 
sale prices are down, that retail prices or consumer prices in 2 or 3 
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months will likewise go down, because your figures here prove that 
wholesale prices went down, and retail prices went up. 

Mr. Wiison. That is correct. 

Senator Carenartr. We might all, then, meaning the Congress, your- 
self and everyone, take great credit in stopping inflation in this 
country. 

Mr. Witson. I think the Congress can take considerable credit, Sen- 
ator, for the Defense Production Act. 

The CuatrmMan. I am glad to hear you say that. 

Senator CAPEHART, You say in your statement that up to January, 
when prices were frozen, that they went up; 8 percent, I believe that 
was the figure ? 

Mr. Wixson. Before they were frozen; yes, sir. 

Senator Carenart. Which leads me to believe had they been frozen 
when the law was passed on September 6, 1950, we would have avoided 
possibly the greater part of that increase. 

Mr. Witson. I think a substantial part of it, Senator. 

Senator Carenarr. However, they were not frozen, and— 

Mr. Wirson. Do not blame me for that. 

Senator Carprnarr. I am not blaming you. The President had the 
authority to do it, and he did not see fit to do it. In other words, he 
did not think it was necessary, evidently, or he would have done it. 
Therefore he made a mistake in that instance, so he could be wrong, of 
course, in respect to the Capehart and Herlong amendments. 

The point is that we have checked inflation in this country, and 
prices at the moment are down. 

When you get into the price-control feature of your statement, | 
have some things to put into the record to show that most products 
in America today are selling far below the ceiling. That is true of all 
pork products, and true of practically all meat produc ts. Every meat 
product in America today is selling way below the ceiling, and I shall 
put that into the record when you ret down to that point. 

Senator SPARKMAN. Before we get too far away from it, Mr. Wilson, 
the chairman asked you a question a while ago and referred to a state- 
ment by Secretary Lovett relating to some $30 billion dollars, was it / 

The Cuamman. Seventy billion. 

Senator SparKMAN. But $30 billion of appropriations already made 
that are at present uncommitted ? 

The Cuarrman. That have not been paid for. They are contracts, 
as I understand it. 

Senator SpARKMAN. As I understand it, there are appropriations 
outstanding not yet committed, and I just wanted the record to show 
this, if I am correct in my understanding, those are being committed 
from time to time, now, and are ee all to be committed before 
June 30, the end of this fiscal yea 

The Cratrman. Oh, yes; only eetueles the Air Force was — 
before the Appropriations Committee, and they were getting up 
statement. Every day they make these commitments, but what I 
wanted to say for the record is there is going to be $70 billion that 
Is going to be committed during the next 17 months, and that is when 
you are going to have the peak. 

Senator Sparkman. I just wanted the record to show this was a part 
of a year that has not yet come, because I think a lot of people have 
gotten the idea Congress has appropriated more money than was 
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necessary, and they have been dragging their feet in expending the 
funds, but it is a matter of just not being committed yet 

The CHarman. They did not have the facilities ‘at first to start 
with, as Mr. Wilson set forth in the instance of machine tools, and so 
forth. 

Go ahead. 

Mr. Witson. While achieving this progress in production and sta- 
bilization we have maintained a healthy civilian economy. During 
1951, industrial production as a whole rose 10 percent; the number of 
business firms in existence rose slightly: and corporate profits, after 
taxes, while below the record year of 1950, were twice as high as 
1940. Besides the growth of the Armed Forces, employment rose by 
one million; and disposable personal income rose 9 percent. Produc- 
tion of consumer goods, including houses, was at extremely high 
levels, even though ‘generally below the record levels of 1950. 

Many factors have entered into this accomplishment. Additional 
taxes helped. The revision of the mobilization program, already being 
adjusted for by business, has helped. The ever-amazing adi aptability 
of our American economy in meeting both military requirements and 
most civilian demands has helped. Increased personal saving has 
helped. But these would not have brought about this progress by 
themselves. That required the allocation and production assistance 
measures, the credit restraints and the direct price and wage con- 
trols, authorized by the Defense Production Act. Each played | a part. 
We cannot hold back wage inflation unless we hold down prices. 
Conversely, we cannot hold down prices unless we hold the wage line. 
All parts of the stabilization program, taxes, credit, savings, prices, 
wages, and rents are interdependent. A weakening in any of these 
parts will hurt the entire stabilization effort. 

There have, however, been some trouble spots—unemployment in 
« number of local areas, industries suffering from scarcities of ma- 
terials, and localities and individuals who have been unable to carry 
out all their plans to build schools, roads, hospitals. stores, and 
theaters. 

We are doing our best to solve these problems. But, there will 
be no single date on which we will suddenly have relief from these 
difficulties. Where it is in the interests of defense, we have taken 
steps to use skilled manpower in those areas where it is concentrated 
and this will hold costly and unnecessary unemployment to a mini- 
mum. As our production is coming in and our conservation measures 
ure taking hold, we are able to help with additional materials those 
who have been hard hit by shortages. 

We are constantly following ‘and revie wing the supply and de- 
mand situations in the materials fields, and, when additional supply 
has become available, we have allocated additional materials. As 
you undoubtedly know, we have given out additional allotments of 
steel in the last couple of weeks because of some apparent easing in 
steel demands. We have also been able to relax controls on some ma- 
terials, such as chrome stainless steel, lead, sulfuric acid, plastic nylon, 
hides and skins, and rubber. 

On the other hand, some materials are becoming even more scarce. 
We have had to issue a number of new orders to control their distri- 
bution and use. In January NPA restricted the use of spinning 
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grades of chrysotile asbestos fiber. As recently as last week NPA 
imposed limitations on the purchase of cryolite which is essential 
to the manufacture of aluminum. At the moment NPA has under 
consideration an order restricting the use and manufacture of dia- 
mond grinding wheels. Our economy is not static, and we must be 
alert to changing conditions in every direction. 

In relaxing controls we must exercise caution so as not to harm the 
defense program, I ani always delighted fo see a returh to the fre 
market, but I must be sure that circumstances permit it. In the area 
of price control the question of suspending ae record keeping 
require ments and ce lings is be ne studied. Be ‘cause of eo determ1 
nation to keep controls to the minimum necessary to carry out the 
epecmenny I am following this study closely and w ill continue to do so. 

The Cuairman. You think it will be ready within a month ? 

Mr. Witson. I am hoping we will have alate worthy of your 
consideration by then. 

The CHarrman. Mr. Wilson, I would like to make myself clearer 
on this thing. I hate to interrupt vou so often, but the businesses, the 
people that these regulations are affecting, as I understand it, ae 
it is possible to suspend them, are small business concerns, people going 
from one business to another. That has been testified to the commit 
tee studying it. Because of lack of accountants, lack of lawyers, and 
people who know how, who have the know -how, because the smaller 
business man cannot afford it. It has been the main complaint to me 
about the situation. 

Mr. Witson. I do not think the bi@ one can. either. only he does 
not know it. 

The Cuairman. I do not question that, but there are a lot of indus 
tries where prices are so far below the cellings they nicht shift to 
something else if they could get around to it. 

Mr. Witson. I do not doubt it. 

The CuairmmMan. Go ahead. 

Mr. Witson. However. in view of the circumstances we face. no 
present easing of a shortage here or there, no decrease in some prices 


should make us throw away the keys to our security. The year of 
effort has put us in much better shape, either for war, if it comes, or 
for a long period of standing on guard. This is certainly not the 


time to lower that @euard. ‘The crucial test of our determination to 
carry out our plan for peace is before us. It will go on for a long 
time. At least two more years of hard work are ahead of us before 
we reach our present goals of militar v strength and productive power. 
Extension of the authority cont: ained in the Defense Production Act 
is essential to carry out our task to end the tension and the danger 
that now grip the whole free world—to win genuine peace. 

The President has requested the Congress to extend the Defense 
Production Act and the Housing and Rent Act to June 30, 1954. and 
he has asked for some strenethening amendments. 

These amendments would— 

(1) Restore a limited authority to use slaughter quotas as part of 
the compliance program of the OPS 

(2) Repeal the provision for a conditional embareg y ON ports oO 
certain fats, oils, and other products. 
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(3) Inerease from $2.1 billion to $3 billion the amount which Gov- 
ernment agencies may have borrowed and outstanding on a probable 
ultimate net-cost basis to finance the procurement, loan, and produc- 
tion assistance activities carried out under sections 302 and 303. 

Senator Funsricur. Would you have objection to some change, 
not in the amount, but what is bothering me is confusing this type 
of loan with business lending in the RFC. Some of these are prac- 
tically a grant, and I wondered if you would have any objection to 
taking full responsibility for making these experimental loans, if 
you want to call them that? They are certainly not regular business 
loans. Do you have any objection to disassociating that from the 
RFC? 

Mr. Witson. I do not know just how that would hit if we did it. 

Senator Futsricur. They have applications for about $750 million 
worth of loans down there now. 

Mr. Wutson. Of course we have to scrutinize them and we take 
the responsibility for their desirability. RFC has trained personnel 
that. can review our recommendations, and does, and the use of RFC 
as a check on us is good. 

Senator Futsricutr. We have a separate responsibility for the in- 
tegrity of the RFC, and T am afraid some of these practices grow 
up and tend to destroy the distinction between a real business loan, 
and one which is granted for experimental purposes, which really 
is in the nature of a grant. 

There are some applications that are down there now which under 
no stretch of the imagination could be called a loan with a reasonable 
prospect of repayment. They are purely speculative. Tam not try- 
ing to take them out. The RFC has come in for a good deal of eriti- 
pm 708 know, and [am thinking about safeguarding them from get- 
ting into difficulties, that was all. It is just a question whether you 
ait ia ave any objection to either you taking greater responsibility 
or acknow ledging that these are grants and not loans. I object to 
calling something a loan when really it is not a loan. 

Mr. Witson. I suppose there are some of those, Senator, I know 
some rather nebulous things I think are very much worth while to go 
ahead with, myself. 

Senator Fursrieur. You know the criticism about the Lustron 
loan. It never was a loan. They were requested to make it by the 
White House, and yet for 2 or 5 years I, and the RFC, have been 
blamed by the newspapers and the press who forget about the origin 
of the loan and say what a silly thing you have been doing. That 
is what is going to happen here, I fear, and I want to protect us 
from a recurrence of that sort of thing. 

Mr. Wutson. If it is an experimental proposition, as far as T am 
concerned, if we recommend it at all to RFC, we will take the respon- 
sibility for it. 

Senator Funsrientr. That is what I was trying to clarify, your 
responsibility. 

Mr. Wirson. If we are not willing to take the responsibility, we 
have no right to ask them to take it. 

Senator Futsricur. I thought we could work out a way to handle 


that which makes it clear what that is, so it is not disguised as a 
loan. 
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Senator Ben'von. Mr. Wilson, your third point as you recomme nd it 
would that give you the power or authority to build defense plants 
if you dec ided in any area that that was necessary ‘ 

Mr. Winson. No. that does not come under it. 

Senator Benton. You made that recommendation last year. You 
are not renewing that recommendation 4 . 

Mr. Witson. We recommended that last yvear—we are not renewing 
that now, Senator. We have not got anything that we can see ahead 
of us to require it. 

Senator Benton. Well, again it is not a power you would necessarily 
use. Last year I thought you made it clear to the committee that you 
thought the power was helpful, or could be helpful, even if you did 
not find it necessar v to exercise the power— 

Mr. Witson. That is right, it would have been desirable, Senator. 

Senator Benron. In certain contingencies that might develop. Do 
vou still feel that way ? 

Mr. Witson. We have gone so far with the general program, | do 
not think it is as essential now as it appeared to be then, Senator. 

Senator Benton. Thank you. 

Senator SpaRKMAN. Mr. Wilson, may I ask this question, following 
up Senator Fulbright’s suggestion / 

Of course, as I understand it, vou recommend that the loans to 
RFC—you simply utilize the RFC’s lending machinery for handling 
the loans, is that it? 

Mr. Witson. That is correct. 

Senator SepaRKMAN. The thing that Senator Fulbright has in mind. 
I believe, is to make certain that that type of loan is clearly kept : apart 
from the type of loan that RFC would make in its norm: al operation. 

I wonder if you could furnish to this committee a list of the loans 
that have been recommended and made to date. That is public, 1 
it not? 

Mr. Winson. We will give you a list. 

The Cuamman. Without objection, the list of loans will appear in 
the appendix. (See appendix, p. 923.) 

Senator Futsricur. As a part of that, I wonder if your attorney 
could not give consideration, if possible, to a sugge stion of a further 
sevregation of these classes of loans / They employ the same people. 
There are e Xi umine I's, fore xample, who are ¢ the ar ged with his king 2P00C 
loans, and you can see the difhculty of making these. The members 
of the review board say we do not know what to do about this. we do 


not think this is a good loan, and yet we seem to have the responsibility 
for passing on it. 

Now, if you only want to use them for a technical cheek, that is all 
right. but I wonder if it could not be thrown back into your organiza 
tion, and you take full responsibility. I know what will hap pen 2 or 
5 years from now. We will have some other case like Lustron, and 
we get all the blame—that is, RFC does. I wonder if you would | 
W illing to accept that responsibility; that is all? 

Mr. “CORRE A. There is a distinction in these loans, Senator. Under 
the Defense Production Act no loan can be made until the possibility 
of private financial assistance has first been exhausted. Then it is 
sent to the RFC, and the RFC looks at it first to see if an ordin; ar'y 
RFC loan can be made. Then if it does not meet the standards of the 


.) 
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RFC Act, it is considered under the Defense Production Act on the 
basis of its relation to the defense needs. There is this separation 
between the two kinds of loans. 

Senator Futnricur. I understand you say it is, but the RFC makes 
the loan eventually, just like Lustron. The money there was under a 
special act, they were ordered to make it against their objection to 
making it, but you see what actually happened. ‘Two or three years 
later when it turns out to be sour, they get all the blame, they are 
accused of being nitwits, and this committee is, when actually they 
were forced to make the loan. 

In effect this is the same. Your function is an entirely different 
one. You may approve of a thing, though you think the chance of 
payment is remote, but you ‘think it is necessary to the national in 
terest. All T wonder is if you would object to taking full respon 
sibility. 

Mr. Winson. What is the difference, though, Senator? IT think 
there has only been one loan that we recommended to the RFC that 
they questioned, to the best of my knowledge, which was an aircraft 
loan. The Office of Defense Mobilization took the full responsibility 
for that loan. They are bailed out as far as any responsibility is 
concerned, because we are on record that the security of country made 
this loan necessary. 

Senator Futsricur. I am not trying to criticize you for what you 
are doing. They have pending applications for around $750,000,000 
worth of loans. You know what has been happening in the RFC, 
they have had no Administrator, the applications have piled up there, 
and they have not acted on them. This is not only my idea, some 
members of the RFC are concerned about it, have talked to me about 
it, and they want to avoid a recurrence of the sort of thing that hap- 
pened, purely as a matter of good administration. To make it clear 
to the press and to the public is difficult. Sometimes the press is 
overworked, you know. They do not have time to look back and see 
exactly what happened, and that is the thing that concerns me and this 
committee and the RFC, because they are interested in their own repu- 
tation. That was the only point about it. Lam not trying to restrict 
what you do, but I do not see why you would object to a little further 
segregation, or making it clear what your responsibility is. 

Mr. Correa. Under the Executive order, if the RFC turns down a 
Defense Production Act loan, it would come back to the DPA for an 
additional certification. 

Senator Futsricur. I would like to suggest that at that point you 
take the full responsibility for making the loan. 

The Cuamman. | would like to make this statement, that we are 
going to meet at 2:30 in room F-39 in the Capitol, because the Senate 
is in session. Weare to hear from Mr. Martin of the Federal Reserve 
Board, but Mr. Fleischmann has some matters here that [ thought 
perhaps the committee would like to follow with after Mr. Wilson 
is through. 

Mr. Fierscumann. A member of the staff thought we ought to in- 
corporate that. 

The Cratmman. I thought perhaps if you would tell the committee 
about some of these meetings and what you have agreed upon, par- 
ticularly insofar as steel and copper is concerned, and your different 
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CMP orders, I think that would be more appropriate to follow Mr. 
Wilson rather than the Federal Reserve Board. If we cannot get to 
the Federal Reserve Board this afternoon, we will put that off. 

Senator Scnorrrer. Mr. Chairman, I ask to be excused. I have 
an engagement on the Senate floor. 

Senator Futsrigur. Mr. Chairman, 1 would not like at all to put 
off the Federal Reserve Board this afternoon. lt hia be delayed 
for a little while. 

The Cnairnman. As soon as we get through with Mr. Fleischmann, 
we w il] have the Federal] Reserve Board. 

Mr. Firiscumann. I did not have anything 
what I submitted, unless vou have questions. 

The Cuamman. It will not take more than 30 minutes. We will 
ask the Federal Reserve Board to appear at 53 o'clock. 

Mr. Witson. Senator, would it be satisfactory to you if we thrash 
this out a little bit with the RFC people, and then report back 

Senator Funrsricur. I would like it very much if you would talk 
with their lawyer and see if you could not segregate it further so that 
it is very clear what they do. 

Mr. Winson. We will report back. 

Senator Fursrianr. All right. 

The CuatrMan. Will you proceed, Mr. Wilson ? 

Mr. Witson. Yes, sir. 

(4) Repeal the so-called Capehart amendment, which fixes mini 
mum levels for price ceilings and provides mandatory individual price 
adjustments for many materials and services. 

Repeal the so-called Herlong amendment, which requires pre 
Korean customary percentage margins for wholesalers and retailers. 

(6) Remove the restrictions on credit controls placed on the powers 
of the Federal Reserve Board and the Housing and Home Finance 
Agency by the Defense Production Act amendments of 1951 and the 
Defense Housing and Community Facilities Act of 1951. 

This committee has already considered some of these amendments, 
and has reported favorably those on slaughter quotas and fats and 
oils. For this reason I will not elaborate further on these two amend- 
ments except to say that the bill on slaughter quotas, already reported 
by the committee, contains a section dealing with ceilings or compli- 
ance prices on beef cattle, wnich is ngt related to the quota system and 
is not a part of the present bill. 

The bill would also amend section 304 (b), which authorizes Gov 
ernment agencies to borrow from the Treasury, subject to the approval 
of the President, such money as may be necessary to carry out their 
assigned functions under sections 302 and 303. Section 302 authorizes 
Joxns to private businesses for the expansion of capacity, development 
of new technical processes, or production of essential materials. These 
loans may be made by the Government only where financial assist 
ance is not otherwise available. Section 303 authorizes contracts to 
purchase materials for Government use or resale, and provides fon 
the encouragement of exploration, development and minit 
and strategic minerals and metals. 

The authority to borrow from the Treasury is now limited to a 
total outstanding at any one time of 2.1 billion dollars. The Congress 
M isely permitted us to use this borrowing authority ona probable ulti 
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mate net-cost basis. This means that where the Government incurs a 
contingent liability, it will be charged against the total on the basis 
of the probable ultimate net cost to “the Government. The 2.1 billion 
figure was intended to cover the maximum balance, after much bor- 
rowing had taken place and before repayments had been made. Be- 
cause the bill covers a 2-year period of extension, this amount will 
need to be increased. 

At the time of the preparation of the budget and of the recommen- 
dation for the amendment, it was very difficult to forecast precisely 
the maximum amount which the agencies will need to have outstand- 
ingatany onetime. It depends in part upon a forecast over the 2-year 
period of the availability of private funds and of the timing and 
amounts of repayments, as well as the amounts of total programs. 

We accordingly recommended use of the $3 billion figure in the 
bill on the agency estimates then available. I insisted that those fig- 
ures be rigorously examined and worked over to see whether more efli- 
cient use of the authority would not enable us to manage with a smaller 
total. For the full 2 years, it now appears we will need an increase in 
the total which may be outstanding at one time to about $2.6 billion. 
The additional $500 million over the present borrowing authority of 
82.1 billion would be a contingency reserve / 

Senator Carenarr. How much of the $2.1 billion have you used up 
to the present time ? 

Mr. Wirson. About a billion. 

Senator Carenarr. But you feel that you will need $2.6 billion / 

Mr. Wirson. There is a possibility in sight, Senator, of some mate- 
rial purchases where we might need a very considerable amount of 
money, but it would be on a contingency basis, really. 

In the area of price stabilization, the bill before you would repeal 
section 402 (d) (4), the so-called Capehart amendment. That para- 
graph now provides with respect to nonagricultural commodities 
that price ceilings for manufacturers, processors, and sellers of serv- 
ices may not be set below the lower of two prices—the price prevailing 
just before the date of issuance of the regulation or orders and the 
price at the time of the freeze in January 1951. It further provides a 
means by which the individual manufacturer, processor, or seller of 
services can have all of his ceiling prices raised to cover his highest 
prices during the first half of 19; 50, adjusted for any increase or de- 
crease in all specified costs, direct and indirect, up to July 26, 1951. 

Senator CarrHartr. Do you happen to know how many prices the 
Price Stabilizer rolled back under that amendment? 

Mr. Wirson. No; I do not. 

Senator Carenarr. Would it be possible to get that inform: ition? 

Mr. Wirson. Surely. 

Senator Carrnarr. The amendment—— 

Mr. Correa. I think there is some question whether he could roll 
back under that amendment. 

Senator Carenarr. There was never any question in the minds of 
the conferees that wrote the amendment. 

Mr. Witson. We will see what he did, how much done, and report. 

The Cratrman. Without objection, that will be placed in the 
record. 
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OFFICE OF PRICE NSTABILIZATIO 
OFFICE OF DIRECTO! 
Washington 25, D. C., March 11, 1952 
bi CHARLES E. WILSON, 
Director of Defense Mobilization, 
Washington 25, D.C 


DEAR MR WILSON [i your recent appearance before the Comn ( bat 


king 

and Currency of the United States Senate, you were asked what roll-backs I 
been accomplished under the so-called Capehart amendment 

In response to your request I am bappy to supply the following information. 


As you know, the Capehart amendment relates to roll-backs ¢ y in two ways. 
First, it imposes a limit upon the roll-backs that may be achieved in any general 
regulation. Second, it permits an individual seller whose price has been rolled 
back by a general regulation which satisfies the amendment, to petition for an 
upward adjustment of his ceiling price, and thus to avoid in whole or in part 
the roll-back he would otherwise have received. Individual seller upward adjust 
ments are, of course, not limited to cases of roll-backs 

Nevertheless, subject to these severe limitations, OPS has made a limited 
number of ceiling-price reductions. The most significant of these reductions were 
undoubtedly those achieved under Ceiling Price Regulations 22 and 30. These 
regulations, which were issued prior to the passage of the Capehart amendinent, 
and Whose effective date was delayed thereby, were finally put into effect on a 


mandatory basis on December 19, 1951. As of that date, any manufacture 
subject to these regulations was required to reduce his ceiling prices where the 
formulas provided in these regulations produced lower ceilings than did the 


General Ceiling Price Regulation of January 26, 1951. It is impossible to esti- 
mate either the number or the dollar amount of these roll-backs, but they \ 
significant. 

In many cases, of course, these roll-backs have been and are being wiped out 


‘ re 
vere 


by applications for individual adjustment under the amendment For example, 
et 


he first 427 Capehart applications by building-materials manufacturers turned 
an average roll-back of over 2 percent into an average price increase of 1.15 pe 
cent. The first 1,127 applications from machinery manufacturers turned an 
average roll-back of 0.66 percent into an average increase of 3.5 percent. Never 
theless, in individual instances, the upward adjustment still left prices below the 
GCPR level. 

Further, a large number of new tailored regulations has been issued, which has 
frequently had the effect of reducing ceilings for some sellers, in the process of 
straightening out the price structures of the industries covered by these regula 
tions. 

In addition, a few regulations issued since August 1, 1951, have contained 
general reductions of ceiling price levels for an entire industry or a group of 
products. Among the most important of these regulations have been significant 
ceiling roll-backs for hides; steel warehouses; soft-surface floor coverings: raw 
wool; soaps, cleansers, and synthetic detergents; inedible tallows and 
glycerine; tire carcasses, recaps, and retreads:; small-arms a 
brass and bronze ingots. 

I trust that this is the information that you need. 
Sincerely, 


greases ; 


mmunition: and 


Eiiis G. ARNALI 

Mr. Witson. I have previously indicated to this committee my view 
that this provision seriously hampers the fight against inflation. It 
requires OPS to permit increases In ceilings beyond wh 
equitable. 

Senator CapeHart. Now, Mr. Wilson—— 

Mr. WILson. Those are bad w ords to you, Senator. 

Senator Carenarr. Beyond what is fair—does that mean th: 
feel that a seller is not entitled to all his cost increases / 

Mr. Witson. Under certain conditions, I think he might not be e1 
titled to all of them. 


at is fair and 
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Senator Carrnartr. Does not the law specifically say under those 
circumstances you have the right to find if it was unreasonable, and 
excessive / 

Mr. Witson. Again it puts us in a position of trying to decide not 
black and white, but gray. 

Senator Capenmarr. Is it any harder to decide under excessive and 
unreasonable what a price should be than it is to establish a price as 
fair and equitable, as the original law required 4 

Mr. Witson,. There are shades there. 

Senator Capenart. Well, the fact still remains that since the law 
was passed, we have stopped inflation, and that prices have only gone 
up 5 percent, and, as we both agreed before, as soon as the wholesale 
reductions catch up with retail, that 3 percent no doubt will be com- 
pletely wiped out. 

Mr. Wirson. I hope so, Senator. That will be a wonderful result. 

Senator Carpenarr. The way the wholesale prices have been reduced, 
it looks to me that you might even get a consumer price below what 
it was when the freeze was taken on last January. That is the way 
it looks at the moment. 

Mr. Wizson. The trend is good at the moment. 

Senator Carenarr. | would like to put in the record at this point the 
wholesale prices of one of the large packing concerns in the United 
States, giving all their cuts on pork, the ceiling price, and the selling 
price as of February 15. 

The CHairman. Without objection, that will be made a part of 
the record. 

(The material referred to follows :) 
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Senator CapeHart. I want to make some comments on it. For ex- 
ample, the ceiling price on smoked hams wrapped was 57.20. On 
February 13 they were selling for 4914 cents a pound. 

On another type of wrapped ham, the ceiling was 61.90. The price 
on February 13 was 55 cents. 

Going down to fresh pork loins, loose, the ceiling price was 51 
cents a pound, and on February 13 it was selling at 40 cents. 

Every cut of pork products sold by this large packer is selling for 
an average of about, it looks to me like an average of 8 cents a pound 
less than the ceiling, and it is a fact that hogs have never reached 
parity since the Defense Production Act has been in effect, unless it 
was one day, the day the act went into effect. They may have reached 
parity on that day. 

On cattle, of course, there is no ceiling on live cattle, but there is a 
maximum at which the packers can buy them. Cattle are selling, the 
farmers’ price, at less than the maximum today, and all meats, the 
wholesale price of all meats, with the exception of maybe just a few 
special cuts, and also excepting veal, are selling below ceiling. Hides 
are selling at 60 percent below ceiling, wool at 60 to 70 percent below 
ceiling, and other byproducts of meat are selling at from 30 to 50 
percent below ceiling. 

Now, these are the wholesale prices Tam giving you. The retail 
ceiling price, of course, set by OPS, was on the basis, for example, 
ti aking ham at 57 cents a pound, the retail ceiling price was set on the 
basis that they, the retailers, would pay 57 cents a pound for hams. 
Of course they are only paying 49. The question is have retail prices 
gone down in the same proportion as wholesale prices, and the answer 
is that they possibly have not, because the retailer is still entitled to 
sell hams at the ceiling price, so my next question gets down to this: 
Under those circumstances, in respect to meats, would you not be 
justified in adopting some sort of a suspension program in respect to 
meats, and if not under these circumstances, when can you? And is 
not the same situation true on practically everything else that is 
selling today, it is selling below ceiling? 

Mr. Witson. That is the question we are examining into. 

Senator Carenarr. You set up the committee to study the whole 
problem, and you expect to have your answer in about 30 days? 

Mr. Witson. That is right, Senator. 

Senator Carenarr. I assume the only argument I will get into is 
whether or not the Denes should write the formula for doing this, 
wr leave it up to you. 

Senator SparkKMAN. Mr. Wilson, while you are stopped you have 
been talking about an amendment. On page 4 of the bill, section 606 
of the Defense Production Act of 1950, as amended, is repealed. 
What isthat? Frankly, I have not been able to find a section 606. 

Mr. Correa. That was put in by the Defense Housing and Com- 
munity Facilities and Services Act. 

Senator SparkMaAn. All right, the staff has it straight, but I do not 
find any such section in the Defense:Production Act, which is what 
had me puzzled. 

Mr. Correa. It was added by Publie Law 139. 

The Cuatrman. Go ahead, Mr. Wilson. 

Mr. Witson. The individual adjustment feature means that uni 
form dollars-and-cents ceilings, easy to know and to enforce, can be 
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imposed only at needlessly high levels, governed by the higher prices 
and costs of the less efficient producer S. 

Senator Carenarr. Let us go back to what we were talking about a 
moment ago. You want the retailer to publish, so the housewife can 
see. the ceiling price. For example, let us take meats. The wholesale 
price that was established, the ceiling that was established on a specific 
cut was say 50 cents a pound, and the retail price of course was based 
on the 50-cent wholesale price, so it is published on that basis. Then 
the wholesale price goes down to 40 cents, which it has in many, many 
instances done. But the retailer has posted a ceiling price. Now he is 
either getting too much money, or the wholesaler is getting too little, 
and the farmer is also getting too little. 

Mr. WiLson. Competition will drop his price. 

Senator Carenarr. My question is whether it will. 

Mr. Witson, It isa real problem, Senator. 

Senator Capruarr. It is one that your committee ought to study. 

Mr. Winson. Tam sure they will. 

Senator Carenart. We both know that retail prices always lag 
behind a drop in wholesale prices, and also retail prices lag when 
wholesale prices start to go up. When the retail prices catch up 
with these wholesale drops, you may find the index below what. 1t 
was last January. 

Mr. Winson. That would be fine to conte mp late. 

Senator Moopy. Mr. Wilson, would you explain why if there is 
a growing Increase in the gap between the wholesale price and the 

retail price, why the retail price ceiling oon not be reduced ¢ 

Mr. Winson. Well, it could be reduced, but it would take time. 
There is so much ground to cover, Senator. It would take consider 
able time to get around to it. That is why I said as I did to the Sen 
ator that competition at the retail level would probably take care 
of the situation, or 1 would think would take care of it. 

Senator Carruarr. [ think it would if it were not for the ceil 
ing. I think there is a tendency to keep prices up to the ceiling, 
particularly if they can print the price and say there : the OPS 
price. You defeat competition in the law of supply and demand. 

Mr. Witson. They tell me on meat products competition is forcing 
the retail prices in a number of large markets down considerably. 

Senator CarrHaArr. IT think if you check you will find the ae kers 
are having more trouble selling their meat which leads me to believe 
that that is one commodity that might well be suspended, or decon- 
trolled, or whatever you dec ide to call it. 

Mr. Wirson. It will be one that we will pay particular attention 
to, Senator. 

The CHatrMan. Proceed, Mr. Wilson. 

Mr. Witson. The number of applications under the amendment 
has reached more than 5,700, filed by over 1,500 companies, and is 
still rising. Increases in ceilings ranging up to 15 percent and esti 
mated to total in the neighborhood of S750 millions have already 
been taken. And, the vast bulk of the increases is still ahead. 

Senator Moopy, At this point might I ask a question ‘ 

The CHarrMan, Yes, Senator Moody. 

Senator Moopy. You Say the vast bulk of the increases is still ahead. 
How much are we spending now, monthly, for military, Mr. Wilson ¢ 








38 DEFENSE PRODUCTION ACT AMENDMENTS OF 1952 


Mr. Witson. For military, in supply and construction, about 2 bil- 
lions a month, which will nearly double by oe end of the vear. 

Senator Moopy. I was going to ask you what that will be next fall 
or next winter / 

Mr. Witson. Three and a half billions. 

Senator Moopy. And doub wets the end of the year? 

Mr. Witson. Well, I think 314 billion, at the end of the year, too. 
I do not think it will go much hieler than that. 

Senator Moopy. It is quite clear at a number of spots we have soft 
prices here. Lam wondering what your opinion is as to the effect 
on the pressure of prices and the danger of inflation when that mili 
tary spending does increase to that amount. In other words, is the 
danger ahead, or = we over the hump? 

Mr. Wizson. I do not think we are fully over the hump, but the 
measures we have taken under the very wise act which you gave us are 
bearing good fruit, but I do not think we want to relax. The results 
are pretty good. Do we not want to maintain that? And especially 
if defense production is almost going to double, obviously that in- 
ereases pressures, 2nd shows the need for the maintenance of the 
measures we have taken under the act you have given us. 

Senator Moopy. The point I was trying to determine in my mind was 
how essential do vou feel the repeal of this section of the law we are now 
discussing is. You say the vast bulk of increases are still ahead, and 
increases in ceilings under the amendment range up to 15 percent. 

Is it your personal opinion that this thing must be repealed in order 
to havea proper administration of the act 

Mr. Wiison. Well, frankly the thing I do not know—maybe some- 
body else knows it, I admit I do not—is to what extent we are going to 
vet applications for increases, and what we will have to do with them 
if this amendment stays effective. 

I know of some applications coming in that I think under this 
so-called Capehart amendment we will have to agree to that are going 
to be pretty costly. 

Senator Carenarr. Are you talking about steel ? 

Mr. Wilson, it has been what, 8 months since last July? Is it not 
reasonable to assume that anybody that wanted a price increase as a 
result of increase in costs prior to last July, 8 months ago, would have 
their application in? 

Mr. Witson. The regulations became effective in November, and are 
piling in, Senator. 

Senator Carenartr. Well, of course if I wanted, which I do not, I 
could get all worked up over the fact that it took them from July until 
November to work out the regulations. That I think 

Mr. Wirson. I could agree with you, Senator. 

Senator Carenartr. It looks to me like there was something peculiar, 
that they were just deliberately delaying from July until November 
putting the rules and regulations into effect. 

Mr. Wirson. It was too slow. 

Senator Carenarr. There is no question about it. July 26 is about 
S months. There are no doubt some applications still coming in. I 
have been told that the steel companies have been requested to make 
an application for an increase in prices under the C apeh: rt amend- 
ment, in order to absorb an increase in wages that they may be forced 
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to vive the steelworkers, which occurred after July 28. That was never 
the intent of the law. 

Mr. WILSON. Tothe best of my knowledge, the “y are not insisting On 
the increase under the Capehart amendment, as a sane of something 
they are going to have to pay, or they think they may have to pay. 
The ‘y Say they are entitled to it aa ice the ¢ Capeh: ird amendme nt. - 

Senator Capenarr. Well, they have not made an official application 
vet. 
~ Mr. Winson. Oh, there has been a lot of screaming for it 

Senator Carruarr. We are both businessmen, and you tell me why 
any businessman who was entitled to a price increase woul | beat him 
self out of : \ price increase for 8 or 9 months. ‘The stee | company Is 
entitled to a 82 a ton price increase, for example. Each day it Is 
costing them money, if they are entitled to it and you would give it 
to them. 

Mir. Winson. It has been 3 or 4 months, Se minor; since they had the 
regulations. We are probab ly partly responsib ble for that, the way 
they dragged their feet getting the regulations out, to some degree. 

Senator Carenarr. But you feel the Capehart amendment should 
be repealed. 

Mr. Winson. I think it would be better, sin 

Se ator Capi LIART. You woul | like to vo back to th e ol | S\ stem of 
f; au and equits able, whe Te vou acce pl a hundre d- perce nt re sponsibility \ 
for what is fair and equitable, and you accept the 100 “ona ‘ent respol 
sibility for writing the formulas on decreases and incre: 1 prices / 

Mr. Witson. That is the way you got a seine’: ia of the 
good results you were talking about, Senator. 

Senator Caremarr. You do not think the July 26 cut-off date has 
helped you in keeping prices down, and keeping applications fro 
being mace / 

Mr. Witson. Well, I think it is a matter of degree. T would not say 
it had not helped. Itisa matter of deeree. 

Senator Careuarr. Did we not. when we wrote July 26 in there, 
sir, Warn business, labor, and everything else that after that date 
nobody could imerease their prices as a result of increases in cc 
wages, or anv other costs: was not that a good thing 7 

Mr. Winson. I think it had its good side there. 

Senator Carenarr. That was a eood thine. Now, | presunne 


thing we might have done, which we cid hot do in this so-called 
Capehart amendment, we might have written into the act that all 
applications must be on file by a certain date. I guess if we had it 
to do over, we might have written that in, but nevertheless that does 
not change the equity, because if a man is entitled to an increase, 
asa result of increase mm costs, he is entitled to it. Unless it is unrea 
sonable and excessive, of course, under the amendment, you are obli 
eated to eive it to him. 


You can just as easily say something is unreasonable and excessive, 
if vou think it is. The President, in his message, talked about a few 
examples. The spirit in which he talked about them, they were tei 
rible. If they were terrible, all he had to do was use the “excessive 
and unreasonable” power in the ame 4 nt todeny them. That is all 
he had to do, if they were so terrible in his mind he certainly could 
have made a case that they were packaadiite and excessive. The 
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facts are, of course, that he could not do that, and under the fair 
and equitable clause of the old aet, in my opinion, he would have had 
to allow them an increase in cost. 

Senator Moony. Mr. Chairman, for the record, I would like to 
remind—— 

Senator Carenart. I want to say this: I am trying to be construc- 
tive. 

Mr. Wison. I think you are. 

Senator Carrnmarr. To figure out whether or not it isa wood thing to 
repeal it or not, because the amendment was worked out by the con- 
ferees, and at the time they all thought well of it, and I think the 
vest proof of this whole act is that it has worked. I never was much 
of a fellow for changing a business organization when it Was working. 
It looks to me like it is working. 

Of course, the fellows that brought this $750 million figure that 
you use here I think were primarily the automobile manufacturers. 

Mr. Wuson. They are among them. 

Senator Carenarr. The President states that it ran about $400 
million. Of course, we both know that they were a group of manufac- 
turers that did hold their prices down. They wanted to increase aii m 
in December 1950, and the President asked them not to do it, and 
they did not do it. 

Mr. Wurson. That is right. 

Senator Carenartr. They were one of the groups that we thought 
were entitled to some relief. They had an escalator clause in their 
labor contracts, and as other things went up, food costs, and so forth, 
they were obligated to increase their wages, which automatically in- 
creased their costs. 

Mr. Witson. And then steel went up, so they had to. 

Senator Carrnuarr. I am not so certain that it is a good thing to 
repeal the amendment, and I am not too certain that it should not be 
repealed. 

Mr. Wirson. I] have one point: lor the wholesale price index as 

whole, OPS has found that 63 percent of prices are still at their 
peaks, 13 percent are within 5 percent of their peaks, the remaining 24 
percent have fallen off 5 percent or more from the peak level. 

Senator Carenarr. Is that in dollar volume, items, units, or what ? 

Mr. Winson. Items, taken across the board. 

Senator Careuarr. Whose figures are those / 

Mr. Witson. OPS 

Senator CapeHarr. . Compiled from what‘ You can almost say 
every meat item is below ceiling, and I think that is true of all food 
items. 

Mr. Witson. I do not know. 

Senator Capemartr. We both know all durable goods are below 
ceilings. 

Senator Benron. These are peak prices, not ceiling prices. 

Senator Caremartr. What is peak price? 

Mr. Winson. The highest reached for the items involved. 

Senator Carenarr. My point is I am talking about below ceilings. 
We all know that most items in the United States today are below 
the ce ‘ilings established by OPS. 

Mr. Witson. The peak prices were practically the ceilings because 
the ceilings were established at a period of very high prices. The 
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difference between the three main sectors of the economy is shown 
when the items in the price index are divided into those of primary 
interest to manufacturers and builders, and those of primary interest 
to consumers. The percentage of the items still at the peak to manu 
facturers and builders’ requirements, 8814 percent. Of interest to 
consumers, that is the items still at the pe: ak prices, only 37 percent. 
Within 5 percent of the peak, to manuf: turers and builders, 8 per- 
cent, and in the case of consumers’ items, 19 percent. More than 5 
percent below the peak to manufacturers and builders, 314 percent, 
and to consumers, 44 percent. 

Senator Carenarr. I do not know where they got their figures. It 
is not quite clear to me what they are talking about. 

Mr. Wirson. OPS will give you the breakdown. 

Senator Carpenarr. Mr. Chairman, I would like to suggest that the 
OPS, who are going to appear before us on Thursday, have their 
statement in with that information not later than Wednesday night. 

‘The Carman. It is already here, I believe. 

Senator Carenarr. If it does not contain the figures that were just 
read, will vou see t hat we secure them in advance ¢ 

The Cuarrman. The OPS statement is here. The request has been 
made, and the clerk will ask the OPS to furnish the justification of 
the figures that Mr. Wilson just read. (See p. 159.) 

Senator Capenart. I want to say this: I have advocated and did 
advocate in 1950, that we ought to have a permanent law when we 
go to war, and I think we are in war, that we freeze prices and wages, 
and then work from that point, and had we had that, of course, we 
would have gotten away from all this trouble. But by virtue of the 
same thing, I think we ought to have some sort of a formula for 
decontrolling or suspending when an item or items become in long 
supply, and when the price gets down below the ceiling. I think that 
is Just as Import unt as having a law to freeze the moment we ¢o to 
war. The minute you go to war, it always happens and always will, 
people become hysterical, start hoarding, and prices go up. Once 
they go up, we have trouble getting them down, with dislocation in 
prices, and therefore I think we ought to give a lot of thought to 
suspe nsion or decontrol or whatever youec - it. We have got to make 
up our minds whether you should do it, or Congress should do it. I 
say Congress should do it. 

The Cuamnman. Following Mr. Wilson’s remarks, without objec 
tion the statement from the Secretary of Defense will be printed as 
a part of the record. (See p. 48.) 

Senator Benron. I have some questions stimulated by Senator 
Capehart’s recent comments, 

If I understand you, Mr. Wilson, you would reject Senator Cape 
hart’s wee that the best proof on this law is the fact that it has 
worked, because your paragraph here, at the top of page 14, is 
what has happened. It is your estimate of what the future holds. 

You say the vast bulk of the increases is still ahead. 1 suppose “vast 
bulk” would mean what, 75 percent, 80, or 85 percent ? 

Mr. Wintson. In dollars, | think it would run again as much as i 
has now. 

Senator Benton. If you estimate $750 million, you do not think 
you are talking about more than another 750. 
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Mr. Witson. No: I do not. It would properly come under the 
Capehart amendment as it is being interpreted. 

Senator Benton. Is there any way to estimate how much of that 
you would have under the old law ? 

Mr. Wiison. We have not estimated. I do not know whether we 
could. We might take a look, but we have not estimated that. 

Senator Benron. There is a good deal of validity, I think, in Sena- 
tor Capehart’s theory as to, why you have so much more difficulty 
interpreting the new phrase than you had the old phrase, “fair and 
equitable.” If you could interpret either phrase in line with your 
own judgment, it seems to me his point is valid that there should not 
actually be any difference, that if you would have to allow the billion 
and a half under one law, you would have to allow the billion and a 
half under another law. 

Mr. Winson. Under the consideration of the case before the amend- 
ment, if they were ina very substantial profit position, we would have 
turned it down, but under the Capehart amendment, as we interpret 
it, we have no right. 

Senator Benron. | agree there are certain costs you do not have 
to allow. 

Senator Carrnarr. Under the Capehart amendment, we denied you 
the right to use profit as the entire \ ardstick. 

Mr. Witsonx. That is right. 

Senator Carenarr. On any individual seller. Now, that gets back 
purely to a philosophy as to whether or not you want to use profits to 
control prices, or whether you want to use equity to control prices. 

Senator Benton. | would re ject the statement jus t made by Senator 

Capehart, whether you would reject it or not I do not know. I agree 
with what you said earlier that you do not necessarily have to allow all 
costs ina fair and equitable price-control program. The two things 
are not necessarily identical, the allowing of all costs, and being fair 
and equitable. 

Am I properly interpreting your earlier statement ¢ 

Mr. Witsox. That is right, 

Senator Benron. Then your point would be of the $1.5 billion, there 
isan “NX” amount that would not have been allowed had it not been 
for the Capehart amendment. 

Mr. Witson. By the interpretation by OPS, I think that is correct. 

Senator Benvon. When are these applications, do you think, going 
to taper off, assuming we keep the Capehart amendment as part of 
the bill? 

Mr. Witsox. T do not know. I think they will go right on for 
months to come, 

Senator Benron. You think even next July, a year later— 

Mr. Winson. I do not know about that, but I think for the balance 
of this vear, we will be getting plenty of them. 

Senator Benron. People who revert back to costs prior to July of 
last year. 

Mr. Winsox. For a variety of reasons. Maybe they were willing 
up to now to absorb a certain part of those costs that they otherwise 
might have made claim for under the amendment, and they may be 
faced with some hitherto unanticipated additional costs, and now want 
to go back and get what they think they are entitled to under the 
Capehart amendment. 
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Senator Benron. This process could vo on indefinitely / 

Mr. Winson. For quite a while. 

Senator Benton. Mr. Chairman, with your permission [ have an 
interesting piece here on the International Silver Co. policy explain 
ing why they h: He not asked for increases under the Capehart amend 


ment. | think i bears on the discussion. I would like to insert this 
short ne wapaper story in the record, 
The Cuamman. Without objection, it may be inserted in the record. 


(The article referred to follows:) 


STEVENS ASSERTS INStLCO Prices To REMAIN Lo 
[Meriden (Conn.) Record, Noy. 27, 1951 
Despite drastic increases in production cost, the Titerhational Silver Co. a 
nounced here vesterday it will not take advantage of the Capehart amendment 


to apply to the Office of Price Stabilization for a price increase on its quality 
silver plate. 

“We would be justified in petitioning for an increase in price for our 1847 
Rogers Bros. and Holmes & Edwards Silverplate lines,” Maltby Stevens, presi 
dent, declared. “The price of copper, for example, haus increased 128 percent 


since 1945. For the same period, the price of zinc has risen 124 percent: nickel 
77 percent: silver bullion, 69 percent 
‘However, we believe the best interests of the silver-plate industry will be 


better served by keeping prices down rather than raising them 
“This policy of holding down prices actually has been practiced by us for 
many years and will continue to be our policy. At no time during the life of 
the OPA, though costs rose rapidly, did we apply for price relief on any line 
‘There has been only one slight increase in our quality silver-plate prices in 


all these years In 1945 a 52-piece set of 1847 Rogers Bros. sold in retail stores 
for 864.75. Today it is $74.50. Over this same period, the retail price of a simi 
lar Holmes & Edwards set was $68.50. Today it is 874.95, an increase of 9.4 pet 


cent, We know of no other product in the home-furnishing tield which has held 
the price line for so long and offers such an outstanding value in these days of 
hivh prices 


“We have great faith in the future of the quality silver-plate industry It is 
our firm opinion that bright prospects may be enhanced by keeping prices we 
within reach of the buying public We believe it would be a mistake to take 
advantage of the Capehart amendment to seek higher prices—even though we 
would be justified in doing so.” 

The International Silver Co. is the world’s largest maker of sterling and | 


silverware 


Senator Moopy. l would like to clear up a point whic 1, seems to be 
a source of some confusion here: Is it not true, Mr. Wi lson le that unde 
the previous law you had the right to determine whether a price was 
fair and equitable, whereas the only authority you have under this law 
is an aflirmative finding that a cost is excessive, and is not there a con 
siderable difference between those two / 

\Ir. WILSON. We think there is a very considerable differs nce. 

Senator Moopy. Precisely, and we have been discussing this thing, 
or some of us have, as if that is the only difference between the two 
phrases “fair and equitable” and “excessive,” and it is not at all. Tt is 
quite a different thing. 

Mr. Wilson, you have made two or three statements here which 
I think are quite strong, on repealing this particular provision of 
the law, and T am trying to adjust my thinking to find out how im- 
perative it is that it be repealed. You say this provision seriously 
hampers the fight against inflation, and on the next page of your 
statement, as Senator Benton read a moment ago, vou say “the vast 
bulk of the increase is still ahead.’ 


HOOT ye pt. 1 4 








44 DEFENSE PRODUCTION ACT AMENDMENTS OF 1952 


I would like, if possible, to get as good an estimate as you can give 
us of what the future impact of this military production is going to be. 
After all, that is the point of this thing, and it seems to me that is 
where the danger of the inflationary spiral i is going to come if it does 
come from now on. 

The law as we have had it—if it has licked this situation, perhaps 
we should extend the law, but if we are running into a situavion 
where the doubling of military production is going to take suflicient 

consumer goods out of the market to again raise prices, and costs, 
and get the wage picture out of line, we should repeal it. 1 would 
like to have your estimate. 

Mr. Wiuson. I do not believe it is. I believe we are already be- 
ginning to get the fruits, maybe the first fruits of the expansion of 
our productive base, particularly in the items I mentioned: Steel, 
copper, aluminum; and therefore, I do not think I could say that I 
foresee any further falling off in the production of civilian goods, 
which would be the worst thing we could have from the effect. on 
prices, so I believe we will be able to absorb this additional production 
of military goods, and continue at least on the current level of pro- 
duction of consumer goods. 

Senator Moopy. So your position really is that while this amend- 
ment has caused price increases, it may not cause price increases in 
the future to as great an extent: is that correct ¢ 

Mr. Witson. For the near future, I think it will cause price in- 
creases, in the near future, some months to come. I do not know how 
long it will take for industry to get them in. 

Senator Carrnarr. Will they be—— 

Senator Moopy. Senator, will you let me conclude this, please ¢ 

If you have an increase in the price of steel, what is the effect 
going to be on the increase on other goods through the economy 4 

Mr. Witson. You mean percentagewise! I do not know, Senator. 

Senator Moopy. What is the general effect on the economy, a serious 
thing ¢ 

Mr. Witson. It depends, obviously, on how much the increase in 
the price of steel is. I do not know how much it is going to be yet, 
but when I find that out, I can give you an idea whether it is going 
to affect the price of motor cars or a few hundred other things. 

Senator Moopy. What can Congress do? We are trying to keep 
prices from running away. If they are not going to run away the 

thing will adjust itself, but if they are going to spiral 

Mr. Winson. I do not think they are going to run away, but I 
think they are going to be upped a little bit. How much, I do not 
know, but I think they are going higher, or the demand is going (o 
be made for higher prices ina number of lines as a result of some of 
the applications that we know are either in or coming in. 

Senator Moopy. Under this amendment ? 

Mr. Winson. Under this amendment, that is correct, Senator. 

Senator Moopy. What is the situation relatively between various 
businesses, some of whom have already received price increases under 
this amendment, and others who may come in and say they are en- 
titled to the same thing? Ina sense is it too late to do anything about 
this? 

Mr. Wuson. We can shut it off. 
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Senator Moopy. You do still favor repealing the amendment ‘ 

Mr. Winson. Yes. 

Senator Carenarr. Mr. Wilson, was the increase allowed the auto- 
mobile manufacturers justified ¢ 

Mr. Wiison. I think they were partially justified by the fact that 
they had higher costs, Senator ; yes. 

Senator Carenarr. And these ares s that you think may come 
in now under the Capehart amendment, and m: ake application, if they 
can prove increase in costs prior to vale 26, are they justified in ask 
ing for an increase in price / 

Mr. Wirtson. Senator, I think there is a vast difference between the 
automotive people—just use the automotive industry as an illustra- 
tion of the type of request that we had, and some of the applica 


tions 
that we are going to get for 


increases In prices on other lines. In 
these other lines, they are coming in from industries that are working 
full blast at their normal business. In the case of the automotive 
people, remember we had cut their production roughly 50 percent, 
so their profits were way down. If you took profits into consider 
ation—— 

Senator Carenarr. Would you have allowed the automobile com- 
panies an increase in prices had there never been a Capehart 
amendment / 

Mr. Wiison. In the case of automobiles, some of them probably 
would have been entitled to it, because we would have taken into 
consideration their earning standard, and some would in pretty 
good shape, some would not. We probably would not have allowed 
those that were in good shape, profitwise. 

Senator Carenarr. If the Capehart amendment is repealed, the 
steel companies have not made : ap yphieati on vet, and if the steel wage 
earners are given an increase in wages, will you allow 
in steel prices / 

Mr. Wirison. This is if the Capehart amendment is repealed / 

Senator Caren rr. If we repeal the amendment today, so the steel 
cossennere even though they are entitled to an increase under the 

Capehart amen ge ‘nt. there is no longer a Capehart amendment so 
thev cannot do ~ and vou gave a 15-cent-an-hour increase to the steel 
workers, will you give the steel companies an 
of steel ¢ 

Mr. Witson. [have not crossed that bridge yet, Senator. 

Senator Carrnart. It has a direct bearing upon this whole sub- 
— It has a direct bearing because you were allowing, before the 

Capehart amendment was passed, you were gta. price increases 
under the fair and equitable formula. If it is repealed, then you 
will go right back under the old act which Deiat. you to allow them 
to increase their price under the fair and equitable formula. You 
will have to sit down then, or somebody will, and write a formula to 
do this, and you will have a lot of increases, there is no question about 
that, because I am satisfied that vou and the others over there are 
fair and equitable. 

Now, if we repeal the Capehart amendment, and the steel wage 
earners are given an increase in wages, will you then allow the steel 
companies an increase in selling price of their steel? 

Mr. Witson. If we take into consideration their profit position— 


an increase 


increase in the price 
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Senator Carenarr. You might allow it or disallow it. 

Mr. Witsonx. That is right. 

Senator Carenarr. So vou have got the same situation under the 
Capehart amendment. 

Now, I am not recommending it, | do not want anybody to say Iam 
recommending it. Would you recommend that we amend this act to 
say that from this date on nobody can increase prices in America, and 
nobody can increase wages in America, just freeze it right where it is/ 

Mr. Witson. At this stage of the game, no. 

Senator Carpenarr. You would not recommend it ‘ 

Mr. Winson. I wish we had done it. 

Senator Carpenartr. We should have done it on the day we went to 
war, but we did not. 

Mr. Winson. I think it would have saved a great deal of trouble, 
and inflation. 

Senator Carrnarr. If you do not do that, and repeal the Capehart 
amendment, then you and OPS will take on the entire responsibility 
of writing the formula. the entire responsibility of perntting some 
to Increase prices, and deny it to others: is that mght 

Mr. Wurson. That is right. Rightly or wrongly, it gives them 
more flexibility than they think they have. 

Senator Carenarr. And you think that is better than for the Con- 
gress to write the formula’ You would rather accept that responsi- 
bility, and have a rule and regulation that permits one to go this way 
and another that way, rather than to treat everybody alike as under 
the Capehart amendment / 

Mr. Wirtson. I do not think you can treat them all alike, conditions 
vary so. Just take the automotive people for a moment there, Sena- 
tor. We have taken away 50 percent of their normal business, their 
“ge ig way down. Now, let us take steel, or some other industry— 

does not make any difference—an industry that is on the upgrade, 
thei ‘ir normal business is going way up, their profit position, let us say, 
is very good. I think there is a difference there that you have got 
to give consideration to. That is why we need flexibility. 

cone. Carenarr. It all gets back to the philosophy of whether 
we are going to control profits, or control prices. 


— 


Mr. Wi ison. Well—— 

Senator Carenarr. There is a fine line there, vou agree. 

Mr. Wiison. I agree. 

Senator Carenartr. We have a method, you know, if they are mak- 
ing too much profit we take it away from them by renegotiation, and 
in taxes, so I think it gets back to that philosophy. My opinion is you 
and [think pretty much alike. 

Senator Moopy. Mr. Wilson, is not the difference that has been 
rgneareeip here that we have known about right along. under the 

Capehart amendment prices go up automatic ally, where as under your 
previous fair and equitable formula they go up only if it is equitable 
to put them up: is not that the ieemse® 

Mr. Winson. I think practically that is the difference. 

Senator Carenarr. Mr. Wilson, you are not saying under the Cape- 
hart amendment prices go up automatically. 

Mr. Wirson. I said “practically.” 

Senator Carenart. They cannot go in effect until you approve them, 
and you have the right to disapprove them if the vyare excessive. Any- 
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body that says they go up automatically just does not know the Cape 
hart amendment. 

Mr. Wirson. I thought he meant by ratit matically” if the cost 
went up before July 26, 1951, they were practically entitled to it. 

Senator Carenmarr. But they still must get vour approval 

Mr. Winsox. Oh, absolutely, sir. 


Senator Moopy. That is what I do mean, and I would like to a 
Vou, Mr. Wilson, if Vou cid hot fini sOliie sper fic ‘Ost Was e@ACesSIVe 
would you then, under the Capehart an nendn nent have the right te 
refuse a price increase, if you did not find some specific cost in itself 


was excessive would you then have a right to sav the price was 
eXcessive / ; . 
Winson. | think under the terms of the Capehart amendment. 

we would have to orant it. 

Senator Moopy. That is the point 1 was trying to make. 

Mr. Wi SON, The ap phic ation of the require ment already in the act 
that prices be fair and equitable, implemented further by an industry 
earnings Ganiaua such as is already being applied to protect over-all 
returns, with flexible adjustments to prevent hardship, is preferable 
to any rigid statutory formula which has inflationary possibilities. 

lhe present bill also repeals section +402 (kk), the sO eniled Herlone 


amendment, which requires that ents or revisions issued after 
July 31, 1951, must permit retailers and Telicahers to obtain their 
customary pre-Korean percentage margin over cost of 1 materials. The 


intention Was to protect those sellers on operat Ine expenses which rise 
when their materials costs rise. But those e ape nses do not necessarily 
rise at the same percentage rate as materials costs. The recent increase 
in excise taxes, under 402 (k). colpe Hed OPS to allow a percentage of 
the tax, which would in effect permit a profit to sellers for sullectinn | 
tax from the consumer. 

Under present conditions OPS would have to vl1ve many retailers 
and wholesalers a margin equal tothe pre Korean margin in order t 
meet the requirement of fair and equitable prices. Under the present 
law, however, any new ceiling must allow the entire pre-Korean mar 
gin, even though a lower ceiling would be fair and equitable. 

The last amendments which I want to discuss are those which 
restore credit controls to the position they were in before last vear’s 
changes. Those changes consisted of statutory limits on the size of 
down payments and maturities which the Federal Reserve Board and 
the Housing and Home Finance Agency could fix under the act, both 
as to consumer credit and housing construction credit. Consumer 
installment credit began rising as soon as this mandatory relaxation 


of reoulation W took effect. and by December 1951 had risen over S500 


million to the highest point on record, even agen than in December 


1950, when scare buying was in full swing. Liquid savings are ex 
tremely high, ana the nae ae consumers mav at anv time 
throw themsely es Into the installment market wal Is an inflationary 


threat which under the tte the Board is unable to meet adequately, 

In the field of housine. one of the largest single uses of credit. 
the same difficulty exists. The act now makes it difficult to balance 
the demand with the supply of housing which our building materials 
situation allows. In this field especially, with a decentralized build 
ing industry, we cannot rely on materials controls alone to keep intla 
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tion out of the market for materials and for financing as well. We 
need for indirect controls, more flexible ones than we now have. 

The powers in the Defense Production Act, on the whole, are effec- 
tive and satisfactory. With these flexible powers we have been able, 
for the most part, to devise measures which will suit the varying cir- 
cumstances of our intricate and complex economy. I urge the ap- 
proval of these amendments in order to remove those hard and fast 
rules which limit the flexibility of administration, and prevent us 
from doing as effective a job as we could do. 

As you consider the amendments, I want to make this final point. 
We have come a long way. Up to now we have fended off the terrible 
actuality of all-out war, and even, I feel, made it more remote than 
it was. But we have a long way to go, the threat of war has by no 
means ended. We must not turn back from the course we have chosen, 
in the highest and bravest choice in history. For this is the choice 
and the course which gives us our great chance, and our great hope, 
for peace and freedom in the world. We must continue and reinforce 
our determination to develop the military and economic strength to 
resist aggression and promote peace. 

The Cuairnman. Thank you, Mr. Wilson. 

The statement from Mr. Robert A. Lovett, Secretary of Defense, 
will be inserted in the record at this point. 

(The statement referred to follows:) 


STATEMENT OF Ropertr A. LOVETT, SECRETARY OF DEFENSE 


The Department of Defense once again would like to reaffirm its support of the 
Defense Production Act of 1950, as amended, and to ask the Congress that it be 
extended and amended in the manner proposed in S. 2645, the bill now before 
your committee. Appreciating the desires of the committee to expedite the 
progress of the hearing on this bill, T am furnishing this written statement of 
support rather than appearing to testify in person. 

The Defense Production Act of 1950 has been in effect for nearly 2 years. 
During that time it has served as the principal statutory framework upon 
which the Nation's mobilization effort has been based. It is indisputable that 
Without it the Nation in general, and the Department of Defense in particular, 
could not have achieved substantial progress in meeting the mobilization ob- 
jectives demanded by national security. 

Moreover, any build-up that might have been accomplished without the powers 
and controls provided by the Defense Production Act could have been done 
only at the cost of an extended dislocation of the economy, and by the creation 
of an inflationary wave so great that the fiber of our national economy might 
well have been greatly weakened during the very period when it had to be 
strengthened. 

Your committee is fully aware of how the authority of the Defense Produe- 
tion Act has been utilized to serve the Nation over the last 18 months. The 
allocation and priority powers have served to divert, from nonessential civilian 
consumption, the crucial materials and other materials that are needed to turn 
out the weapons of defense and to sustain essential civilian production 

The authority to guarantee loans, to make direct Government loans, and to 
engage in guaranteed purchase contracts have mean an expansion of our defense 
production facilities on the part of private enterprise that otherwise would 
have been out of the question. 

The creation, under the act, of a Small Defense Plants Administration has 
meant additional consideration being given to the problems of small business, 
and has augmented the efforts of the Department of Defense to insure that our 
defense build-up is not to be achieved at the cost of destroying the great num- 
ber of smaller American business enterprises, whose continuance is vital for 
the maintenance of a strong and free economy. 

Last but not least, the Defense Production Act has furnished the legislative 
and administrative tools with which we have fought inflation. Once the invasion 
of South Korea occurred and it was apparent that a tremendously stepped-up 
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defense program was needed, inflationary pressures began to assert themselves, 

Prices, wages, and rents move steadily upward. Fortunately, the pressures 
have been considerably reduced by intelligent use of the authority granted under 
the Defense Production Act. At times like these, when all are anxious to ferret 
out waste and to achieve greater economies of expenditures in the Government, 
it is well to note that the Defense Production Act made it possible to reduce these 
inflationary pressures, thereby saving large amounts of money in the Department 
of Defense. 

The job of mobilization is far from completed. We have made considerable 
progress, but there is a long way still to go. A brief summary of the progress 
we have been able to achieve in our military build-up under the present De 
tense Production Act may be helpful in measuring the goals still to be reached 

During 1951 we added 1 million men and women to our Armed Forces. At 
the end of June 1950, when hostiltties began in Korea, the military personnel 
for the Departinent of Defense totaled 1,.460,000. As of January 1, 1952, this 
force has been expanded so that we now have nearly 315 million men in service 

The Army, in June 1950. was comprised of about 590,000 men organized into 
10 divisions and 11 regimental combat teams, most of which were below peace 
time manning levels, and these were without supporting organizational units 
udequate for combat operations. During the following 18 months the Army 
has been expanded so that it comprised 1,575,000 men organized into 18 di 
visions and 18 regimental combat teams with collateral units to support them in 
combat operations 

The units located overseas are at full strength and those in this country 
at a somewhat reduced strength. The Army has also increased the number of 
personnel in training and provided for a full pipeline of personnel to support 
combat operations in Korea, including the rotation system. 

The Navy, in June 1950, was comprised of 380,000 men with 238 combatant 
vessels manned at peacetime levels. During the past 1S months the Navy has 
expanded to approximately 400 combatant vessels and 790,000 men with manning 
levels having been generally raised throughout the fleet; particularly important 
is the increase in air power as exemplified by the addition of 5 large carriers 
and the expansion of the large carrier groups from 9 to 14. Personnel in train 
ing has substantially increased during this period. 

The Marine Corps, in June 1950, comprised of 74.000 men organized in 
regimental combat teams and smaller units, during the 1S8-month period has 
expanded to a total of 219,000 men organized into 24% divisions, 24, Wings of 
combat aircraft, plus a substantial expansion in their training activities. 

The Air Force in June 1950 was comprised of about 411,000 men and 48 
Wings. During the 18-month period the Air Force has been expanded to nearly 
900,000 men and 90 wings in addition to substantial expansion having tak on 
place in Air Force training activities and supporting units. 

While the expansion in military personnel and organized combat units over 
the recent months has been very substantial, the expansion of production and 
production capabilities has been of even greater proportions. It has utilized a 
major portion of the total funds appropriated by the Congress. On June 30, 
1950, the Department of Defense was expending about $300 million per month 
for hard goods such as aircraft, ships, tanks, guns, and ammunition. At present 
expenditures for this type of material have expanded more than fivefold over 
the pre-Korean rate. These expenditures included substantial amounts for 
the establishment of a mobilization base which would permit rapid “all-out” 
mobilization should world conditions require it. 

To achieve this expansion of military forces and production, the Department 
of Defense expended, on its own account, $19.8 billion in the fiscal vear 1951; 
during the first 6 months of fiscal vear 1952, we expended $17.4 billion, and 
it is anticipated that by next June, when the present Defense Production Act 
is scheduled to expire unless extended, expenditures during fiscal vear 1952 
for the Department of Defense will be approximately $40 billion. These figures 
are exclusive of expenditures for the military portion of the foreign aid funds, 
Which are estimated at approximately $4 billion for this 2-vear period 

I think the record indicates that our progress in the expansion in personnel, 
production, and procurement has been tremendous However. the hour of 
greatest effort is now upon us. In many ways it may be an even more trying 
period than that through which we have just passed. Although the fiscal year 
1953 program is being scheduled so as to avoid peaks that would be followed by 
cut-backs in defense production activities, and which are so costly in terms of 
money and in terms «f industrial readiness for quick expansion in case of emer 
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gency, it still will be a year of great production and procurement. Amer 
ican industry is not working on outstanding orders for military procurement 
and construction of over S40 billion. The unobliguted funds now on hand, to 
vether with the funds budgeted for fiscal year 1953, would make a total of 
nearly S70 billion available for the new orders which must be placed during the 
next 17 months. Contracts and advance commitments are necessary in this 
volume in order to reach and maintain high levels of production that are re 
quired to equip the authorized forces, to build up minimum reserves, and to 
carry out our share of the Mutual Security Program. 

Moreover, these things must be done during a period when military demand 
represents a substantial percentage of our total material supply and of our 
total production capacity. Even though, as IL indicated previously, there have 
been changes in the military production schedules so as to avoid “peaking,” 
military requirements for basic materials such as steel, copper, and aluminum 
will remain high. For instance, in the next quarter the military and atomic 
energy programs will require over 25 percent of our steel supply, 40 percent 
of our copper supply, and SO percent of our aluminum supply. If we did not 
have the authority to allocate those metals, so basic to our industrial economy, 
military requirements could be satisfied only under conditions which would 
make for wild scrambling among the other users in the economy. In such a 
catch-as-catel-can arrangement, the result would be an unfair distribution of 
the remainder of the material supply, and with the closing down, for lack of 
naterials, of many stiall business enterprises. Obviously, continuance of the 
authority to allocate materials is necessary from the point of view of seeing to 
it that military requirements are realized, and at the same time insuring that 
the remainder of the economy is not tossed around severely 

The need for retaining existing authority in the Selds of production expan 
sion and control is clear. Equally clear, it seems to me, should be the realiz: 
tion that we must continue in effect, and even strengthen, the legal authority 
that we now have to curb inflation. Remember, in spite of the progress we 
made during 1951, it was still essentially a vear of making ready It was a 
time of designing and engineering, tooling-up, testing, and of getting ready 
the production lines to turn out their products. Over the next yvear or so, 
the maximum production impact of our defense effort will occur, and the long 
lead-time items, the heavy stuff, will begin to roll off the production lines 
More goods and services will be diverted from the nonessential civilian economy 
Purchasing power will be up, goods available will be down. When this impact 
is felt on our economy, its inflationary effect must be contained or much of 
the industrial strength of that we have built up will have been dissipated 
by the increased costs which will result, and the dislocations of price, wage, 
and profit which will ensue. The bill now before your committee will preserve 
and strengthen the statutory weapons with which we can help to make sure 
that our policy of containing inflation is effective. 

The Department of Defense, as the lurgest single purchaser in our economy, 
has a vital stake in the sufficiency of our stabilization efforts to meet the chal 
lenge that will be presented in the near future by our accelerated production 
and procurement programs. Not only would mounting inflation have a dele 
terious effect on our military budget in reducing the end items obtainable per 
dollar, but it also would make very difficult the necessary planning of produ 
tion and procurement that must be done if the national security is to be intelli- 
gently safeguarded. As General Marshall reminded us in his appearance 
before your committee last vear, “The loss of guns, tanks, and planes to a 
creeping inflation is just as damaging to national security as if they had been 
destroyed in battle or captured by a more visible and concrete enemy. In eithe 
ease, it is the Nation that suffers.” His observation is equally applicable 
now. 

The bill before your committee provides a means of fighting in@ation and 
its effects on the national economy in general, and the military programs in 
particular. While the bill essentially asks for an extension of the act and 
does not request any new broad statutory authority, if does call for the repeal 
of several sections of the stabilization part of the present statute, whose con 
tinued presence hinders rather than makes easier the task of stabilization con- 
trol. The disadvantage of those particular amendments undoubtedly will be 
explained in detail by the Government officials who have the responsibility for 
enforcing them, and who are more competent than I to point out their ina 
tionary tendencies. However, the Department of Defense supports this bill, 
including those provisions of it which call for the repeal of some of the original 
sections of the Defense Production Act, as amended 
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I know that the temptations to remove administrative controls which we have 
imposed upon ourselves over the last TS months are often superticially attractive, 
and not easy to resist It is not easy to carry out a partial mobilization which 
would permit the build-up of the military strength necessary to national security 


and at the suine time maintain a strong civilian economy It is novel and it is 
difficult It hus never before been attempted in this country 1 like to refer to 
tas “running with the throttle half open.” It takes patient and intelligent 


compromising which the middle way always demands, and which is never eas) 
to nchieve 


The building of a military organization capable of deterring aggression without 


destroying our economy is an extremely complicated problem However, we 
have come a long way in our attempts to do just that. We could not have done 
so Without the powers provided by the Defense Production Act. We still have 


a long way to go. Now is not the time to cast aside the statutory instrumen 
talities Which made it all possible 

The Cuairman. The committee will stand in recess until 2:30 p.m. 
in room F—-39 in the Capitol. 

(Whereupon, af +245 p- Mi., the hearme Was recessed, TO reconvelt 
at 2:30 p. Mr. at the above-mentioned place. ) 


AFTERNOON SESSION 


Che Ciaran. Twill ask that the meeting come to order. 

I might say several of the Senators are participating in the debate 
eOnEe on on the floor. We will send them a message that we have 
started. 

Mr. Fleischmann, we are glad to have you here. 


STATEMENT OF MANLY FLEISCHMANN, ADMINISTRATOR, DEFENSE 
PRODUCTION ADMINISTRATION 


t { 


report of the meeting which the staf! of the Joint Committee on 
Defense Production had with officials of your agency. 
(The report referred to follows:) 


The CHamman. We would like to make a part of the record 


MEMORANDUM 


As a result of an inquiry, Mr. Ralph S. Trigg, DPA Deputy Administrator for 
Program and Requirements, arranged a meeting on February 29 at which time 
the following facts were developed. Other DPA and NPA officials present were 

harles E. Offut, Assistant to Deputy Administrator; George Steiner, Director 
of Requirements Committee Staff; Ralph Anderson, Assistant Deputy Admin 
strator; William N. Lawrence, Director of Military and Atomic Energy Division; 
Paul Cohen, Assistant to the Administrator, NPA; and J. A. Keefer, legislative 
liaison, NPA. 

1. Soft spots are being evidenced in certain materials, particularly sheets in 

three controlled materials, 

2. In general terms no open space of any magnitude exists on mill schedules 
for first quarter delivery for all controlled materials. Space is open for steel 
sheet, perhaps as much as 150,000 tons 
3. In the second quarter mill space for the month of April. the 1 month for 
Which lead time has expired, no open space of any magnitude (except steel sheet 
is known to be open. Space for May and June, however, is open 

t. The Department of Defense has recently returned to DPA reserves some 
allotments of controlled materials for both the first and second quarters of 1952 
The copper return for the second quarter amounts to less than 1.5 percent of 
the total copper supply. The aluminum return amounts to about 3 percent of 
the supply of that material. Returns of other materials are much smaller in 
relation to the supply. This return has made some contribution to the appar 
ent reduction of carry-over from the first to the second quarter as compared 
to the carry-over from the fourth to the first quarter. 
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(a) DPA and NPA are now reviewing mill beoks to determine tonnage cur- 
rently open for specific shapes and forms. 
(b) It is known that the degree of ease varies considerably from shape to 
shape, even with the same controlled material. For example: 
Steel products 


Heavy structural much tighter than standard shapes. 
Heavy plates much tighter than narrow-width plates. 
Carbon steel bars still snug. 
Nickel stainless steel still tight. 
Alloy steel flat-rolled products easier than other shapes. 
Copper products 
Brass mill condenser tubing and bus bars backlog greater than alloyed 
sheets. 
Wire mill backlog of reasonable proportions and schedules are snug. 
foundry products relatively easy. 
\luminum 
Primary ingot, hard alloy extrusions, and other shapes tighter than sheets. 
>. Substantial quantity of the total CMP tickets issued by DPA still were 
in Claimant agencies hands on February 1: (a) 10 percent of all first-quarter 
tickets; (b) 3514 percent of all second-quarter tickets. When these tickets hit 
the mills, much of the apparent-ease of today may disappear. 
6. Future picture is further complicated by the fact that claimant agencies 
third-quarter requirements submitted to DPA last week are in excess of the 
supply as follows: 





Percent 
Carbon steel eS et oe ae i a a Se aed 136 
Structural steel dk a Sel 
Piate steel os ; ae ce a Re te ee eee 150 
Copper - Mi a laa net a i Ee 
a edi el a gee So 


7. DPA analysis indicates that while the present softening should be watched 
carefully, it is too early to determine whether conditions may be largely tempo- 
rarily due to certain adjustments taking place. These are summurized below. 

Ss. CMP is finally working—tickets can be validated for the quarter issued. 

9. Finding that tickets will be validated, holders are not rushing to place orders 
on mills as previously. This is particularly true for premium-price mills and 
for advance allotments for subsequent quarters. 

10. The psychology generated by mill officials sending out salesmen soliciting 
orders for subsequent open spots is believed to have slowed down the normal 
rush to place orders. 

11. DPA may have established too low an advance allotment authority with 
the result that mill officials are overly concerned about their future open 
capacity. 

12. There have been definite economic changes. The expected inflationary 
pressures for consumer goods have not developed. This has tended to slow down 
manufacturers in procurement of materials for which tickets are issued. 

13. With 50 percent of copper and aluminum being diverted to defense many 
manufacturers needing all three materials for production have not been able 
to use all the steel tickets allotted. 

14. The attrition factor used for the second-quarter allotments may have been 
too low. 

15. As the highly essential industrial and aluminum plant expansions near 
completion, more structural steel is becoming available for less urgent industrial 
expansions, public buildings, and institutional projects. 

16. The copper shortage is primarily a matter of scrap and refined copper, 
Scrap is easing somewhat but refined copper is very tight. There is no short- 
uge in copper-finishing facilities. 

17. Aluminum mills are currently fairly balanced in the first quarter with 
open spaces in the second quarter, Cashing of all authorized tickets may change 
this picture materially. 

Is. The military “take” on both aluminum and copper is expected to hit 
their peaks later this vear. Increased production of aluminum will help to 
offset this but not in the case of copper. 
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10. DPA officials are in favor of relaxing controls whenever the facts indicate 
that such action can be taken without dislocation, hardship to small companies 
or inflationary tendencies. Pending a better balance in aluminum and copper, 
DPA—-NPA officials strongly feel that it would not be wise to consider decontrol 


of these two materials in the immediate future. In the case of steel, DPA is 
already planning to issue supplemental tickets to take up the open spots 
mill schedules NPA is also studying any inaldistribution 1 t might resu 
between large and small companies 

2). Meanwhile, DPA lras either started or is considering the following typ 
of actions to take care of any soft spots now or in the immediate futuse 

\. Each steel mill has been instructed to advise immediate vhether it has 
any open capacity and, if not, when such is expected 

B. Automakers are to advise today how much more steel, copper, and aluminum 


s needed to build 100,000 more Cars in the second quartet! 
C. Industries will be invited to make application for supplementary allot 


ments In distributing additional tickets, special Considerations will be made 
to those originally cut back the greatest and can use material in easy | 
I>. Authorize the extension of higher advance allotiients rm «the ills fon 


future quarters to take up open capacity. 


Mr. FreiscuomMann. That document which you have. which was 
prepared, I think, by your staff, is a summary of some reviews which 
we have been havine of the current metals situation, and while I have 
not seen your staff Summary of it. I have a document which is a trans- 
cript of remarks which Mr. Fowler and Mr. Steiner, who is with 
me, and I made to our large staff meeting on the current metals situa 
tion which I think vour staff heard about and thought would be use- 
ful asa background to this hearing, 

The CHairnmMan. I understand since then there has been some turned 
back from the Defense Department. 

Mr. FieiscuMann. | thought I would file these documents. I will 
not take the committee's time by reading them, but I will very briefly 
summarize the metals situation as it is today, if that is agreeable. 

The Cnamrman. Without objection, the documents will be filed as a 
part of the record. 

(The documents referred to follow :) 


STATEMENT OF MANLY FLEISCHMANN, DEFENSE PRODUCTION ADMINISTRATOR, 
BEFORE THE SENATE BANKING AND CURRENCY COMMITTEE, MARCH 4, 1952 


Mr. Chairman and members of the committee, in appearing before this com- 
mittee in support of the extension of the Defense Production Act [I have the 
feeling that there is little which I can say that is not already known to you 
You have kept so well informed of developments in the mobilization effort that 
the importance of this basic legislation to every aspect of the production pro 
cram is as well known to you as it is to me. However, let me review the facts 
briefly, if only for the record. 

So long as military demand requires the diversion from civilian use of any 
substantial percentage of total supply, the Government must take responsibility 
for materials and facilities control. There are three reasons for this: 

(1) There must be assurance that military needs are met. This is a relatively 
simple problem, once the program is determined, since military orders are readily 
identified for preferential treatment. 

(2) There must be assurance that defense supporting and essential civi 
needs are met. This is a complex problem involving the maintenance and e: 
pansion of the industrial machine, the materials sources, the agricultural bass 
and the transportation and communication services that comprise the producti 
economy, 

(3) There must be a fair division of the remaining supply amo 
needs. This is a most difficult problem and there is no way for the Governnu 
to avoid responsibility for it. 

It is obvious that military demand currently represents and will for several 
years represent a substantial percentage of our total materials supply and of 
our total productive capacity. Since I appeared before you on January 9 changes 
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in military production schedules have altered the picture somewhat. lmmediate 
demand has been slightly reduced and the time period correspondingly length- 
ened. Making full allowance, however, for the current changes, it remains 
clear that the military and atomic energy programs will in the next quarter 
require over 20 percent of our total steel supply, about 40 percent of our copper 
supply and over 50 percent of our aluminum supply. 

As you know, the materials steel, copper, and aluminum are not chosen as a 
test of the size of the program because military requirements are particularly 
heavy in those materials. On the contrary, military requirements for many 
other materials used throughout the economy, such as nickel, represent a much 
higher percentage of total supply. Steel, copper, and aluminum make a good 
test of the size of the program for the same reason they are chosen as the ele 
ments of the controlled materials plan—-because they are basic to almost all 
industrial activity 

The accomplishment of our defense goals will require the devotion of a share 
of materials approximating the current magnitude, percentagewise, for at least 
the next 18 months. It is therefore apparent now that the Government cannot 
be shed of responsibility for apportioning the supply of materials and directing 
the use of facilities at an early date. This is not to say, and I wish specifically 
to deny, that every material now under allocation or other Close control must of 
necessity remain so for years. It will continue to be the policy of the Defense 
Production Administration to relax controls wherever and whenever supply and 
demand come into balance. Further, it is my own feeling that even an imbal- 
ance in supply and demand does not justify Government control under the De- 
fense Production Act unless that imbalance results from the impact of defense 
requirements. But while the diversion of materials for military needs will not 
exert uniform pressure on the civilian economy and there will be areas of easy 
supply of certain materials from time to time, increasing in size and number 
as the program settles into its stride, there will continue to be serious shortages 
of basic materials and facilities for at least 2 vears. 

With respect to what I have called the first reason for Government control 
the assurance of military supply—I think we are justified in saying that no essen- 
tial militarry program has suffered for lack of priorities and allocations assist- 
ance . National defense is our job and we have followed the uniform policy of 
subordinating other considerations. The problems in this area have arisen from 
the necessity of choosing between essential defense objectives when supply has 
been inadequate to meet them all at once. These difficult decisions have not been 
made arbitrarily and have consisted largely of adjustments and rephasing after 
joint review and discussion at policy making levels. 

I have said that the problem of meeting defense-supporting and essential civilian 
needs is complex. That is no exaggeration. There may still be a few innocent 
persons who think of the economy in terms of military and civilian watertight 
compartments. In such a concept the build-up of military strength is accom- 
plished by reducing civilian consumption. There may have been a time in history 
when such an idea was reasonably accurate. Today it is ridiculous. 

A substantial part of what in normal times is civilian consumption becomes 
defense-supporting consumption in time of war or military build-up. It varies, 
not inversely, but directly with consumption for military production. Particu- 
larly is this true when, as now, increased military production is to be accom- 
panied by a substantial increase in the capacity for such production. Thus in 
the second quarter of this year the consumption of steel in the electric power 
industry and in the petroleum and gas industry will be greater than it was in 
a corresponding period shortly before Korea. Consumption of steel for the pro- 
duction of machinery and equipment will be at twice the rate sustained before 
Korea. Substantially higher consumption will take place in the production of 
transportation equipment, general components, and containers. And at the same 
time what we normally think of as defense consumption goes on at a rate ap- 
proximately eight times the pre-Korea rate. Consumer goods are, of course, 
cut back, but even there considerations of health and welfare have defense sig- 
nificance that must not be overlooked. Certainly it can be said that statutory 
authority for materials controls is needed far more to assure affirmatively the 
provision of essential goods and services than merely to limit or prohibit unnee- 
essary or wasteful or frivolous uses of materials 

Government assistance in the form of loans and loan guaranties, procurement 
contracts, accelerated tax amortization, and advance payments has made pos 
sible a very substantial increase in the national capacity for the production of 
materials and products. Expansion already effected together with that now 
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under construction will comprise the greater part of the “broadened industrial 
base” that is one of the major goals of the present effort lhere remain some 
increases in basie materials which have been programed but not accomplished, 
such as in the fields of chemicals, non-ferrous-metals mining, and iron-ore redu 


tion Thereafter there will be a number of additional weapor and other en 
products expansions and possibly some newly programed materials expansior 

It is my own impression that some two-thirds of the needed expansion has no 
been initiated There remains, of course, a lot of work >t done before a 
of that new production will make its contribution to the moms Some par 


of it has, however, Come Lp 


Problem number three—the equitable division of materials and se ces amon 
less essentinl uses is the unavoidable consequence ol n\ | tin 
progran The Defense Production Act directs s to tisnke ) able. so far 
iis practicable, for business and various segments thereof in ‘ 1] ehay 
of distribution of such material, a fair share of the available ¢1 uh suppl 
We are doing our humble best to carry that burdet The committee is aware 


of the peculiar difficulties of this part of the job and of its importance not onl) 
to those persons whose wages and businesses are directly alfected, but also to 
the economy as a whole It is a task for which the Government must accep 
ity and it will not end until defense demands no longer distort the 
supply of materials for normal uses 


respol sibi 


Those in brief are my reasons for requesting the extension of the Defense 


Production Act. For the parts of the total program to which IT have referres 
titles I, Il, IIT, and VII of the act are essential. They are also, in my opinion, 
adequate—with the exception, of course, of the termination dates in title VII 


and the borrowing authority in section 304 Those should be extended and 
increased us provided in S, 2645 and H. R. 6546 


DPA-NPA Division Dikecrors’ SrarFr MEETING, GAO CAFETERIA, FEBRUARY 27 
1952, WASHINGTON, D. C 
Presiding: Manly Fleis¢hmann, Administrator, DPA, and Henry H. Fowl 
Administrator, NPA 
Mr. FLEISCHMANN. Gentlemen, we thought we would have a review similar te 
the one we had about a month ago on the general metals picture as it now 


appears to us When I finish, and Mr. Fowler has added anything he wants 
Mr. Steiner is going to give you a more specific review of the situation in met 


i 


In the first place, L want to remind everybody here that the over-all metals 
picture does not change as rapidly as you might gather if all of your inf 
tion came from the public press It was only about 40 to GO days ago that ou 


agency Was under continual fire because we had overallotted the supply 
copper, and aluminum, and the crying complaint at that time was th: 


I I { t was 
impossible to get tickets cashed; that a CMP allotment was (to use a famiilar 
phrase) only a hunting license. It was agreed that we should have substantially 
cut down the overallotment, and we did reduce it for the second quartet! Now 


in the space of a comparatively few weeks, it is asserted generally that we have 
underallotted, that not enough tickets ure out The mills are supposed to be 
Closing down, and that familiar phenomenon so often heard but seldom seen of 
the metals pouring out of the producers’ ears is constantly referred to as being 
just around the corner, 

Now, IT suggest to you, as sophisticated people, in a complex operation of this 
kind that neither charge is wholly justified There never will come a time when 
an operation as complicated as this works with mathematical accuracy and you 
allot just exactly down to the last pound of what is available. It wouldn't be 
wise if you did know exactly how much was available to allot only 
because the factor of attrition that we are familiar with from 


that anyhow 


World War II 


is always present and can't be escaped. In addition to that you have geographic 
factors Those factors are always present No system of Government contro 
can possibly get around and obviate them. I think it is a good thing that we «: 
because if we ever got that efficient there might be some fee ¥e that we ough 
to continue in operation indefinitely, and I think that would surely be an unhapy 
thing for us as individuals and almost equally unhappy for the economy and th 
Nation 

l think if we ent continue to do as we have in the past m SO- or S35 percent ) 
that thout all we can expect. 

Now = has always happened, the pendulum in public estimation of a job of 

nal nye from one extreme to the othe Lhe ‘ eople whe ve 
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complaining about the bureaucratic bungling in the issuance of too many tickets, 
Which had resulted in this inability to place tickets promptly, now are saying that 
because there is a very noticeable, though very recent, softening in forward mill 
schedules, the time has come to drop all the controls or at least get rid of them, 
let us say, in the steel field. I don’t think anyone is more anxious than I am to 
see the whole control operation wind up as speedily as can be done, but I think 
we would all be derelict in our duty if we took a single swallow for the whole 
summer. 

Now, there are several factors, as I see it, entering into what I like to think 
of as the metals equation in which we have to operate today. First, and most 
important in my own judgment, is the fact that the controlled-materials plan as 
of now is beginning to work pretty well. The issuance of a CMP allotment today 
meuns, in the vast majority of cases, what the holder of the allotment can in 
fact get his metal— substantially all of it—in the quarter for which the ticket 
is issued. Now that is a good thing, not a bad thing, that is the way the CMP is 
supposed to work and it is a tribute to the people who have worked through this 
thing for many months that the system is now operating with about the same 
measure of success that it ever operated, in my own judgment, in World War II. 
What happens as a result of that is obvious to anybody who thinks about it. As 
long as there is any doubt as to whether a ticket can be cashed when it is pre- 
sented, the impulses of everyone who holds an allotment is to dash out to the 
nearest mill, get the earliest possible delivery of all the material, because he is 
not certain whether it would be good when presented. As soon as the system 
starts operating reasonably well and he has some assurance that the ticket is 
good at any time during the quarter, he naturally slows up his rate of purchase 
and instead of rushing to get it placed for the earliest possible delivery, he is in 
clined to wait a little bit to see whether he is going to need all of that material 
which has actually been issued to him. 

That is complicated by the second faetor, and that second tactor is general 
definable economic change, which has certainly become apparent, T think, to 
ulmost everyone during the past month or so. It has upset all of the economists, 
all of the experts that I know of, not only in the Government but in private busi- 
ness, It was thought that as defense expenditures stepped up as they are con- 
tinuously stepping up that would inevitably create a snowballing inflationary 
effect on the economy which would lead the citizen to draw his savings out of 
the sock and run down and get the television set. The American public, how- 
ever, I think has shown a considerable amount of good sense by not going out 
and buying every item they could find regardless of price. Instead of doing that 
they continue to put the money in the bank and the inflationary pressures of 
that kind simply haven't developed to the extent that everybody predicted. 

Now, if you were a manufacturer and you had goods which weren't moving 
very fast and you saw no immediate prospect, unless you had unlimited resources 
(and perhaps even then), you would cut down the rate of your material pro 
curement and buy what you had to buy late rather than early. As I say, no 
body that I have ever heard of has been able to give any very good explanation 
of this phenomenon, but it is impossible to deny it. Civilian goods in particular, 
and to some extent industrial goods, are simply not moving as faust as there was 
reason to believe they would move, and as a result raw material procurement is 
slowing down a little bit. 

One other factor in our own thinking that I think we should keep very much 
in mind is this one: 101 percent of demand against 100-percent supply is a critical 
shortage to the man who is in the 101-percent class. He can’t get his demand 
taken care of, whereas a 98-percent demand against 100-percent supply is an acute 
surplus with the poor mill owner who can't get his 2-percent order filled up. 
And a swing, even ot a very modest proportion, of a few percent from a seller's 
market to a buyer's market produces acute pains and shrieks from the person 
who is affected thereby. We must be careful in our own thinking not to mistake 
either the cries that how come from a few people who are not able to have a maxi- 
mum output, for example, of premium-price steel today. We mustn't mistake 
that for the voice of the vast majority any more than a few weeks ago we should 
assume that because many people protested that they couldn't place tickets that 
that was the prevalent situation. Examination proves that it was not. 

In my judgment it is far too early to generalize on exactly what the situation 
is. One other factor of importance is this: The object of any mobilization effort 
is to produce a maximum output of the things we need at the time we need them- 
guns, tanks, the industrial expansion program, and the other things that enter 
into the picture. We would like to do that, obviously, by having always a maxi- 
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mum prodaction of every item of metal that the Nation produces and using our 
metal production to the very fullest extent possible, but that is a secondary ob 
jective. The principal objective is to get the end products delivered on time 
In order to accomplish that we have diverted, as you know, 50 percent of the 
copper and 50 percent of the aluminum into the production of munitions. It 
doesn’t ordinarily go there. It is going there today That imposes a limitation 
a very definite one, on the production of civilian goods which use all three 
metals, and I need only remind you that the bigeest user of sheet metal in Civilian 
production is the automobile industry. When they cannot get all of the copper 
and nickel that they need for a top production, they can’t produce at the top rate 
regardless of market conditions, which are also active, they can’t produce the 
top crop of automobiles. 

When that happens it is almost inescapable that there should be some failure 
to use up the maximum output of steel which they could use if they had the cop 
per and aluminum to go with it 

Now, [ insist, and I think everyone in the room will agree, that it is indis 
pensable that we continue funneling that Copper and aluminum to ammunition 
and aircraft, but as long as we do that we run the risk of there being times when 
there isn’t a maximum take of sheet steel 

What has happened, and the steel people here will correct me if IT am wrong, 
what has happened is that that somewhat lessoned demand over-all for steel has 
been felt first, as you would expect, by the premium-price people in the steel! 
field—the people who can’t sell at regular mill prices— and as a result, as you 
know, there is some ingot available, high price ingot. There 
that could be made available in the higher-price field. It has spread to some 
extent but only up to now a limited extent into the regular mill schedules. 

There is a great deal of talk in the newspapers, and some talk in the agency, 
about decontrol. Let me say first that I see not prospect of any kind for de 
control of either copper or aluminum in the near future. As long as you have 
40 or 5O percent of any metal required for military purposes, you know two 
things as corollaries. The iirst one is there is no way to guarantee the military 
getting that higher percentage of any metal short of a controlled-materials plan 
A priority system never worked for that purpose in World War IL and until that 
demand is reduced somewhat, a priority system would be hopelessly inadequate 
for that purpose. 

The take of aluminum continues very high. In fact, it reaches its peak late 
this vear and early next vear. At the same time we 


is solne sheet stee 


do have a greatly increased 
production coming in and at some point, maybe next year, we can hope to think 
about decontrol, but if is hopelessly premature at the present time. So 
copper, where the military demand is very high all this year 
the factor of greatly increased supply. 

The second reason why you can’t consider decontrol of those two items is the 
familiar one that, when you take off 50 percent for the military and leave only 
50 percent for those segments of industry which in normal times use the whole 
lot, you would have a most hopeless maldistribution unless Government acted as 
umpire. Until that supply-demand situation came more into balance, you would 
have what you had in World War II, some construction projects getting done 
some of them getting halted midway ; some large business doing very well; some 
sinall businesses getting no metal at all. That is an intolerable situation and 
one that up to now we have almost entirely avoided. 

We just came from a press meeting where we unveiled the employment statis- 
tics in the metalworking trades for the first quarter, and they were remarkably 
encouraging. They showed that over-all employment in the metalworking trades 
has not been adversely affected. In fact, it is better in the first quarter than it 
was in the second quarter, and that, to my way of thinking, is the most conclu 
sive proof that, by and large (and with many, many individual exceptions), the 
job of meshing im and gearing declining civilian use of metals to increasing mili 
tury use has been accomplished reasonably well because the total number of 
people employed in the metalworking industries is higher now than at the end of 
last year. A very large proportion of it is due to the ingenuity of American indus 
try in arranging substitutions, conservation methods, and the mutual job has pro 
duced very satisfactory results. You will never get away, 


too in 


. and we don't have 


ve as 1 look at it, from 
teluporary, localized unemployment in places like Detroit. Even there the sit 
uation is better than it was in December and compares about to what it was in 
last October. 


With respect to the situation in steel, the factors are, of course, considerably 


different. The military take in steel, except in certain very specialized items, 
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is substantially less percentagewise. It is nothing like it is in copper and 
aluminum, and for that reason we should be able at an earlier date to consider 
general decontrol in steel than we ever will in copper and aluminum. In spe 
cialized forms like heavy plate the situation resembles copper and aluminum, but 
ucross the board the supply situation is improving all the time, and since the 
percentatge of military use is less it is not unthinkable that later this year, 
toward the end of the year, we can have major decontrol moves in steel. It is 
certainly too early, in my judgment, to consider it now. We yet have no show 
ing that there is going to be any blank space in the regular-priced mills. We 
think it better, to use another term that I have heard the steel people use, to 
test the market. We want to keep very much up with that situation because we 
do not want anyone who needs steel to do without it. We have recently author- 
ized the issuance of additional allotments, and we intend as far as we can to 
keep up with that situation. 

The total requirements submitted for carbon steel, by the Requirements Com 
mittee in the second quarter, as Mr. Steiner will bring out, whether realistic or 
not, still far exceeds the supply. Now, that is the metals picture as I see it. 

We are going through a difficult time, quite the opposite in many ways from 
the difficult time we were in a couple of months ago, and once again rumors and 
alarms fill the air. I am continually amazed and informed to read in the daily 
press of revelations made by one or another high NPA or DPA official, each 
one of whom has his private crystal ball, much less cloudy than my own, and 
I am trying to tell you my own judgments on the situation which I think are 
shared by most of the people who will have to make the basic decisions ; namely, 
that we should proceed with caution in this whole field of decontrol. These 
economic factors may or may not be permanent; that could change again over 
night. Meanwhile, there are no major decontrol actions in prospect. There are 
several minor ones that we worked out with the Steel Division, such things as 
attempting to make better use of the conversion steel which today to some extent 
is going begging. We are doing it as.,rapidly as we think is safe, but there are no 
major moves of that kind in prospect, and I have tried to tell you the reasons why. 

I should like to suggest that when you are asked to uncover the crystal ball 
and make prophecies vou make it a practice to the fullest extent that you can 
of asking Mr. Moss or his associates to join with you in discussing the matter 
so that we can have as much consistency as you may feel desirable. I certains 
do in the supposed attitude and policy of our agency. That is just common sense 
There is no intention for 1 minute to impose a gag rule on any member of either 
DPA or NPA, If nothing else, the stories that are coming out add to the gaiety 
of nations, although I think they are a little hard on the business community. 
I would suggest that we use the facilities that we have to coordinate the misin- 
formation that we give out. 

Now, I don’t know as IT have any other special subjects that T want to comment 
on. I am pleased, of course, that in my judgment the CMP is now working 
reasonably well. 

I think I will mention the situation in structural steel. I have called it to 
your attention before, but we are having a phenomenon there that is very helpful 
to managing the balance of this operation successfully. The over-all demand for 
structural steel, and particularly the heavier shapes, continues to be consider 
ably in excess of the supply, but that part of the demand which represents the 
most important industrial expansion demand—the aluminum expansion, the 
steel expansion, the power expansion—is declining as that expansion program 
nears completion. That part of the demand is gradually being replaced by less 
urgent industrial expansion, less urgent only in the sense that we feel it had to 
be deferred behind the metals expansion. At the same time we are being able to 
take care of more of what I eall public service institutional demand for steel. 
We feel again the way to handle that is to put out as many fires as we can by 
issuing extra tickets as we have just done for structural steel. We have taken 
two major steps. 

First, we have made a budget of structural steel for things like jails, fire 
houses, and, if you don’t mind my mixing up the matter, your churches, all of 
which are not only good in themselves but have a great deal of pressure and 
legitimate pressure behind them. 

Secondly, we have recently authorized allotments for every project that is 
midway in construction, even commercial projects, because they represent ; 
total economic waste as long as they stand unfinished. This temporary easing, 
or perhaps permanent easing, of the supply situation permits us to make a 
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rational job of what by its very nature was fragmentary and necessarily irra- 
tional in spots in the earlier days when there just wasn’t steel to go around. 

In my opinion, that kind of corrective action will be the course that we should 
follow in the next couple of months while we are trying to reach a more reasoned 
and considered judgment as to the possibilities of decontrol action on a broader 
basis later this year. 

Joe, do you want to add anything? 

Mr. Fow er. I only want to underline what Manly said about the information 
policy. There have been several times in recent weeks when incomplete and 
therefore inaccurate and misleading information covering major policy decisions 
and important agency actions has come out. They have been presented as final 
to the public before the final decision and action has been completed. 

The information policy, as Mr. Fleischmann has indicated, requires that full 
and accurate information, whether in the form of press releases, interviews, 
speeches, radio announcements, or other media be made available on all agency 
policy and actions. We operate on the goldfish-bow! policy. There is no inten- 
tion to change that; but, in order to make it orderly and to carry it out in a 
manner that insures the widest possible knowledge simultaneously through the 
country, it is important that the Office of Public Information, which is respon- 
sible, be consulted and be allowed to participate in the release of informational 
material. 

Now, the Office of Public Information has not only a job to do here in con 
nection with the organs and representatives of the various press services here 
in Washington: it also must coordinate the use of thase facilities with the 91 
field offices through which we like to release information particularly where it is 
of local interest. In order to keep the public accurately and fully informed, all 
officials of the agency are expected to consult with the Office of Public Informa- 
tion personnel assigned to their respective units on all matters in connection 
with preparing, scheduling, and releasing of full and complete information on 
their activities. 

A memorandum which is only repetitive of a previous memorandum in this 
vein will go out again, and I think it is particularly important that we all alert 
ourselves at this particular time when there are alarms and excursions and di- 
versions to this practice of consulting the Office of Public Information. 

That is all I have to add. 

Mr. SrTetner. I think that what I have to say may be rather anticlimatic after 
Mr. Fleischmann’s superb summary. Maybe I can add a few details that might 
be helpful. 

I have been asked to discuss with you the supply-requirements situation. Just 
3 weeks ago I appeared before you to discuss the same subject and painted a 
rather gloomy picture. In this short time the situation is such that apparent 
easing of supply at the mill level is giving rise to a general psychology of decon- 
trol. After looking at third quarter claimant agency requirements, I must con- 
fess | am a little. bit surprised at talk of a general and substantial easing. 

Can the situation change so suddenly and dramatically? I think the situation 
for a variety of reasons deserves a good bit of very careful consideration, I 
would like to treat the matter as I see it first in general terms and then to discuss 
with you each of the controlled materials and to tell you a few things that are 
going on with respect to them. 


THE SUPPLY SITUATION IN GENERAL 


I know of no important open space at the mills in the first quarter with one 
exception, and that is cold rolled strip and sheet. There are open bookings on the 
second quarter mill schedules, and some mills apparently are dusting off their 
salesmen again and sending them out to drum up business. I think there are a 
number of pertinent observations that ought to be considered. I would like to 
give you a few of those that seem to be outstanding. 

First of all, as Mr. Fleischmann pointed out, apparent ease should not be imme- 
diately translated into a surplus. Open space does exist on the second quarter 
books, particularly in May and June, but there again, I have heard of no open 
space of any great magnitude. Now, if current psychology is such as to translate 
scattered open spaces into surpluses, a relatively small tightening can possibly 
have just the reverse effect. 


96315—52—pt. 1- o 
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Second, 1 month ago, upon urging of claimant agencies, particularly the NPA, 
and for other reasons, the DPA adopted a policy of cutting overallotment to make 
the controlled-materials plan solvent. Now, CMP obviously has in fact equated 
demand and supply at the mill level in general terms. The success of this policy, 
it seems to me ought not be attributed prematurely to a drop in market demand or 
something else. I think there are two points that are relevant in connection 
with this. First, that a very tight copper supply can well result in an ease of 
carbon steel or perhaps aluminum. Secondly, it may be that the attrition factor 
used in the second quarter was a bit too low. The point is that the demand-supply 
balance at the mill may be such as tu be a little bit easy but on the other hand it 
could very easily be just the other way around. It seems to me that it may be 
a little bit delicate. 

Third, second quarter tickets have not flowed through the claimant agencies 
to consumers, to the mills, in the volume necessary before a real test of the current 
situation can be had. As of January 31 about one-third of all authorized CMP 
tickets were still in the hands of claimant agencies. Now, I have no doubt but 
that between January 51 and today a large volume of those tickets have been 
pushed out, but the question in my mind is this, Has there been enough time to 
get the tickets issued down to the mills on a 100-percent basis? 

I would like to give you some figures that I think are relevant. These are 
the percentages of unissued balances in the hands of claimant agencies as of 
January 31 to the total volume of tickets available to claimant agencies : 


Percent Percent 
i a Bs SAINI ENEED sa sinsico osestnied slimnanicanvamadeaiintind 22 
I a ies a a 34 
CN I a a times ss SA a i ead pet tinsel bane nadie 29 
I a gS 31 


Fourth, the Controlled Materials Division must work out mill directives to 
implement program determinations. Now, that is a tough job and there are 
very real problems in getting precision. It is almost impossible to be absolutely 
mathematically precise. But if there is a miss in any product of, say, 5 percent, 
although quantity-wise small relative to total supply, it can result on the one 
hand in open space or on the other hand in tickets that can’t be cashed. Now, 
that sort of thing has happened, and in the absence of a heavy backlog a miss 
on the down side for any product can lead to open space and people looking for 
business. 

Fifth, it may well be that the advance allotment authority is a bit too low to 
take up slack caused by the above considerations. This has the effect, of course, 
of a small order load on the mills in the third quarter. Could it be that soine 
of the mills have transferred fears for the third quarter into the second quarter? 

The psychology generated by mills seeking business may lead consumers to 
feel that there is no need to rush to place tickets or maintain inventories. 

All this, on the supply side, in general terms means three things to me. 
First of all, no one of those considerations might explain the current situa- 
tion, but all of them together might go a long way toward explaining it. Second, 
a further flow of current authorized tickets to consumers, or more time for 
consumers to place their tickets, or a small percentage increase in tickets for 
some materials, or better mill directives, or a higher advanced allotment, or 
all of these, could change the apparent current ease to one of stringency. Third, 
the situation merits a good bit of further careful consideration now and 
for the third quarter. The Controlled Materials Divisions at the moment are 
surveying the mills to determine just where there is open space and how much 
tonnage is involved. The current situation is one in which there is more rumor 
than fact, and I think that we all had better get the facts before we come to any 
conclusions, 

THE GENERAL DEMAND SITUATION 


Now, let me turn to the demand side. If there is really in fact an easy 
demand-supply balance, there is something decidedly wrong with the require- 
ments just submitted by you people and other claimant agencies. Let me 
sive you a summary of the demand-supply imbalance for the third quarter. 
For carbon steel the stated requirements for all claimant agencies amount to 
136 percent of the supply; for plate 145 percent; for structural 150 percent 
of the supply (and if you take the conversion ingot out of the supply, the per- 
centage moves close to 158); alloy steel 128 percent; brass mill 145; wire 
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mill 140; foundry 144; aluminum 125; nickel stainless 212 percent. Those 
figures are, as a matter of fact, lower than the comparable figures for the 
second quarter, but they still involve a considerable problem, it seems to me, 
in developing a balance—particularly if it is true that claimant agencies could 
chew up the amount of material requested. 

Second, I, as you, have heard much talk about reduced military requirements 
growing out of the rephasing of some military programs. There are two facts 
of significance in connection with this point. First, up to the present time no sec- 
ond quarter tickets of any substantial tonnage, with the exception of aluminum, 
have been returned by the Department of Defense. Secondly, third quarter 
requirements for raw materials of the Department of Defense are at about the 
second-quarter levels, after returns. Structurals and plate requirements are 
over the second-quarter levels. Just 2 days ago the military repesentative on the 
Requirements Committee insisted that he would be able to support those levels. 

Third, I think in this situation it is well to distinguish between legal demand 
and market demand. Legal demand is demand that can be backed up by actual 
tickets. Market demand may be over or under legal demand. I doubt very 
much whether, in fact, despite some of the weakening in the economy, that 
market demand for any claimant agency is considerably below the legal demand 
as represented by second-quarter tickets. I know of a number of claimant agen- 
cies, and you do too, where the market demand is much above the legal demand 
for all materials. 

Let me turn to each one of the controlled materials and tell you as much as I 
can about them. I would like to refresh your memory of a point that I made 
a moment ago: We do not have all of the facts about what mill space is open and 
for how much tonnage. We are trying to get these facts. 


STEEL 


For carbon steel the second-quarter supply was some 500,000 tons over the 
first quarter, a substantial and a helpful increase. The supply of carbon steel 
in the third quarter is some 150,000 tons less than in the second quarter. There 
is little doubt in my view that steel at the present time is very much easier than 
in past quarters, but precisely how much and in what shapes and forms, we do 
not know. 

We have heard of no widespread tonnage openings for carbon steel for April, 
for which lead times have expired, except in cold rolled strip and steel. May 
space is open. If tickets get out it may be that, when lead time expires, we may 
not have any open space, or comparatively little open space. The situation in 
June is much the same. 

In structural a few days ago I heard of a little open space for standard shapes 
for April but the tonnage was very small and it may well be closed by now; I 
don’t know. There may be open space in May and June but we do not know for 
sure in what quantities. 

I think that for structural the delay in issuing tickets is pertinent. The NPA 
Facilities Bureau and the Department of Defense got their second quarter tickets 
out only recently. The same thing is true for the Railroad Equipment Division. 
These three claim for a substantial tonnage of structural steel. 

The situation in plate, I think, is comparable to structural. 

In the first and second quarters the program determinations apparently are 
less than sheet and strip capacity. This matter, as many of you know, is now 
under review and it may well be that additional tickets will be issued as a 
result, 

[ know of no over-all imbalance one way or another for alloy steel. Some 
shapes seem to be looser than others. Some shapes are still rather tight. 

So far as stainless steel is concerned, you are all aware of the past situation 
with respect to chrome stainless and the decision to decontrol this metal. So far 
as nickel stainless is concerned, there are two facts, I think, that are pertinent. 
First, the third quarter stated requirements for nickel stainless amount to 212 
percent of the supply. Secondly, the mills have asked for more nickel than there 
is available to make stainless now on order. 

Now, I would like to turn to the demand side for steel. I would like to read 
you, for a few selected claimant agencies and Industry Divisions, the dilference 
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between the third quarter stated requirements and the second quarter allotment 
levels. 


Tons Tons 
Federal Security Agency__--- 50, 000 | Construction machinery__——__ 150, 000 
PR ke ee 382,000 | Consumer durable goods______ 175, 000 
Orr mere. On lesan 500, 000 | Engines and turbines... ___ 170, 000 
es Se ee a 500, 000 | Industrial expansion__.______ 214, 000 
Pere Se 200, 000 | General components__________ 119, 000 
Agricultural machinery______- 175, 000 | General industrial equipment. 169, 000 
Building materials__.__..___~ 226, 000 | Motor vehicles___....__._____ 500, 000 
Canadian division____________ 150, 000 | Railroad equipment__.:_--___ 725, 000 


These and one or two others make up a total of about 4,500,000 tons over the 
second quarter allotment material. That tonnage, when added to the second 
quarter allotment level, equals 132 percent of supply. 


COPPER 


Let me turn to copper. The point that copper is one of the most serious limita- 
tions on current production and construction has been mentioned so often that 
it is easy to lose sight of it. The problem in copper is essentially one of the flow 
of scrap and the production or import of refined copper. The scrap situation is, 
in fact, easing a bit but the situation in refined copper is far from satisfactory. 
The problem here is not one of finishing facilities. The fact that mills seek out 
orders and accept them does not necessarily mean that they can deliver. The 
problem is to get the refined copper. 

Let me go over with you very briefly the copper supply situation. The current 
estimate of supply for the first quarter of all copper shapes and forms is 62 million 
pounds down from the original projected supply estimates upon which basis pro- 
gram determinations were made for the first quarter. In the second quarter we 
have two supply estimates. One is a conservative estimate and the other is an 
optimistic estimate. The optimistic estimate is 42 million pounds less than the 
original supply estimate upon which basis the second quarter program determina- 
tions were made. The conservative estimate is 62 million pounds less than the 
original estimate. In the third quarter the current projected supply estimates 
are 111 million pounds less than the original estimates upon which the second 
quarter program determinations were based. . 

At the present time I have a memorandum on my desk from the Copper Division 
addressed to Mr. Fleischmann proposing a withdrawal from the national stock- 
pile of some 14,000 tons of copper for one month. That doesn’t look like an easy 
situation to me. 

How does all this square with talk of unused capacity at the mills? First, as 
I already noted, the problem is not one of finishing capacity but refined copper. 
There always has been an excess of finishing capacity. In both the first quarter 
and the second quarter supply was over-stated and the attrition factor undoubt- 
edly was underestimated. The second partly offset the first but not completely. 

Some brass mills for some shapes are in fact looking for business in the sense 
that they can produce more if they can get refined copper. This is particularly 
true for alloy strip and rod. In other shapes, such as condenser tubing and bus 
bar, the backlog of orders is very heavy. There is another factor, I think, that 
is important here. In the second quarter the Copper Division directed to the 
mills to accept orders up to 122 percent of their production directives based on 
raw material supply estimates. Now this, it seems to me, obviously and justifi- 
ably is an incentive for the mills to go out to get orders to meet the directive in 
the hope of getting more refined copper. The anticipated backlog of copper orders 
from the first quarter to the second quarter is a very reasonable and manageable 
proportion, but if the mills are successful in getting orders at 22 percent above 
their production directive, the backlog going into the third quarter will be 
heavier. 

The situation at the moment in the second quarter in the wire mills is snug. 
The situation in the foundries is rather puzzling. I think there are two points 
here. First, apparently some tickets are needed to permit deliveries in captive 
foundries, Secondly, the attrition factor in this metal seems to have been some- 
what underestimated. 

One final point, I think, needs mentioning. Military returns of brass-mill 
products in the second quarter at the present time are negligible percentagewise 
in terms of the total allotment to the Department of Defense. If any sizable 
returns are made—and I do not know wether there will be—the tickets, it 
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would seem to me, should be put back into the system to make allotments 
meaningful in the light of what has happened to the copper-supply situation. 
Certainly if this is not necessary after we get the full facts, other tickets can 
be issued later. 

I would like also to turn to the demand situation for copper and once again 
give you figures for a few claimant agencies showing the difference between 
the second quarter actual allotments and the third quarter stated requirements. 

Pounds 


Defense Electric Power Administration_ __..... 14, 000, 000 


Building Materials Division (and this is a controlled demand) 15, 000, 000 
Communications Equipment Division pviamas 17, 000, 000 
Electrical Equipment Division____-----___~~_- eats : 40, 000, 000 
rue NRE CSREES eh _ 8, 000, 000 
General components 7 pan Sie ’ 52, 000, 000 
Motor Vehicle Division 5 : 56, 000, 000 
Railroad Equipment Division ____- ees ‘ 15, 000, 000 


These, plus a few others, add up to close to 300,000,000 pounds, which, when 
added to the second quarter allotments, equal 140 percent of the supply. 


ALUMINUM 


The supply of aluminum originally estimated for the second quarter is very 
much above the actual currently anticipated shipments. The original projected 
supply for aluminum at the time of the program determinations was 705 million 
pounds. It is now projected at 640, a drop of some 65 million pounds, 

In the first quarter, so far as I know, there is no open space of any magnitude 
that is reported. It is known that sheet mills are filled except for about 950,000 
pounds and that is in two independeut mills making specialties in the extrusion 
field. There has been some problem of mill directives. For example, some 
small extruders got more metal than they could find tickets for, but the tonnage 
in all of those cases is small. 

In the second quarter the April books are filled. May and June space is open. 
Just where and in what shapes and how much tonnage is not now known. We 
do know that there seems to be some softness in the field of sheet, but there is 
no problem in such shapes as heavy hard alloy extrusions. When tickets now 
going out filter down the apparent ease may disappear. 

For aluminum, as for copper and steel, the facts are now being gathered by 
the Controlled Materials Division. Once again, in aluminum as in steel and 
copper, the apparent ease in supply is not matched in the area of requirements. 
In some shapes thege is apparent ease in mill booking in the second quarter. The 
first quarter is comparatively full except for steel sheet and strip. Just how 
much the open space is, is a matter of question. No important tonnages except 
in the one item I mentioned is reported at the moment. When current second 
quarter tickets get out and hit the mills, the situation may well be snug again 
across the board except in a few isolated instances. It now appears that the 
attrition rate is somewhat higher than originally anticipated in the second 
quarter. 

On the demand side there are still many unsatisfied requirements and you 
yourselves in your requirements submissions attest to that fact. The whole 
Situation, however, certainly appears to be not so tight as it was one or two 
quarters ago, but from where I sit, the situation is not such as to get ready to go 
home. I wish it were. A good bit of caution, it seems to me, is warranted in 
reading the newspapers these days. 

Thank you. 

Mr. FLEISCHMANN. Thanks, George. Mr. Fowler will wait here and clear 
up any matters that may be uncertain to you after that presentation. 





DEPARTMENT OF COMMERCE, 
NATIONAL PRODUCTION AUTHORITY, 
Washington 25, March 4, 1952 


Subject: Removal and Relaxation of Controls. 
Senator Burnet R. MAYBANK, 
Chairman, Joint Committee on Defense Production, 
Washington, D. C. 
My Dear SENATOR: I am enclosing herewith three copies of a schedule show- 
ing the action already taken by this Authority in removing or relaxing controls 
over materials. 
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Non-nickel-bearing stainless steel has been removed from the category of con- 
trolled materials and can be purchased without an authorized controlled materia 
order. In addition, action is now being taken to remove or relax the controls 
on secondary steel. 

Conversely, it will be necessary to effect new controls on certain other materials 
for which the mobilization program has created heavy demands which cannot 
be met on schedule if their distribution is not properly channeled. 

Please advise if you have any questions with respect to these matters. 

Sincerely yours, 
JoHN G. ALEXANDER, General Counsel. 

(Enclosures. ) 


REMOVAL AND RELAXATION OF CONTROLS ALREADY EFFECTED By NPA 


1. Deerskins: Order M-29, revoked October 1, 1951. Decline in military de- 
mands for combat gloves resulted in revocation of order which reserved deerskins 
for military uses. 

2. Sole leather: Order M-34, revoked July 31, 1951. Rescheduling of militar) 
procurement and increase in domestic and foreign hides assured adequate sup- 
plies. 

3. Cattlehides, calfskins, and kips: Order M-35, revoked effective February 
29,1952. Military and civilian demand had fallen sharply and supplies increased. 
Allocations were increased to 100 percent or more of base since September while 
purchases sharply declined. 

4. Horsehides, cabrettas, sheepskins, shearlings, and kangaroo skins: M-62, 
revoked effective February 29, 1952. Decline in military and civilian demand 
plus soft supply situation and inventory holdings indicated necessity for revo- 
cation. 

5. Glass containers: Order M-—51, Simplification and Use, revoked December 
29, 1951. Sound demand estimates for 1952 indicated that a sufficient level of 
production could be achieved despite increased use stemming from limitations 
imposed in active container areas. 

6. Poly tetra-fluor ethylene: M—45, Sch. 2, revoked February 20, 1952. The sole 
producers’ limited supply capacity was increased slightly during the summer 
of 1951 and military demands dropped because of design changes incorporating 
other materials. Future Munitions Board schedules remain at low levels. 

7. Plastic type Nylon: M—45, schedule 4, revoked January 15, 1952. Installa- 
tion of additional facilities during the summer of 1951 and the overcoming of 
raw material shortage in October 1951 resulted in a supply sufficient to meet all 
demands. 

8. Methyl chloride: M-—45, Schedule 8, revoked January 15, 1952. Increased 
efficiency of operations and installation of new production facilities during the 
fall of 1951 overcame the estimated shortage (at the time of issuance of order) of 
500,000 pounds per month. Supply and demand balance achieved. 

9. Rubber : M-2, effective January 1, 1952. Eliminated control over total quan- 
tities of new rubber which can be consumed. This action was due to tremend- 
ously increased production of synthetic rubber and to improvement of inventories 
of finished rubber goods. Manufacturing specifications in the order continue to 
maintain a given ratio between natural and synthetic consumption. GR-—I, buty! 
synthetie continues under allocation. 

10. Sulfuric acid: Schedule 3 to NPA Order M—45 was revoked on December 29, 
1951. Under this schedule sulfuric acid had been subject to full allocation in 
11 Western States. On the same date NPA Order M—94 was issued, retaining a 
minimum control over sulfuric acid. This order simply requires that each 
producer of sulfuric acid who is also a user of this material must maintain the 
same ratio between his monthly production and use of acid which he maintained 
during the calendar year 1950. Thus sulfuric acid has been substantially 
decontrolled. 

11. Storage batteries: M-93, revoked effective February 26, 1952. Increase 
in lead supplies due to break in world prices and settlement of strike, together 
with suspension of import duty has resulted in a great easing of the supply. 

12, Cadmium: M-19, effective July 30, 1951. Order was relaxed on July 30, 
1951, by adding about nine new classes of permitted items, relaxing specifications 
on a few more, and permitting 60 percent base period use in production of 
pigments instead of 40 percent. 

13. Lead: M-38, effective March 3, 1952. Limitations on use of lead removed 
Inventory control retained. Order M-76 covering distribution of pig lead will 
be continued but allocations are being increased and system liberalized. 
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14. Construction: CMP Regulation No. 6, revised, effective March 6, 1952. 
Relaxes limitations on construction by (1) increasing the amount of steel that 
may be obtained by self-authorization for smaller commercial, school, and other 
nonindustrial construction; (2) increasing the amount of steel that may be 
obtained by self-authorization for road and highway construction; and (3) 
permitting use of foreign and used steel in addition to quantity which builder 
may obtain by allotment or self-authorization, provided that he will not thereby 
require greater amounts of copper or aluminum controlled materials than those 
for Which he has received an allotment. 

The Cuarrman. Will you make a brief summary of what has oc- 
curred since the report I received through the staff, concerning steel, 
copper, aluminum, and various other matters, and also the question 
of what the Army had to turn back? 

Mr. FieiscuMann. Yes; I will take up all of those points. 

The Cuarrman. Will you go ahead in your own way, and give us 
the good news of what you got back from the military service ? 

Mr. Firiscumann. First let me speak briefly about the relationship 
of the present metals’ situation to what I conceive to be the need for 
the Tables Production Act. We are something like halfway along 
in this mobilization program, perhaps a little less than halfw: ay. 

To give you some idea of the size of the job that still confronts us, 
for the next many months, the military program, the direct military 
program will continue to take in the neighborhood of 20 percent of 
all of our steel, 40 percent of all of our copper, and 50 percent of our 
aluminum. That is even on the stretched-out basis which Mr. Wilson 
described this morning. 

When you add to that the metal requirements of these great expan- 
sion programs, like the aluminum and power expansion program, it 
is very clear that during the balance of this year the requirements 
of programs essential to ‘the mobilization effort will take the bulk of 
the material. 

Senator Benton. Could we have the percentages again ? 

The CHarrman. The military take, that of course includes atomic 
energy—— 

Mr. Fretscumann. Included in what I call military take is atomic 
energy 

The CHamrman. Foreign aid? 

Mr. FietscuMaNnn. No; just the military would be something like 
20 percent of the steel, 40 percent of the copper, 50 percent of the 
aluminum. 

Senator Benton. Thank you. 

The Cuamman. That is based on the $70 billion they are going to 
have to spend. 

Mr. FietscumMann. That is on our best estimate of the new military 
budget, not the largest one that was originally prepared, but the 
one submitted by the President. 

Now, all experience in the last war indicates that such a large per- 
centage of metal cannot be assured to the military except by the force 
of law, such as the Defense Production Act. 

The Cuatrman. Now, let me ask you this question. 

Have you furnished the military with all that they could usefully 
itilize on time? 

Mr. FLetscuMann,. Yes, sir; so much so that we have had continual 

pe -backs from the military as an evidence of the policy we have 
followed. 
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The CuatrmMan. The military at times have asked for more than 
they can use? 

Mr. FLeiscuMann. Yes, sir; not willfully, I do not think. I think 
it is due to inaccurate estimating, for which we all share the lack of 
credit. 

Senator Bricker. Does it go back to machine-tool production ‘ 

Mr. FietscuMann. No, sir; not at the present time. In my own 
judgment the machine-tool bottleneck, the basic bottleneck is pretty 
well broken. Industry has taken hold of the problem magnificently. 
Subcontracting today is greater than it was at the height of World 
War II. 

Now, as has been pointed out frequently, as long as there is a 
single machine tool needed and not supplied, in that sense, the machine 
tool provides a bottleneck, and will remain, until the ultimate, until 
that one is delivered. But the backlog of unfilled machine-tool orders 
has been reduced drastically in the last 6 months. Machine-tool pro- 
duction doubled during the year 1951, and will double again in the 
year 1952, so I believe every real obstacle to licking the machine-tool 
problem has been removed. That is not to say that some things are 
not held up by lack of machine tools, of course they are, and will be 
during any mobilization period. 

Senator Bricker. What percentage of the machine-tool industry is 
working now for the Government, and what percentage of the product 
is the Government taking ? 

Mr. FietscuMann. I would like to give you exact figures on that, 
but I would say roughly 75 to 80 percent of the mac hine tools today 
are going into military ‘production, and the remaining 20 percent in- 
cludes tools going into essential civilian lines. 

Senator Scuorprer. I would like to ask you, Mr. Fleischmann, 
where you say “about 20 percent of the steel” does that take into 
account the steel that has been warehoused, or is that the new steel? 

Mr. FietscuMann. What I am referring to is the current produc- 
tion of steel, Senator Schoeppel. 

Senator Scuorrren,. Will you give us the benefit, some place down 
the line, of which you think might be the warehoused steel ? 

Mr. FietscuMann. I will try to do that; yes. 

Now, I wanted to say two things that go right to the heart of why 
you need the Defense Production Act, regardless of what happens to 
be the material situation as of this moment. 

The first is that in order to get 40 or 50 percent of copper and 
aluminum to the military, you must have the force of law. It never 
could be done any other way, even when we had an all-out war. It 
cannot, in my judgment, be done any other way now. 

Point 2, whenever you take off that percentage of metal from 
normal civilian production you have an unholy scramble for the rest; 
unless the Government acts as umpire, the small concern inevit: ably 
gets left behind, and does not get its fair share of the material. When 
the Government regulates—it 1s never done scientifically or adequately, 
because the job is too big for the Government, just as it is for private 
industry, but at least everybody gets some share approaching equality 
of the metal distribution. 

Until we get sufficient supply of these vital materials to take care 
of pretty much the whole demand, it would be a catastrophe, in my 
opinion, to turn the whole job back to the steel mills and aluminum 
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plants. It cannot be done while the military is taking such a large 
percentage, if you consider the mobilization effort, as I think we all do, 
as of No. 1 urgency. 

Now I would like to comment on the current metals moe 1a 
which has caused a great deal of concern to us, in the papers, and else- 
where. I want to remind you that I think it was at the last meeting of 
the joint committee that Mr. Wilson and I were asked many questions, 
the tenor of which was that we had issued too much CMP allotments, 
and that a person who held a CMP allotment could not get metal. In 
other words, that we had overallotted the supply, and that was sup- 
posed to be a very serious mistake, and the aluminum companies pro- 
tested against it. Now, just about 30 to 60 days later, the complaint is 
that we have not allotted enough metals, and the first observation that 
I will make is that obviously the over-all situation has not changed 
that much in so short a period of time. What has happened is a com- 
bination, in my judgment, of three or four important factors, the first 
one of which, and most important is that the controlled materials plan 
is now working reasonably well. The design and purpose of the con- 
trolled materials plan is to equate supply and demand. In other words, 
when you are issued a ticket, it can be cashed when Pag 99 at the 
mill. That is true today, in the great majority of cases. It was not 
true 2 months ago. 

As a result of that, of course, over-all demand has been somewhat 
reduced, and there is some consequent reduction in the overloading at 
the mills. That has all taken place in the past 30 days, and we now 
have the system, as I call it, solvent in that a check when presented for 
materials will be honored. 

There is a second very important factor, and that is the undefinable 
change in the economic situation. I am continually reminded by a 
great variety of people that I am no economist, and I have to plead 
guilty to that, but I will say it has not helped much to be an economist 
in this situation, because everyone has predicted for so long that we 
would have a runaway situation, with civilian goods in short supply, 
but the American public has just shown a little bit too much sense to 
go out and buy all these goods at current prices. 

Asa result of that, and I cannot explain it, and I shall not attempt 
to, there is unquestionably a situation where manufacturers of civilian 
goods and many other goods, including industrial goods, are buying 
inventory now ata slower rate. 

That operation is enhanced by the fact that, as I said, CMP is work- 
ing. Let me illustrate what that means. When you have a situation 
where the controlled materials plan does not work well, the manu- 
facturer when he gets a ticket _—e to the nearest mill, buys the 
entire quarterly supply if he can get it, because he is afraid that the 
Government has bungled again and e will not be able to get it if he 
waits a few months. As soon as CMP begins working well, which it is 
today, that manufacturer is going to wait another month, if he has a 
pretty good inventory, and see if he can get by without tying up his 
funds in inventory. 

That is undoubtedly happening today. The identical thing hap- 
pened midway in World War II when the CMP, as now, had started 
to work well, That again is easing the metal situation. 
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A third factor of some importance is the stretch-out of the military 
program. That has meant that the current take of metals by the mili 
tary is reduced a little bit. Now, lest anyone get the idea 

The Cuatrman. How much percentagewise ! 

Mr. FLEeiscHMANN. Lest anyone get the idea that that alters th 
whole basic structure of the plan, let me say this. We announced las! 
night that we were making available for extra allotments in the second 
quarter a total of 30 million pounds of aluminum, which is equal to 
about 4 percent of the supply of aluminum, and between 20 and 2) 
million pounds of copper, equal to only 1 percent of the copper allot 
ment, so that the benefit while very real and very helpful in getting 
by this period is still a small one in comparison with the over- -all job. 

Now, the other factor, a very important one on what is happening 
particularly in steel, is this. The limiting factor in automobile pro 
duction, for example, is not steel at all, it is copper, and secondarily 
aluminum. 

Now, traditionally, the automobile industry is the biggest purchaser 
of sheet steel, ordinary carbon sheet steel, but when their aluminum 
and copper is being siphoned off into the military, they naturally do 
not buy the full amount of sheet steel that they would if they had an 
unlimited supply of copper. Naturally, that reacts in a softening, to 
some extent, of the orders placed on the steel mill. 

The CuatrmMan. Would you have enough steel to give to the auto- 
mobile people ? 

Mr. FietiscuMann. Yes: we have offered them additional steel. 

The Cuarrman. Mr. McDonald of the Public Roads Administration 
was here and said you did not. 

Mr. FLetscuMann. We have offered Mr. McDonald additional or 
dinary carbon steel, but he needs structural steel. 

The Cuamrman. There is only 5 million tons of that produced. 

Mr. Fieiscumann. There is only 5 million tons of that a year, 
approximately. 

Senator Bricker. They do not need structural steel except in 
bridges. They have enough steel for the reinforcement of concrete. 

Mr. Fieiscumann. Yes, generally speaking, so, and, Senator 
Bricker, we not only have ine reased the structural steel for the second 
quarter, but we have recently advised Mr. McDonald that we will 
be able to increase it again for the third quarter, and I think he feels 
now that the most important projects can be taken care of. 

Senator Bricker. They have been given assurance that the turn 
pike in Ohio can be completed. 

Mr. FierscuMann. I think that can be done. 

Senator Bricker. There is no reason why they should not, because 
the supply is adequate, or will be when they get to the time when they 
need it. 

Mr. FLetscHMANN. There is no alarming amount of blank space at 
the mills. There is no piling up of open space at the mill, but some 
of the premium price mills, which have always charged more than 
historical mill prices are not able to get rid of all the steel that they 
have. That has always been true in any period where there has been 
a softening of demand. 

Senator Bricker. That is the first place it softens. 

Mr. FieiscuMann. Naturally, because nobody wants to buy that 
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Senator ScnorrreL, What do you do in a case like that, if a person 
needs that type of steel, in the issuance of these CMP orders? 

Mr. FLeEIscuMANN. We have invited anybody that can use that 
steel to come in, and we can grant any reasonable amount. Now, by 
“reasonable amount” I do not mean we can double everybody’s steel 
allotment, but we have granted up to 10 percent without much ques- 
tion to anybody who says he can use it, and we are handing out the 
steel in that way. 

In the same way, we will now put out these extra tickets for alumi- 
num and copper to those who can use it, and there is no dearth of 
people who want aluminum and copper at the present time. 

Senator Bricker. What is the future in aluminum and copper? 
What about the source of supply? Is it improving? 

Mr. FieiscuMann. In the aluminum situation, the prospects are 
very good indeed. We are getting more and more aluminum every 
month, and every quarter, and by some time in 1953, we should have 
a comparatively easy situation in aluminum, and as we get more 
aluminum in—— 

Senator Bricker. There is an expanded production ? 

Mr. FLetscHMAnn. Yes; out of our expanded production. By 
1954, whether or not we increase the plans for aluminum expansion 
again, we may be able to resume stockpiling which we have not done 
in many months. 

Senator Bricker. Is any of the allocation coming out of stockpile? 

Mr. FieiscHMaAnn. No, sir. It is my expectation and belief that the 
supplementary allotments can be handled without going into the 
stockpile for either aluminum or copper. That represents a very 
desirable change from the situation that we have had to face in the 
past few months. 

The Cuarrman. What about zinc? 

Mr. FieiscHMANnnN. That is also in easier supply. The price situa- 
tion has improved greatly, and its companion metal, lead, we have re- 
leased from all controls this morning, practically. We have made it a 
practice to release controls on individual materials, lead, rubber, and 
several others, as they came into more easy supply. 

Senator Bricker. What is the situation in copper ? 

Mr. FLEIscHMANN. The copper situation is much more difficult and 
complicated, because there we do not control the supply ourselves. 
A very large proportion of our copper supply comes from overseas. 
Now, while we are getting as much of the world supply of copper, or a 
little more, than we ever did, we need far more than we ever did. Now, 
that situation has been somewhat misunderstood. It has been 
asserted that our arrangements under the so-called international ma- 
terials conference has prevented our getting copper. In my judg- 
ment, that is not the correct analysis of the trouble. Under the inter- 
national materials conference, the nations of the world in order to pre- 
vent a run-away, reckless speculation for the inadequate supplies of 
copper have agreed to recommend to their respective governments to 
limit their copper usage according to a determined formula. Under 
that formula, we would have a bigger percentage of the copper supply 
than ever before in our history. We are entitled to get that copper. 
Our difficulty in getting copper from overseas is not the limitation of 
the international materials conference, because we have never been 
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able to get that much. Our difficulty is that we have not been able 
to purchase that from foreign countries under our existing price 
structure. 

Senator Doveras. Chile, Africa 

Mr. Firiscumann. Not Africa, so much, primarily Chile, and 
Mexico. We maintained our take from Canada pretty well. They 
have sent it to us, but you see the difficuty is we have maintained the 
percentages pretty much from each country, but we need a larger 
percentage, and up to now, Chile, for example, and Mexico have not 
been willing to give it to us at the lower price when they could go out 
in an uncontrolled world market and sell it at a higher price. 

Senator Carrnart. Then we have a lot of unemployment here be- 
cause of OPS pricing policy on foreign copper. 

Mr. FieiscHMann. Well, that is a rather difficult question for me 
to handle, because it is not in my direct jurisdiction. 

I will say this. There are some very good reasons, in my judg- 
ment—though it is not within my direct responsibility—there are some 
very good reasons for maintaining that price policy, as evidenced in 
what has happened in zine and lead. 

Senator Capruart. You said under the international agreement 
we were entitled to more copper, and the reason we are not getting it 
is because of the OPS pr ice ceiling on copper. 

Mr. FietscHMann. That is 

Senator Carenart. Therefore you can come to only one conclusion. 
Our men are out of work in Detroit, and other places, because of a 
shortage of copper, and if we can cure the price situation on X 
number of pounds of copper, then we would be able to put our people 
back to work. 

Mr. FiteiscHMANN. Well, I think it is the function of this committee 
rather than me to make those conclusions, but I want to point to one 
hole in that presentation. If we immediately abandoned our own 
self-imposed price restrictions, all of the rest of the world would do 
exactly the same thing. All of the consumer nations of the world have 
been trying to hold down the price of copper. 

Senator Capenartr. We are the only nation that has a price on cop- 
per. The rest is in a free market. 

Mr. FLeiscuMann. We are not the only nation that has failed to 
get its copper entitlement. It is backing up in Chile, today, because 
other nations also are refusing to pay the 55 cents a pound price. 

Senator Bricker. Do you expect an early break in the international 
price situation ? 

Mr. FietscuMann. We certainly hope so, judging from what has 
happened in zinc, lead, and tin. 

Senator Bricker. What would be a price to pay ? 

Mr. Firiscumann. I am told there are practically no nations paying 
the 55 cents. The only information we have is the so-called London 
copper market, which currently is making just spot sales, occasion: ully, 
at figures in the neighborhood, I think, of 40 cents, or occasionally 35 
cents. 

Senator Bricker. Chile is holding for what ? 

Mr. FiteiscumMann. The agreement that the United States had with 
Chile, wholly apart from the international materials conference, was 
that 80 percent of Chile’s supply would be furnished to us at 2714 cents. 
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That was the historical amount that they gave us. They reserved the 
right to hold out 20 percent which they could sell to us or to other 
nations, and they have tried to sell this 20 percent at 55 cents a pound. 

Senator Bricker. And that is now backing up in Chile. It is not 
going into other countries, so as to raise their quota under the inter- 
national materials program ¢ 

Mr. FiriscHMann. We are getting over 80 percent at the contract 
price. The other countries are also balking at the 55-cent price. 

Senator Scnorrren.. And the price is softening somewhat even in 
the Chilean situation ‘ 

Mr. FLEIscuMANN. It definitely is. Now, it isa matter of judgment 
how long they will hold to that policy. 

Senator Bricker. We are getting 80 percent of their production at 
the agreed price. 

Mr. FieiscumMann. We are getting 80 percent of their production 
at that price. 

Senator Carenarr. Then if we were willing to pay more in the for- 
eign market for copper, we could get all the copper we could use 4 

‘Mr. Freiscumann. It is unquestionably true that if we wanted to 
go in—— 

Senator Bricker. All we could use? 

Mr. FieiscuMann. Well, there is a world-wide copper shortage, of 
course. Senator C sol vee would agree on that. We could get up to 
our IMC entitlement. 

Senator Capen arr. Which possibly would be sufficient for enough 
copper for the automobile industry and the construction industry, like 
in New York City where they have unemployment due to the shortage 
of copper. 

Mr. FietscuMaNnN. It would ease our copper situation greatly, of 
course, 

Senator Capenart. So it gets back to our refusal to pay the price. 

Senator Roserrson. I would like to ask the witness this question. 
Who is now the big user of copper? 

Mr. FietscuMann. The United States. 

Senator Roperrson. Suppose we went up 10 cents a pound to get 
20,000 men employed, what would it cost the rest of us? 

Mr. FLeiscuMann. Well, I cannot answer that question offhand. 

Senator Rosertson. It would run into big money, would it not 4 

Mr. FieiscuMann. Yes, it would. 

Senator Ronerrson. And ramify not only through all the war ma- 
terials we were using, but in all other phases of our domestic life in 
which copper was used. 

Mr. FLetscuMann. Yes, Senator, and there is the other factor, We 
have a domestic price of 2414 cents a pound currently. 

Senator Carruartr. May I say this! I was not asking these ques- 
tions having in mind that we ought to do it. I just thought the record 
ought to be clear and the people ought to know, and the unemployed 
ought to know and the press ought to know that the reason we do not 
get this copper, and the reason we do have this situation is because 
of our refusal to pay the price. 

Senator Benton. Mr. Chairman, Mr. Fleischmann has repeatedly 
stated to Senator Capehart that other countries can raise the price, too. 
Two people can play the game, and therefore the record is not clear. 
unless Mr. F vl ll wants to repeat what he stated earlier. 
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Mr. Fietscumann. I have stated in my judgment there are some 
very good reasons for our pursuing this policy, because it has worked 
with respect to zine and lead, and to some extent with respect to tin, 
already. 

I do believe, however, that there are people more competent than I 
to discuss the price aspect of it. 

I wanted to make the record quite clear, though, that in my judg- 
ment the International Materials Conference has had nothing to do 
with this. That has helped us because it has been an attempt at a 

rational distribution of materials in inadequate supply. 

Senator Carrnarr. In this way the benefits of paying a higher 
= against benefits that would inure to the unemployed and the 
Nation as a whole is the question, to see which outweighs the other. 

Mr. FietscuMann. I agree with that. 

Senator Carruarr. The fact still remains that there is an additional 
supply of copper available to the United States if we were willing to 
pay the price. M: iybe we should not do it. I do not have the facts 
before me, but there is no question we could have the copper if we 
wanted to pay the price. 

Senator SrparkMAN. You say available to us. Do you not mean 
it is available on the world market to whoever will pay the highest 
price for it? 

Senator Carenarr. Well, put it that way if you want, but the fact 
still remains that the copper is available, ‘and we want to solve our 
unemployment problem in Detroit, and New York, and one way to do 
it, instead of increasing unemployment insurance benefits and all these 

other ways, would be to pay out some money additionally for copper 
and keep the people employed. 

Mr. FLetscHMANN. I think this temporary easing which I described 
a little earlier is going to be translated directly into jobs this coming 

quarter, and it is going to prevent our sinking further into this tempo- 

rary unemployment situation. For whatever reason it is, it is a very 

happy and fortunate circumstance, and we hope, for example, to be 
able to ease the automobile situation immediately. We have already 
‘ased considerably the New York situation in the building trades. 

Senator Doveias. I was merely going to remark, in order to clear 
the record still further, that if we started to bid up the prices of 
copper, tin, and rubber, we might get the copper, tin, and rubber, 
but then would be disposed to play in the hands of the tin and rubber 

cartels, paying big profits to the American producers of Chilean 
copper. 

Mr. FLe1iscHMann. Not only that, Senator, but immediately it would 
inevitably result in running up our own domestic prices, because 
domestic producers could not be expected to sit still and take 24 cents, 
while we were paying South America 50 cents for copper. 

Senator CapeHart. How many pounds of copper do we use a year?! 

Mr. FietscHMann, 1.3 billion pounds. 

Senator Carenart. So an extra 10 cents would mean $100 million. 

Mr. FLeiscHMann. Those figures are too big for me, but it sounds 
about right. 

Senator Caprnarrt. It is fairly simple, 10 cents on a billion is $100 
million. So if we pay 10 cents a pound, it would cost $100 million. 
I say we have to weigh the benefits to the Nation as a whole in unem- 

ployment, etc., and the taxes that we are going to collect. 
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Senator Moopy. Is it not equally true if we paid the price that 
Chile is now asking for that portion of the copper it would cost us 
more than a quarter of a billion dollars more, and that might move 
the entire copper market up so it would cost a great deal more than 
that ¢ 

Mr. FieiscumMann. That is exactly what we have been afraid of. 
The Chilean pa ed pr ice up to the present time has been 55 cents, and 
up to the present time there has not been any indication that they 
did not mean exactly that. 

Senator Bricker. am furnishing the remainder, the 80 percent at 
the contract rate of 2714 cents, it is only that surplus of 20 percent 
which they, under eke contract, are allowed to withhold. 

Mr. FierscomMann. But you understand, Senator Bricker, we his- 
torically never got that, but we need a portion of that to make up the 
additional demand. 

Senator Bricker. The price situation is not caused by the interna- 
tional bidding at all at the present time ? 

Mr. FietscHMaNnN. Everybody is trying to keep this copper price 
down at the present time. They all feel that 50 cents is too much. 

Senator Bricker. Where are the demands for the copper in the 
other nations of the world ? 

Mr. FietscHMann. The next biggest user is Great Britain, but they 
do not compete very much in the Chilean market because they have 
African and Canadian copper. We also get a share of Canadian 
copper. 

Senator Moopy. Mr. Fleischmann, I am delighted to hear what you 
said about the automebile allocation for the second quarter, as I am 
sure you assume. I would like to ask vou this about the Internationa! 
Materials Conference. Have we bought up to our allocation under 
that IMC either in this quarter, or in the last quarter? Have we pur- 
chased as much as that IMC ? 

Mr. FietscumMann. I said before you came in, Senator, that the 
problem is we have not been able to purchase up to our entitlement, 
as they call it; we have not been able to get the copper at those prices. 

Now, in the other fields covered by IMC, it is, I think, working very 
well; but in copper alone, due to the situation that I have described, 
we have not been able to get what has been allotted us: so our failure 
to meet the need is not in any manner due to the IMC. In my own 
judgment, it would be much worse if it were not for IMC. We would 
almost have to be in a mad speculative race for copper. 

Senator Moopy. That is precisely the point I wanted to bring out. 

Senator Bricker. Are there any other materials that are in short 
supply at the present time that are holding up the program? 

Mr. FietscHMann. Well, the general answer I would give to that 
question is this: There are special alloying metals of which the supply 
is so small that it necessarily conditions the military program. Tf 
there were more, they would do it in a different way. Columbium 
is one of the best alloying elements in jet planes, and all there is 
is turned over to the military. There is no way to expand the pro- 
duetion. 

Senator Bricker. There is no need for it in the domestic field. 

Mr. FieiscuMann. Some goes into the atomic-energy program and, 
oddly enough, to keep DC-6’s in repair. Why I do not know. Other 
than that, there is no use that amounts to anything. 
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Now, we have followed the policy right along of giving the metals 
first to the military, so there is no military program being held up 
by any shortage of metal 

Senator Bricker. Are they getting an adequate supply of the neces- 
sary alloys in the heat-resisting metals? 

Mr, Fierscumann. I would say, over-all, yes. 

Senator Bricker. What about the nickel situation ? 

Mr. FietscuMann. The nickel situation is such that we can take 
care of the military need. That would not be true in the event of 
all-out war at the present time. 

The CHarrman. Well, to make a long story short, I am glad to 
hear you say that the military is getting everything that they can use 
consistently and immediately in the way of heavy metals. 

Mr. FieiscHMANN. That has been the policy we have tried to follow, 
Senator. 

The CHarrMan. You say they have given some back; they have not 
taken up some of it 

Mr. FietscHMann. This additional distribution we are making of 
copper and aluminum today is based on a turn-back of metals from 
the military primarily. 

Senator ScHorrreL. Are we stockpiling nickel at the present time / 

Mr. FieiscuMann. No, sir; we cannot do it in any quantity. We 
do not have enough. 

The Cuatrrman. Are there any further questions, gentlemen ? 

Senator Bricker. A very small percentage of the metals in short 
supply, copper and aluminum, goes into the construction industry or 
building industry; is that right ? 

Mr. FietscHMAnn. Not much aluminum goes into the construction 
industry. Copper, though, is needed, and to some extent there has 
been a shift from copper to aluminum. Many people think, as I do, 
that aluminum will soon be in easier supply, and therefore there are 
electrical applications, wire, and that kind of thing, that can use alumi- 
num, and are using it now. 

The CHarrman. I wish you would file wih the record whatever you 
ean. 

Mr. FietscuMann. If you would like, I can at a later date give the 
committee a very good picture, as good as we can give, of the next 
couple of quarters. 

The CHamman. Would you send that to the committee ? 

Mr. FietiscuMann. I will do that, Mr. Chairman. 

The Cuamman. Governor Martin, will you come forward ? 

It was the thought of the committee to have you here so that you 
could give your opinion of the economic picture as the Federal Reserve 
Board viewed it. We appreciate the fact that regulation X and W, 
and some of those matters are under your jurisdiction. The thought 
of this committee was to have an over-all picture of the way the 
Federal Reserve Board looked at, you might say, the future of America, 

as to its prosperity, as to the necessity for controls, as to what might 
be inflationary, as to what might not be inflationary. Just a general 





discussion, not from the executive branch of the Government. at all, 


but from the Federal Reserve Board. We appreciate you are an 
independent agency, not tied to the Treasury, or anything else. 
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STATEMENT OF WILLIAM McC. MARTIN, JR., CHAIRMAN, BOARD 
OF GOVERNORS OF THE FEDERAL RESERVE SYSTEM, ACCOM- 
PANIED BY R. M. EVANS AND OLIVER S. POWELL, MEMBERS OF 
THE BOARD OF GOVERNORS, AND RALPH A. YOUNG, DIRECTOR 
OF THE DIVISION OF RESEARCH AND STATISTICS 


Mr. Martin. I would like to submit for the record, if I may, a 
memorandum which has been prepared by the staff, which you have 
before vou. 

The CuarrMan. Without objection, that memorandum will be made 
a part of the record. 

(The document above-referred to is as follows :) 


Recent EcoOnNoMic DEVELOPMENTS AND PROSPECTS 


(Division of Research and Statistics, Board of Governors of the Federal Reserve 
System ) 


A year ago economic conditions in the United States were reflecting the effects 
of more than half a year of heetic competitive bidding for commodities, rapid 
credit expansion, and sharply rising prices. With production for defense pur- 
poses increasing rapidly and with total production in the economy already close 
to then existing capacity, the danger that inflationary forces would develop fur- 
ther was great. At the same time, there was basis for hoping that the fiscal, 
monetary, and direct control measures already adopted or then being taken would 
be effective in checking the inflationary spiral. 

Now the situation seems much calmer. Instead of more than a half year of 
inflation just behind us we have nearly a whole year of fairly stable conditions 
at very high levels of output and employment. The general easing of inflationary 
pressures over the past year is indicated by the accompanying chart on prices. 
Prices of basic commodities, such as rubber, wool, tin, and hides, which advanced 
rapidly in the initial rush of buying, declined considerably from early last year 
until midsummer, then fluctuated within a narrow range, and this year have de- 
clined again. These prices are now one-fifth below the peak levels of a year 
ago but still are about one-sixth above the mid-1950 level. All commodity prices 
at wholesale declined moderately and since last summer have been at a level 
4 to 5 percent below the high reached a year ago. Consumer prices after rising 
at an exceptionally rapid rate following the Korean outbreak, leveled off for 
a time last year, but rose again later in the year. In January, however, they were 
unchanged from December and may have slightly declined in February in view of 
the easier situation in markets for food and apparel. Real property values have 
shown little further change since a year ago, except for some rise in farm land 
values. 

The value of total output has continued to expand under the stimulus of in- 
creasing defense expenditures and in the fourth quarter of last year gross na 
tional product was at an annual rate about $30 billion or 10 percent larger than 
a year earlier. In contrast to the previous year when private expenditures in 
creased very sharply, however, most of the increase in national product over 
the past year resulted from larger purchases by the Federal Government. Fed 
eral expenditures for security purposes increased $20 billion. 

The shift in the composition of expenditures last year was reflected in changes 
in industrial production—output at factories and mines. Industries associated 
with the defense program expanded considerably while output of many other 
industries, especially those in the consumer goods field, declined. The declines 
were due to reduced demands of consumers in some instances and to restrictions 
on the use of metals in others. 

Changes in the business inventory situation have played an important role 
in checking inflationary forces over the past year. Nonfarm inventory accumu 
lation which had been large in late 1950 and early 1951 reached an unprecedented 
annual rate of $14 billion in the second quarter of last year. The large in 
ventories provided assurance for a time against shortages and higher prices in 
most lines and meant that resources then being used to produce for stock could 
be freed for production of goods for delivery to customers. Since then, inventory 
accumulation has declined to a rate of about $38 billion annually. 
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Another major influence in curbing inflation has been the restraint exercised 
by consumers after the first quarter of last year, in contrast to earlier hectic 
buying. Although incomes have continued to rise, consumer spending is less 
than a year ago and consumers are saving an unusually high proportion of their 
incomes after taxes. This restraint in buying reflects a number of factors. 
The military situation in Korea has improved and supplies of practically all con- 
sumer goods have continued to be adequate. The imposition of curbs on the use 
of installment credit, as authorized by the Defense Production Act, also con- 
tributed to less urgent consumer demands.- Underlying the greatly reduced 
urgency of consumer demands—and also demands of many businesses—was a 
growing confidence in the ability of responsible authorities to preserve the 
value of the dollar. 

Construction activity was fairly stable throughout 1951, with substantial ad- 
vances in many types of public construction and in private industrial construc- 
tion offsetting reduced residential and commercial construction. Housing starts, 
which had reached the record total of 1.4 million units in 1950, were reduced last 
year to 1.1 million. The decline reflected mainly some tightening of earlier 
very easy financing arrangements. This was due to general measures of credit 
restraint affecting the availability of mortgage funds as well as to selective 
restraints exerted by regulation X and companion regulations of the Federal 
Housing Administration and Veterans’ Administration. 

Business investment in plant and equipment has continued very high despite 
heavy investment since the war, and activity presumably would be greater if 
some construction, especially of a commercial nature, had not been stopped by 
Federal action designed to conserve structural steel. In some industries, how- 
ever, declines in output and in corporate liquidity during 1951 have dampened 
incentive for further expansion of capacity. In general, however, expansion, 
coupled with modernization, has continued at a rapid rate. Expansion in defense 
and defense-related industries has been stimulated by armament contracts and 
by accelerated tax amortization. Stability in the economy during the past year 
in the face of expanding defense outlays cannot be attributed to a slowing down 
in the use of resources for plant expansion. As plants started earlier have come 
into operation, however, they have helped to meet demands for goods, tending 
to check price advances or to bring about price declines. 

Shifts in consumer and business demand, as well as the impact of general 
monetary, credit, and fiscal measures are reflected in credit expansion during 
1951. Bank credit in the aggregate continued to expand substantially, but 
the amount of credit extended to private borrowers since last March was consid- 
erably less than in the latter half of 1950 and early 1951. An increase in business 
loans accounted for the bulk of the increase in all commercial bank loans, and 
during the second half of the year they expanded by only the usual seasonal 
amount, or less than half as much as in the second half of 1950. Defense and 
defense-related businesses, like metal and metal-product manufacturers and 
public utilities, were an important factor in business credit demand at banks 
in the last half of 1951, taking up about half of the business-loan expansion. A 
year earlier borrowing for nondefense purposes—especially for large-scale 
accumulation of inventories of various kinds—was a dominant element in the 
increase in bank loans. 

Real-estate and business financing activities of life-insurance companies and 
real-estate financing by mutual savings banks and savings and loan associations, 
which were very large a year ago, slackened off somewhat last year, but the 
volume of new lending remained high. There was less liquidation of Govern- 
ment securities by these institutions in the second half of the year than pre- 
viously, and new private financing by these institutions was more in line with 
the amount of investment funds available to them from new savings and loan 
repayments. 

As a result of over-all bank credit expansion—including increased holdings of 
Government securities and reversal in the gold outflow at midyear—the privately 
held money supply consisting of demand and time deposits and currency increased 
by a larger amount in 1951 than in 1950. Increased holdings of money by busi- 
nesses and individuals reflected need for larger working balances to finance 
current transactions and increased savings funds temporarily awaiting invest- 
ment. Turn-over of demand deposits, on the other hand, slowed down moderately 
over the last three-quarters of 1951 after rising sharply from early 1950 to the 
spring of 1951. 

The continuing active demand for credit, and the reduction in the availability 
of funds as a result of the more restrictive monetary and credit policies pursued 
during the year caused money rates to rise moderately in 1951. Yields on the 
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jongest-term Government bonds and on high-grade corporate bonds rose about 
one-third of a point to approximately the levels of 1939. Rates charged by 
larger banks on prime loans to business customers which began to rise in the 
latter part of 1950 continued to increase in 1951. 

Over the next few months, the outlook is for little change in general business 
activity. Total inventories are at a high level and capacity to produce is greater 
than ever before. In some lines efforts are being made to reduce stocks further 
and plant expansion is being curtailed. On the other hand, Federal outlays for 
security are continuing to expand and total expenditures for plant and equip- 
ment are expected to remain close to present peak levels. What the course of 
consumer buying may be is one of the important uncertainties for the immediate 
future, but some shift upward seems more likely than a shift downward in view 
of the record levels of consumer incomes, the low level of consumer outlays in 
relation to income, and the recent accumulations of savings in liquid forms. 

Looking further ahead, over the next year or more, international tension seems 
likely to be a continuing powerful influence in the economic situation, even 
though settlement in Korea could lead to further 
markets, 
prospect. 


uncertainty in sensitive 
In any event, large increases in outlays for national security are in 
The defense program has recently been revised and outlays under the 
program are now scheduled to rise less sharply than planned earlier but are 
expected to be maintained on a high plateau for an indefinite period. 

The defense program is well within the physical capacity of the country and 
should permit a continued very high level of production of goods and services for 
nondefense purposes. In view of the generally ample supplies available for 
civilian purposes, further expansion of capacity in basic industries, and the 
likelihood of continued increases in productivity, inflationary developments can 
be contained if appropriate policies are followed to channel resources into 
essential uses and to encourage a continued large volume of savings. 

Scheduled defense expenditures will result in a substantial addition to per- 
sonal incomes after taxes. Even if mobilization authorities were to choose to 
build up our military strength somewhat more slowly than now contemplated, 
the volume of expenditures would still be large and would pose serious problems 
for those concerned with debt management, monetary and credit and other 
stabilization policies. Moreover, factors which helped to prevent inflation last 
year cannot be counted upon in the same degree this year. For example, the 
rate of business inventory accumulation has already been greatly reduced and 
further reductions to offset expansion elsewhere in the economy may be mod- 
erate. Continuation of restraint in consumer spending would contribute sub- 
stantially to the maintenance of stability over the year ahead. 

So far as business demands for credit are concerned, present indications are 
that corporations will again be seeking relatively large amounts of funds from 
external sources. In contrast to the situation from mid-1950 to mid-1951 when 
rapid expansion of inventories and customer receivables required substantial 
amounts of short-term credit from commercial banks and trade suppliers, credit 
demand this year will probably be more largely contined to longer-term funds 
to finance plant and equipment expenditures and to refund previously incurred 
short-term debt. Thus, despite the possibility of some decline in inventory hold- 
ings which would release funds for other purposes, business enterprises may 
seek to finance a larger proportion of their requirements from external sources. 

Substantial declines in demands for mortgage credit are likely if the number 
of new housing units started are reduced below the relatively large number of 
starts last year, as now appears essential in order to maintain over-all stability 
and to limit total construction activity to the supply 


of searce materials ex- 
pected to be available. 


The large volume of savings which may be expected to 
flow into savings banks, insurance companies, and savings and loan associations 
should provide these institutions, which are usually large purchasers of mort- 
sages, with funds that might be attracted into Government securities. 

With the build-up of security expenditures, the Federal fiscal position has been 
vradually shifting from a cash surplus to a substantial cash deficit. The shift 
i the Government's financial position from surplus to deficit emphasizes the 
need for continued use of credit restraint measures for helping to maintain 
stability. For the calendar year 1952, a large Federal cash deficit is in pros- 
pect. In the second half of the year, a period of seasonally low tax receipts 
and growing expenditures, the Government may need to borrow heavily in the 
inarket—possibly more than $10 billion. 

If confidence in the dollar is to be maintained here and abroad, debt manage- 
ment and monetary policies such as will keep to a minimum any inflationary 
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consequences of Federal borrowing will be essential. Every effort will need to 
be made to finance the deficit out of savings. Monetary and credit policies should 
be flexible and capable of being directed promptly and effectively to the restraint 
of inflationary tendencies. 

In conclusion, if appropriate policies are followed, the outlook is that require- 
ments of the defense program can be met without further inflation, while per- 
mitting a large volume of goods and services for consumer and business use 
Debt management, credit and monetary policies will be especially important tools 
for maintaining economic stability and encouraging orderly growth in the period 
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Mr. Martin. You have asked me to testify this afternoon on the 
over-all state of the economy rather than on those sections of the De- 
fense Production Act with which the Federal Reserve System is di- 
rectly concerned. The views of the Board of Governors with respect 
to the act will be submitted to the committee in a separate memoran- 
dum. Accordingly, I shall undertake to present my personal views 
on the economic and financial problems facing the country. 

The Cuamrman. The committee does want the over-all picture of 
the economy of this country, as to whether you see inflationary trends, 
deflationary, or just what does the Board think ? 

Mr. Martin. Before the end of the week we will have a memoran- 
dum for you on the specific portions of the Defense Production Act 
under our supervision. 

The Cuarrman. Without objection, when that memorandum comes 
up here it will be made a part of the record. 

(The memorandum referred to follows :) 


STATEMENT ON BEHALF OF THE BoArD OF GOVERNORS OF THE FEDERAL RESERVE 
SYSTEM WITH RESPECT TO THE EXTENSION OF THE DEFENSE PrRopuUCTION ACT OF 
1950, Marcu 4, 1952 


The primary concern of the Board of Governors of the Federal Reserve System 
is to contribute through credit and monetary policy to the maintenance of sound 
financial conditions and an economic environment favorable to the highest pos- 
sible degree of sustained production and employment. It is essential to the 
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attainment of these objectives that confidence be maintained in the purchasing 
power of the country’s currency.. Probably the most important single factor 
contributing to economic stability or instability in our country today is the 
fiscal position of the Federal Government. A cash surplus on the part of the 
Federal Government produces powerful anti-inflationary effects which can op- 
erate to balance in whole or in part a high level of private spending. <A Federal 
deficit carries with it a strong inflationary impact on the economy which tends to 
result in bank credit expansion and an upward spiral of prices unless it is bal- 
anced by reductions in private spending. 

In periods when there is generally a high level of economie activity and in- 
flationary forces predominate, or threaten to predominate, a balanced budget 
or, preferably a surplus, is certainly the greatest contribution which the Govern- 
ment can make to economic stability, but the budget estimates which have been 
submitted to Congress indicate a cash deficit of $10 billion—or more—in the 
vear ahead. This may be reduced either by increasing taxes or reducing expendi 
tures. The members of your committee are in a better position to evaluate the 
likelihood and extent of such changes than we are. However, it must be borne 
in mind that a large part of the cash disbursements of the Government in the 
remainder of 1952 will be pursuant to appropriations already on the books. In 
the event we are not faced with a deficit, the problem of inflation would certainly 
be substantially diminished. On the other hand, if the Government will be 
spending $10 billion more than it takes in during the last 6 months of 1952, the 
inflationary potential in this period will be serious. 

As Chairman Martin pointed out in his statement to your committee, the thing 
we must attempt to do, if we cannot avoid a deficit, is to finance the necessary 
borrowing from real savings, rather than by borrowing from the banking system. 
The efforts of the Board of Governors -of the Federal Reserve System to this end 
will be exerted primarily through other instruments than those authorized by 
the Defense Production Act. Our main reliance must be on discount and open 
market operations. The roles of regulation W, regulation X, and the voluntary 
credit-restraint program are supplementary and would not be sufficiently effective 
without appropriate measures of general credit regulation. We believe that 
regulation of installment and real-estate credit and voluntary restraint by credit- 
granting institutions of loans which are not vital to the defense effort are effective 
and necessary parts of an anti-inflationary program. 

There are four sections of the Defense Production Act under which the Federal 
Reserve System has a responsibility, either directly or by delegation from the 
President. 

1. The Board has issued and administered regulation W which prescribes 
maximum maturities and minimum down payments for certain installment-credit 
transactions. 

2. Jointly with the Housing and Home Finance Administrator the Board is 
responsible for the regulation of real estate construction credit. 

3. A program of voluntary credit restraint on the part of private lenders 
directed to the discouragement of nonessential loans during the present emergency 
is sponsored by the Board. 

4. The Federal Reserve banks act as fiscal agents in connection with loans to 
defense contractors, guaranteed by procurement agencies, and the Board is 
responsible for the establishment of rates and fees in connection with such 
loans. This is the program which is popularly referred to as the V-loan program, 


CONSUMER CREDIT 


While there are difficult and onerous problems associated with regulation W, 
the regulation of installment credit has proved a useful supplement to general 
measures directed toward the stabilization of our economy. Consumer credit 
is relatively unresponsive to the effects of general credit instruments; the ex- 
pansion of such credit adds to general inflationary pressures and, in the absence 
of selective regulation, might require a more aggressive use of general credit 
instruments than would otherwise be necessary or desirable. It was the dra 
matic experience with stock market credit in the 1920's, along just these lines, 
that led Congress to provide permanent authority to regulate that type of credit 
selectively. 

The use of consumer credit, particularly installment credit, is closely related 
to the level of current income and anticipated future income: in inflationary 
periods when incomes are rising, consumer willingness to incur debt is strong. 
While the total volume of consumer installment credit outstanding has not 





| 














DEFENSE PRODUCTION ACT AMENDMENTS OF 1952 83 


risen sharply in recent months, installment credit is being extended at a very 
high rate, and an increase in consumer demand might well call for more restric- 
tive terms than the Board now has authority to establish. 

Accordingly, we recommend that the basic authority contained in the 
Defense Production Act of 1950 be extended and that the limitations placed on 
the Board’s authority to fix appropriate terms imposed by the Defense Production 
Act amendments of 1951 be deleted. 

It is sometimes argued that if a serious situation should develop Congress 
might pass appropriate legislation at that time. In evaluating this possibility 
we must consider the period with which we are most concerned at the moment 
the last half of 1952. It is unlikely that Congress will be in session in that 
period, and, if it were, it would be because it was faced with a host of other 
vital matters calling for its immediate attention. Yet, if there is a resurgence 
of inflationary forces, prompt action would be most important. Consumer install- 
ment credit is a highly volatile segment of the credit picture, as indicated by the 
substantial increase—a rate of almost $500,000,000 per month during the period 
in 1950 when the Defense Production Act was under consideration by the Congress. 

In addition to the restoration of more flexible authority over down payments 
and maturities, we would also recommend the removal of the present trade-in 
requirement, primarily on administrative grounds and as a matter of equity 
among competitors. In the event this restriction is removed the Board will 
retain the present provision in its regulation pending consultation with the 
trade for the purpose of drafting a workable and equitable trade-in provision 
which would be in line with the objective Congress intended to accomplish by 
the existing requirement. 


REAL ESTATE CREDII 


We are advised that because of material limitations the officials of the Gov- 
ernment primarily concerned with the production of housing are agreed that new 
starts in 1952 will have to be eut back considerably from the 1,100,000 units 
started in 1951. From the point of view of financing the defense program and 
maintaining a reasonable balance between real savings and investment expendi- 
tures in the economy, it is likely that this is also necessary if the program is to 
be financed without contributing dangerously to inflationary pressures through 
credit expansion. 

In our opinion the most effective way of limiting credit extensions in the real 
estate field, and at the same time holding new construction activity to levels 
which would be generally consistent with the availability of materials, is through 
the prescription of appropriate down-payment and repayment terms with respect 
to real estate financing. Regulation X, like Regulation W, can supplement 
effectively both general credit policy and the program for material conservation 
and allocation. 

Generally in 1952 demands for housing and mortgage credit are likely to 
continue strong if the expanding defense program maintains or increases in- 
comes and economic activity generally. Under existing credit regulations, de 
mand for old houses will probably continue not far below recent near-record 
levels and demand for new houses may well exceed the supply that can be 
built with the available materials. Mortgage money, though not as easy as in 
late 1949 and most of 1950, could be large enough to support these demands. 
This level of real estate activity would create further upward pressure on real 
estate price and building costs. 

Under the circumstances, it seems to us that it would be taking a dangerous 
and unnecessary risk to move into the period ahead without more flexible author- 
ity to regulate down payments and maturities in both the Government-aided and 
conventional mortgage lending fields. Therefore, we recommend that both see- 
tion 602 and section 605 be extended without the limitations placed on them 
in the Defense Housing and Community Facilities and Services Act of 1951. 


VOLUNTARY CREDIT RESTRAINT 


The program of voluntary credit restraint has made a substantial contribu- 
tion to the control of inflation during the last year. While it is impossible to 
measure statistically the nonessential loans which have been eliminated through 
this mechanism, our practical experience with the program leaves little doubt 
that they are numerous and amount to many millions of dollars, Further, the 
National Voluntary Credit Restraint Committee and its regional committees 
have made an invaluable contribution in bringing home to the cooperating 
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lending institutions the importance of the effect of their combined lending 
activity and the vital necessity of directing our financial resources to the most 
essential uses in the present period. Authorization for this program should be 
continued. 

A more detailed evaluation of the role of selective credit regulation is con- 
tained in the Board’s replies to questions 38 to 42 in the series of questions asked 
by the Subcommittee on General Credit Control and Debt Management of the 
Joint Committee on the Economic Report. These are found on pages 402-460 of 
part 1 of the joint committee print. 


V-LOAN PROGRAM 


This program is successively discharging the function for which it was in- 
tended. It is very helpful to smaller contractors, and may be needed to an in- 
creasing extent as defense production moves forward. The continuation of this 
program throughout the period of intensive defense production activity seems 
to us to be highly desirable. 

Senator Scnorrret. Mr. Martin, may I ask this? You generally 
and specifically concur with the staff memorandum on the general 
economic situation, do you? 

Mr. Marti. I do, sir. 

The Cuatrman. Do all the Governors concur? 

Mr. Martin. Yes: all the Governors concur. 

The Cuarrman. There is no dispute among the Board as to the 
staff memorandum ? 

Mr. Martin. The staff memorandum has not been reviewed by the 
Board, as such, but at the moment I do not think there is the slightest 
doubt that it represents the views of the Board. 

The CuarMan. Will the Board review it? 

Mr. Martin. The Board will review it, but there are three of us 
here today, and I am quite confident 

The CuamrMan. We just wanted to know for the record. 

Mr. Martin. Fora full year there has been abatement of the surging 
inflationary pressures that developed after the outbreak of hostilities 
in Korea. During that year the annual rate of expenditures on this 
program has risen by about $20 billion. The expansion of outlays 
on private accounts to enlarge our defense supporting industrial base 
is also well advanced. We think this record is impressive. 

Senator Futsricur. Could we have the members identified ? 

Mr. Marrin. Governor Evans and Governor Powell are here, and 
Mr. Ralph Young, who is head of our Division of Research and 
Statistics. 

The abatement of inflationary forces has reflected a variety of de- 
velopments in the economy generally, including the application of re- 
straints. They are dealt with in more detail in the memorandum pre- 
pared by the Board’s staff. We feel that the Federal Reserve has 
played a part in the salutary result, not the principal part, but an 
indispensable part. In the period ahead defense spending will rise 
to its peak, with major impact on the economy. I will not attempt 
to forecast what the consequences of that impact will be. It is clear, 
however, that the present is not a time to dispense with the tools that 
are necessary for the restraint of inflation. 

I do not think anyone can confidently forecast the period ahead or 
the repercussions on the economy of the defense program on which 
we have embarked. The forces involved are complex. Who at this 
time last year thought that inflationary pressures were at a peak, at 
least temporarily, and that the year ahead would be characterized by 
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the relative stability that was, in fact, achieved? This experience 
well illustrates the hazards of forecasting. The most we can do in 
surveying the future is to lay out the nature of the problems that 
may be presented and prepare ourselves to deal with them as com- 
petently as we can. 

Large as it is, our defense program is within our physical capacity as 
a Nation. We have available the manpower, the equipment, the raw 
materials and the know-how, to carry the program and to maintain a 
high standard of living. Such misgivings as I have, relate more to 
the financial than to the physical problem. Our taxes are already 
heavy, yet they are not suflicient to cover total Federal expenditures. 
During the last half of this calendar year we will face the problem of 
financing a large and growing Federal deficit. We all know that if 
the deficit is financed ‘by borrowing from the banking system such 
borrowing will increase the volume of bank deposits and thus inflate 
further the money supply. Our major problem will be to find ways 
and means of finaneing the deficit by borrowing individual institu- 
tional and corporate savings. The savings are there. If sav ing con- 
tinues in its present volume, this can be done. The program will be 
within our financial as well as our physical capacity. 

During the past year the American people have saved at unusually 
high rates. Otherwise, inflationary pressures would have been great. 
The task ahead is to do everything possible to encourage continued 
high savings and their investment in Government securities. In this 
way the deficit that looms can be financed without resort to the infla- 
tionary process of creating additional supplies of bank credit. This 
view of the problem is fully shared by the Treasury. We see eye to 
eye on this problem and are cooperating together to develop an effec- 
tive program to deal with it. 

Senator Fuusrient. That will mean a higher interest rate? 

Mr. Martin. It may, Senator. Or revisions in the savings bond 
program, for example. It might not entail altogether higher interest 
rates, 

Senator Fciericut. But you not only have this new deficit to 
finance, but the refinancing of a substantial part of the existing debt. 

Mr. Marri. The last refinanc ing that was announced, the "Treas- 
ry passed the call on the two-and-a-quarters, and put out a bond, the 
first one since 1945, at two and three-eights percent. When we try to 
compute the total over-all cost of the Federal debt, it is pretty difficult 
to do it, as that moves up and down. 

Senator Futsrigutr. Were those bonds taken by the public, or the 
hanks? 

Mr. Martin. The banks held more than half of the maturing issue 
and probably the refunding included more bank than nonbank 
exchanges, 

Senator Futsrient. Is the public buying more than it is cashing in 
how ¢ 

Mr. Martin. I do not have the figures on that. 

Senator Dovetas. Were not approximately 5.6 billion in savings 
bonds cashed in 1951 and 5.1 purchased, so there was a net. loss of 
saving of about half a billion? 

Mr. Martin. Yes. . 

— Fuusrient. That is still continuing? There has been no 
change ¢ 
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Mr. Martin. There has been no change. There was a little im 
provement in the early part of January. 

Senator Futsrienr. And there is an additional amount being taken 
up by the banks, the Federal Reserve Board or the banks ? 

Mr. Martin. The Treasury has not had to go out for new money, 
and the refinancing has been successful. It may later have to pick up 
additional money , but so far it has not had to do that. ; 

Senator Futsricur. I just do not see what you are going to do, 
what other incentive you can hold out to people to purchase mane, 
private people. If what you cited has been the case in the last 
year 

Mr. Martin. Well, you can use tax exemption. I do not want to 
take over the job of the Treasury here on what they intend to offer in 
the way of securities, but they will have to be competitive in the mar- 
ket if we are going to get the money. 

Senator Futsrientr. The answer will be that they will have to come 
up with something. If they have been cashing at a greater rate than 
purchasing, how are you going to meet that ? 

Mr. Marri. Unless there is an accumulation of funds that will 
flow into investment and reduce the interest rate 

Senator Futsricnur. Does the large Federal debt reduce your op- 
portunity for financing at a low rate of interest ? 

Mr. Martin. No. 

Senator Futsricur. It is going to be more difficult to unload bonds 
at the existing rate, is it not? It seems to me that it will have to be 
that way. 

Mr. Marri. I certainly think that is the tendency, but I do not 
want to speak for the Treasury. 

Senator Futpricur. You are our agent to keep under control the 
monetary supply, are you not ?¢ 

Mr. Martin. That is what we are trying to do. 

Senator Futsrient. I just wanted to understand you. 

Mr. Martin. Well, what I am trying to say here is that the Treas- 
ury and the Federal Reserve are working very closely to determine 
what is necessary to attract these savings into Government bonds. 

Senator Fursrreat. Now, what, besides the better interest rate, 
would attract money into bonds? 

Mr. Martin. Tax exemption is one possibility. 

Senator Futsricur. Revive the tax exemption of Federal bonds. 

Mr. Martin. It could be extended. I am not advocating it. You 
asked me what might be done in addition. You might get the money 
at a lower rate by tax exemption. You are certainly doing it through 
other tax-exempt securities. 

Senator Futpricur. Is there any other alternative ? 

Mr. Martin. The voluntary credit restraint program can help to 
set aside or defer less essential projects and thus make more funds 
available. 

Senator Fu.srienr. Do you not already have that in effect? The 
banks are working under a voluntary credit policy now, are they not! 

Mr. Powrtn. Yes, senator; but looking into the future, we are 
starting this week on a definite additional part of our program to set 
aside, if we can through our voluntary channels, more of the savings 
of the public for the coming year specifically so that there will be 
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more funds available outside of the banks to buy Government securi- 
ties. What our success will be with that, I don’t know. 
Senator Bricker. That would supplement the personal savings of 
') the country. 
a Mr. Powe. It will channel more personal savings into Govern- 
ment securities, we oe, and less into postponable private projects. 
Senator Bricker. Saving money that would otherwise be spent, 
and adding to the already high rate of personal savings that has been 
going on for the last 6 to 8 months. 
Senator Moopy. Would not another alternative be to rescind tax 
exemption on other bonds ? 
Mr. Martin. Yes; I agree with that. 
Senator Futsrientr. You mean muncipal bonds? 

3 Senator Carenartr. The States would like that. 

i Senator Bricker. Yes, that is simply another effort to drive down 
your local Governments, the Federal Government taxing local Govy- 
ernment in every way it can and preventing the local Government 
from taxing anybody else. 

Mr. Martin. The Federal Reserve Board as such, has not taken a 
position on the elimination of tax exemption. I have personally felt 
we have too many tax-exempt securities. That is a personal view, 
not that of the Board. 

Senator Doveias. I do not know whether you want to be inter- 
rupted again. 

Mr. Martin. Iam glad to be interrupted, Senator. 

Senator DoveLas. You seem to accept the deficit as an accomplished 
fact, and then raise the question how can we best deal with this, 
namely prevent having bonds subscribed by banks? Would it not 
ie be much simpler if we did not have the deficit at all? 

a Mr. Martin. It certainly would if the deficit is eliminated—I am 
trying to face realistically the problem as we see it at the moment. 

Senator Dova.as. | hope we are not as realistic as we seem to 
assume. I think there is too much of a fatalistic attitude that we 
are going to have a big deficit. It reminded me of the fellow in Maine 
walking down the ¢ ountry road looking disconsolate and being asked, 
“What is wrong with you?” He said, “I am going down to Bangor to 
get drunk, and gosh, how I do hate it.” 

Senator Bricker. The fact is the action of Congress in the last 
few years has not given encouragement except to the assumption 
that Mr. Martin has made, as we have found out. 

Senator Futprieur. You on the Federal Reserve would like to see 
the deficit cut down, would you not ? 

Mr. Martin. We certainly would. 

Senator Fursricutr. You would do anything to decrease the pro- 
posed deficit ? 

Mr. Martin. I would like to see the deficit entirely eliminated. 

Senator Frear. Would the Senator from Arkansas be willing to 
take all the money from tide lands to go to the Government to—— 

Senator Futsricnr. I am willing. I do not have any tidelands in 
iv State. 

Senator Frear. I thought that would not be too great a concession 
for you to make. 

Senator Futsricur. I will go along with some others, too. 
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If you don’t stress the importance of the deficit, I do not know 
who will. If you do not think it is an important matter, certain|) 
the Congress is going to have a difficult enough time, anyway. 

Senator Doveias. We are looking for moral support. 

Senator Fu.srienr. I assumed the Federal Reserve thought it was 
a very serious matter, you will probably have it year after year. If 
we have it this year, we will Likely have one next year and the follow 
ing year. 

Mr. Martin. If you do not mind, if you will let me finish this state 
ment, I will reopen the discussion of that. 

Senator Carenart. Why does not the Federal Reserve Board rec 
ommend to every Senator and every Congressman that they balance the 
budget by reducing expenditures to the ‘anticipated tax income at the 
present rate? W hy do you not do that as directors of the Federa! 
Reserve, because the Congress, and the Congress only, are responsible 
for expenditures, and they can either increase them or decerease then: 
any time they want to do it. 

Mr. Martin. I do not think the Federal Reserve ought to take over 
the budget. 

Senator Carenart. I think as an independent agency, an arm of 
the Congress, if you feel that deficit is a bad thing, you ought to make 
that recommendation. In other words, which is the worst, to con- 
tinually pile up a deficit here year in and year out or to cut expendi- 
tures to fit the income ? 

Mr. Martin. Well, we have had to run deficits in time of war, 
Senator. 

Senator CareHarr. But we are not at war, so they tell us. 

Mr. Martin. Well, that isan assessment of the situation. 

Senator Carenart. I know, but I think you have a responsibility 
to make such a recommendation to the Congress, if you feel that way 
about it. I cannot help but feel that you do, because the Congress— 
in other words, all the individual Members of the Congress need to 
do—and that applies to the Representatives and Senators—is to go 
home and take a good look at themselves in the mirror, and they wiil 
tind out who is responsible for the huge expenditures and deficit. The 
President does not appropri: ute the money. He asks for it, and uses 
a lot of pressure to get it, but in the final analysis there is one thing 
the Congress of the “United States still has the right and that is to 
control and handle the » appropriations. 

We get no support, you see, from the Federal Reserve or the 
Treasury, or anyone else. All we get is that you think it is bad, but 
no positive recommendation. 

I think the individual Senator needs some help. 

Senator Roserrson. I do not think it is the function of the Federa! 
Reserve Board to tell the Congress how much we should spend on 
the military, or international cooperation, because that is where the 
big expenditures are. Out of this $85.5 billion budget, I will guaran 
tee the Congress will not cut domestic expenditures more than about 

. billion dollars. One bill went through the House yesterday, ove 
$2 billion out of some $13 billion for domestic spending, and how 
much did they cut it? $74 million out of over $2 billion. 

Senator Fursrienr. My own feeling is I do not think they should 
try to undertake to tell us how and where to cut it, but you can tell u- 
the seriousness of running into debt, and what is likely to happen as a 
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general principle. It is a serious matter, or it is not. In your judg- 
ment, what is likely to be in prospect for us if we accept the deficit 
which has been proposed ? 

Senator Roserrson. They can tell us the dangers of inflation, and the 
military can tell us the dangers of getting our brains beat out, and then 
we can decide between the two. 

Senator Bricker. Mr. Martin, you say this view of the problem is 
shared fully by the Treasury. You see eye to eye on this problem and 
are cooperating together in an effective program to deal with it. 

Of course, we have dealt with the interest rate and argued all around 
it. Is there a definite policy on the bond-support market ¢ 

Mr. Martin. On the support of the bond market? We are main- 
taining an orderly market, Senator, but we are not pegging bonds. 

Senator Bricker. You are buying some bonds, though, to stabilize 
or create an orderly market. 

Mr. Martin. To make an orderly market. 

Senator Bricker. Have you any definite program for the future on 
that? Are you going to continue to maintain an orderly market, or 
will there have to be a point at which you peg thie market and determine 
interest rates, or not? Have you and the Board decided on a definite 
program ¢ 

Mr. Martin. No; we cannot give you a program. 

Senator Bricker. Is ita changing program / 

Mr. Martin. It is a program that in essence is illustrated by the 
recent Treasury refinancing. I think that was the most constructive, 
and one which the Federal Reserve concurred in completely, that has 
been undertaken since I have been in office. The Treasury was faced 
for the balance of the year, at the start of March, with a refinancing 
program of nearly $55 billion, plus whatever new money would be 
needed as a result of this deficit. Now, by passing the call on the 21, 
percent issue of a billion and a half and the 2 percent bonds callable 
this year, and issuing in exchange for the 214 percent bonds a 2% 
percent 5- to 7-year bond, which was taken up about 90 percent, and 
re funding the certificates maturing on April 1, you eliminated out 
* that $55 billion refinancing for the balance of the year everything 
but 19.6 billion of 17 percent certificates in five issues beginning July 
|, so that we have the period between now and July 1, depe nding upon 
what the Treasury new money needs are, to determine a program. I 
want to say that the Treasury has been having a series of meetings 
in which the Federal Reserve has been participating, with insurance 
company people, with savings bond people, with some pension fund 

people, with other people, not to try to sell them anything, but to 
explore what is the best way of getting this money from nonbank 
investors, 

Now, that is as far as I can go at the moment in talking about the 
Treasury, and the Federal Reserve seeing eye to eye on the problem of 
financing the deficit without resorting to the inflationary process of 
creating additional supplies of bank credit. 

At what point new money will be needed, it is impossible to forecast 
accurately at the moment. The Treasury will be taking in heavy 
receipts on March 15, and we want to do everything we can to see 
that the money market is maintained properly through that period. 
Then the rate at which expenditures go out after that will create a 
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new money problem, or not, depending on what the level of expendi- 
tures is. That problem will have to be faced up to when it comes. 

Senator Bricker. The problem, if there is no deficit, then would 
not be a serious one. 

Mr. Martin. Not at the moment. 

The CHarrMan. No deficit this year. 

Mr. Martin. For this fiscal year, the estimates vary. I do not 
think we are going to know until the Ist of May whether there is 
going to be any new money needed at all by the Treasury in this fiscal 
year. 

The Cratrman. Does it look as though the expenditures of the 
military might make it possible there will not be any deficit ? 

Mr. Martin. Yes, sir. If I could, I would like to finish my state- 
ment, because I think IT will cover some of these points in it. 

The CHarrMan. Go ahead. 

Mr. Martin. You have before you the official forecasts of the 
deficit as contained in the President’s budget message. That was 
prepared some time ago and it may be that the deficit will turn out 
to be materially lower than the official forecast, due to slower rate 
of spending by the defense agencies. 

Senator Bricker. Is there any indication of greater income from 
present taxes than estimated ? 

Mr. Martin. We have not seen it vet. Senator. 

Mr. Youne. It may turn out to be. 

Senator Bricker. But there is no assurance. 

Mr. Youna. Not yet. It will take to March 15 before that can 
be seen. 

Mr. Martin. On the other hand, the outlays for military equip- 
ment may mount rapidly as bottlenecks are cleared away, sufficiently 

rapidly to catch up with the rate of spending assumed in the budget 
estimates. I think the essential nature of the problem at hand re- 
mains the same regardless of which view may turn out to be more 
nearly right. The blunt fact is that even if the more moderate 
estimates should be realized and expenditures are less than the esti- 
mates, we will face a deficit financing problem that can create serious 
inflationary pressures if the deficit were financed through the bank- 
ing system. 

The most optimistic estimates of our budgetary position still leave 
the Government with a financing problem of large magnitude. Every 
increase in the deficit increases that problem. Moreover, we do not 
know what will happen internationally. There is a tendency just 
now to think that the immediate danger abroad is less . While we all 
hope that the danger is in fact less, we cannot run the risk of relying 
on that hope. 

You will probably hear from some observers who feel that the 
danger of a further resurgence of inflation is past or nearly past. 

They are impressed by the many soft spots in the economy and by the 
slide of sensitive prices during recent weeks. It is true that there are 
soft spots in the economy and that some prices are weak. These re- 
flect situations such as Detroit where cut-backs in the use of essential 
materials have resulted in cut-backs in employment. Soft spots of 
this type do not mean that inflationary pressures are over. The de- 


fense agencies are moving rapidly to place contracts in these areas, 
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and there will be a gradual lifting of restrictions on civilian output 
as supplies of materials become available. 

Some soft spots in the economy today, such as in the textile indus- 
try, reflect excessive buying in the period immediately following 
Korea rather than the effect of cut-backs in the use of essential mate- 
rials. For about 8 months following Korea, consumers and business- 
men were on a buying spree. They thought that a full war economy 
was in the making and that all sorts of commodities would be scarce. 
They thought that prices could only go up. It was a period of reck- 
less spending and borrowing. It has left a lot of headaches, espe- 
cially among businesses that borrowed too much to acquire inven- 
tories at prices that are now demonstrated to have been too high; head- 
aches in expansion plans that proved too large to carry out efliciently ; 
headaches in the form of large holdings of receivables and of inven- 
tories of finished products when customer markets turned sluggish. 

The CHarrman. Are they liquidating those inventories now 4 

Mr. Marrin. There has been quite a reduction in inventories, but 
the inventory level is still high. They have been liquidating them, 
however. 

It is fortunate that this situation was not even worse. You can- 
not have a period of reckless private spending such as occurred in 
this country immediately after Korea without an aftermath. 

Now I do not know how long it will take to get over these head- 
aches. I do feel, however, that it would be a great mistake to think 
that because of them we should be complacent about the deficit on 
the theory that just a little touch of further inflation would do no 
harm. The prospective deficit and the continued “take” required 
for defense are too large to take that risk. Furthermore, the inter- 
national situation is too tense. This program is going to cost a lot 
of money for a long time. We must carry it out without further in- 
flation. Neither this country nor the world can afford to lose confi- 
dence in the dollar. 

I wonder if we fully appreciate the significance of the dollar and 
what it stands for in the world today. For several years I was im- 
mersed in our foreign financial dealings at the Treasury and I learned 
at first hand, day by day, what the dollar really means in a world of 
currencies that are in many cases all too we: ak. The dollar holds a 
pivotal position in the financi: al reconstruction of the free world today. 
[t signifies far more than the material and military might of the 
United States. It symbolizes the moral strength of the American 
people and their determination to preserve its integrity. 

Now, I might just add, Senator F one on our point in talking 
about the Treasury cooperating with the Federal on this program, 
our joint efforts are directed toward preserving the purchasing power 
of the dollar. Whether the deficit can be closed, or whether some new 
money has to be raised we want to work with the Treasury to finance 
it in a noninflationary way. 

Senator Bricker. But you cannot take orders from the Treasury 
and do that. 

Mr, Martin. Well, we are working quite closely with them, sir. 

Senator Bricker. You have to have your say. That is your job, 
not the Treasury’s job. 
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Mr. Marrix. The Treasury has the responsibility for debt matters. 
and we have to see that the debt management and the monetary and 
credit controls are meshed. We want to restrict the creation of an 
additional supply of money seca the banking system, and credit. 

Senator Fursricut. Is it not a question of which is most important 
at this time? They are both involved. Maintaining a relatively 
low cost of debt management; in other words, the interest on the debt. 
or controlling the supply of money, monetizing the debt. You have 
to make that choice, do you not? At this particular time I would 
assume it is more important to prevent an increase in the supply of 
money. 

Mr. Martin. I think the Treasury is in accord with that view, 
Senator. 

Senator Futsricur. I thought that was what the big fight was about 
before. 

Mr. Marrin. I personally do not think there is any fight at the 
moment, 

Senator Fursricur. Last year there was a difference of opinion, 
at least everybody seemed to think so. 

Mr. Marry. Ido not want to rehash — 


Senator Funtpsricur. No: neither do I. All I want is a definite 
statement as to how you view the proposed deficit. You said a mo 
ment ago we have de fieits duri ing awar. That seems to be a different 


situation. The very fact that we do not have a general war means 
there is not likely to be a terminal poimt which makes it much more 
serious than if we were in a war and expected to have a deficit for 
only a few years. This cold war might continue, might it not ¢ 

Mr. Martin. It might indeed. 

Senator Futsricur. In fact, most people do not want to have a 
hot war, and therefore feel we should maintain this, if we can, over 
a long period, and that is what makes the deficit look so serious, 
because it might recur for a long time. 

Mr. Marri. If I have said anything that implies that I do not 
take the deficit seriously, I want to correct it. LT take it very seriously : 
in fact, so seriously that I think it must be financed from available 
savings. 

Senator Dovenas. Is it not still better to eliminate it?’ Why do 
you accept this as an inevitable evil we must suffer / 

Mr. Martin. I do not want to pass judgment, Senator, on how 
serious the situation is in the world today in relation to the military 
program. Iam not ina position to pass judgment on that. 

Senator Benron. If we can readily live up to your last paragraph, 
why worry about the deficit? In effect, you tell us in the last para 
graph that there are techniques and ways by which the dollar ca 
maintain its pivotal position. If we could do all that without resort 
ing to the unpleasantness of balancing the budget, why should we 
have to balance the budget ? 

Mr. Martin. You will have to pay for it ultimately. This is just 
postponement. 

Senator Benron. That is not clear in the presentation made here 
it does not seem clear to me. It sounds as if there is some way we are 
voing to avoid taking our medicine. That is what your closing para 
graph sounds like, that you have some scheme here that is going to 
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relieve us of this unpleasantness of cutting back expe onditures, raising 
taxes, and closing this deficit. 

Mr. Martin. T think you can finance the presently contemplated 
deficit, if it is decided that this program is essential to our ultimate 
welfare. I think you can finance that deficit out of available savings 
by a debt-management program which will not seriously add to the 
dollar supply. 

Senator Benron. You think that can be done this year. Can it be 
done a second year ¢ 

Mr. Marrrn. I think it can be done this year. 

Senator Benron. Can it be done a second year, a third year. or at 
what point will you have to pay for it 

Mr. Martin. There will come a point where you cannot do that 
indefinitely. 

Senator Benton. What is that point? 

Mr. Martin. I would not have any way of forecasting it at the 
moment, Senator, It would depend a little bit on the availability of 

avings and how your program is meshed into the financing problem. 

Senator Brenron. But there is an end to this road, whether it 1: 
Bangor, or wherever it is. You come to ane - some place along the 
ine When, as you put it, you have to pay for i 

Mr. Marrix. You have to pay the peop . ‘you borrow the Mone 
from at some point. 

Senator Doucnias. Mr. Martin, that is just the point, What vou 
are saving is we can avoid borrowing from banks, and hence creating 
nflation, if we can get individuals and corporate entities to subscribe 
to the new bond issues. 

But that will divert capital from the field of private investment. 
mid will mean that investment in machines, factories, and so forth, 
will be less, and hence the productivity equipment of the country °% 
or + years from now would be less than it otherwise would have been 

Now, is it not much better to have savings out of income put into 
capital instruments, and to have current governmental expenditures 
met out of taxes 4 

Mr. Martin. In my judgment it is infinitely better, but if it is 
decided that this program ts essential to our national welfare, T still 
say it is within our capability; that we will have to restrict private 
nvestment and the Government's take for the defense program to 
what can be obtained from the savings of the people, and we will 
have to promote a high level of savings. 

Senator Dovcias. What we already see as members of the Senate 
is this tremendous drive upon us from the appropriating agencies. 

Secretary of Defense Lovett, a very fine man, appeared and virtually 
carved notice that we could not cut a dollar off the defense appropria 


tions without eg the security of the United States. Mr. 
\cheson made his speech implying that we must appropriate the 
full $1014 billion for oreign aid and I assume the President will take 


1 } 


airwaves and make the same statement. 
On every single appropriation a similar claim will be made, so that 
we are a very thin line trying to defend the financial solvency of the 
country, and we would like emotional and spiritual reenforcement 
before we are sent out to die. 

Senator Scrorrrer. Mr. Martin, on this question of more savings, 
do you gentlemen of this Board have any ideas about further re- 
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striction of credit on the part of the purchasing public by tightening 
up some of these regulations ¢ 

Mr. Martin. We cannot tighten W and X, Senator. 

Senator Scuorrren. 1 mean recommendations along that line. 

Mr. Marrrn. At the moment, I do not think that we would wish 
to tighten those regulations. However, I have with me Governo: 
Evans, who has been handling that program. 

The CHamMan. You know it has been suggested that we tighte: 
them. 

Mr. Martin. That bill, Senator, would give us flexibility to 
tighten if we wish to. 

The Cuatrman. Gives you the power 

Mr. Martin. It gives us the power. Today we have no power. 

Senator Scuorrret. That was the thing I wanted to know. If you 
get that measure, what do you intend to do under it? Is it your 
judgment it ought to be tightened, or not? 

Mr. Martin. At the moment, Senator, I would not wish to tighten 
those regulations, but I will ask Governor Evans to speak on that. 

The Cnamman. At the moment you do not think it is necessary / 

Mr. Martin. That would be my position at the moment. 

The Cuarrman. If we have a law on the statute books, an amend- 
ment could be introduced to give you the power to tighten it. It 
would take some time, I erant you, so your reason in acquiescing, | 
presume, in the request giving you power at this time was for that 
reason. 

Mr. Martin. We think it would be wiser for us to have that power, 
yes, sir. 

* The Cuatrman. Though you see no need of using it as of today. 

Senator Carenarr. Mr. Martin, regulations X and W are a credit 
formula. What you are asking us to do is to permit you to accept 
that responsibility. 

Mr. Martin. I think that is sounder administration. 

Senator Carenart. In other words, you think you are more wise 
than we are. 

Mr. Martin. No. 

Senator Carenart. That can be the only inference. 

Mr. Martin. I do not think we are wiser, Senator. I think we are 
living with the problem, and I think we ought to have—— 

Senator CareHarr. Suppose we are the boards of directors, we write 
the formula and you are living with it, as you say, and you find the 
formula does need change. Then you can cert ainly come up here and 
ask that it be changed. In other words, you get back to this old argu 
ment as to whether the Congress should write the formula, or whether 
the administrative branch should write the formula. Now, I am in 
favor of having the Congress write the formula, because we are elected 
by the people, we are responsible to the people, if they do not like 
our actions they can turn us out, and they do, so it gets back to the 
old argument to whether the Congress should write ‘the formula, or 
whether you write the formula. 

Mr. Martin. I respect your point of view, but I do not think it is 
right. Ithink as general policy, the terms should be set by the admin 
istrative agency. 

Senator Capenarr. In other words, you want that flexibility. In 
other words, what you want is the same as all others want. You want 
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a blank check. For example, we might as well write this Defense 
Production Act in about 10 words: 

Mr. President, we hereby give you the right to control all prices, wages, and 
credits in any way you see fit. 

Now, do you want it that broad ? 

Mr. Ey ANS. Maybe I could supplement that just a little bit, Senator. 
You have a “wate hdog ¢ ommittee,” and I believe we met with the group 
here one time, and at that time we told you exactly what we were 
doing, and got your judgment and advice about it, and the meeting 
was satisfactory in every way. 

[ think we look at these two regulations after quite a little experi- 
ence with them as flexible credit control instruments. They are not 
going to solve this entire problem, but they are supplemental tools that 
are very essential in the handling of a kind of debt which is highly 
volatile. Therefore, we would ask you to restore the same latitude 
we had before. If an emergency arises we would like to be able to 

step into the credit picture and use this tool for whatever it is worth 
at that particular time. 

Somes Carenarr. You men do it yourselves without coming to the 
Board of Directors. 

Mr. Evans. I think we are t talking about two different things. We 
come to you all the time. We were up at the “watchdog committee” 
not very long ago explaining things we had in mind, and that is a 
fine way for us to act, but when you come to the Congress and ask for 
legislation, I am sure there is not anybody here that can get that legis- 
lation very swiftly. 

Senator Capenartr. You can get it swiftly, if in the opinion of Con- 
eress it is needed. Furthermore it might be well in many instances 
not to get it too quickly. It ought to be studied, I think. It is the old 
fight between giving out a blank check and the Congress writing the 
formula on this sort of thing. 

Mr. Evans. This has been in operation off and on since 1941, t] 
terms have gone up and down, I think pretty regularly with the eco 
nonne conditions. 

Senator Cargnarr. And getting back to this matter of balancing 
the budget and avoiding deficits, 1 cannot find anybody that has the 
slightest idea whether we are going to need to spend $65 billion a year 
for 5 years, or 10 years, or 15 years, or 20 years, or whatever period 
of time it is. It wouk l seem to me the time has arrived when we 
ought to only appropr iate and spend that which we collect in income 
each year, particularly when we have a $260 billion debt. 

Now, I do not think anyone in this Congress or downtown is intelli 
gent enough at the moment to say that $55 billion for expenditures for 
the armed services and foreign aid, Atomic Energy, is not just as good 
this year as $65 billion. Fifty-five billion dollars would balance the 
budget and give a little surplus, whereas $65 billion, evidently is 
going to run a deficit. 

Now. why is It not just as good a guess on $55 billion, partic ularly 
when it will balance the budget, when it will avoid deficits, when it 
might well create a little surplus and aie e the debt, why is it not 
the most sound policy for this Nation to pursue, particularly in view 
of the fact that nobody has the slightest idea whether we are going 
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to have to continue eee huge expenditures, and T say $55 billion i 
—_ for 1 year, 5, 10, or 15, 

Suppose we go on for 5 years and run a $10 billion defieit for th 
next 3 vears and are in exactly the same position we are in now. W. 
do not know. We may still have a cold war. Are we not roing ti 
have to face it then ? 

Mr. Evans. I would say exactly what Chairman Martin said, that, 
of course, the Federal Reserve would be very, very happy with 


situation whereby there was no deficit. The Federal Reserve ha 
hig: to do with the requirements of the military, nor any of thi 
othe agenc ies of the Government asking for such large sums o} 
aa, That is something you will have to determine. We can tel! 


you, as he told you in his prepared statement, and in lis supplementa| 
statement, we would be happy tf there was no deficit, and if ther 
has to be a deficit, he thinks it ought to be financed out of savings out 
side of the banking system. I do not see how 1 could go any furthe 
than thet. 


Senator Carrnarr. [think you ought to, but that is a matter o1 
opinion. IT still want to say that all 7 ome ongressmen and Senator 
have to clo with respect to the let el is vo home and take a good 


look in the mirror, 

Senator Bricker. I have a couple of questions I would like to ask 
of Chairman Martin. 

You talked about the voluntary controls. It is working, I think, 
to advantage, but now all of a sudden inflation becomes a dangerous 
and a threatening thing, with a lot of talk about it, and we believ: 
that it is, we agree with vou on that. 

But for the last 15 years it has been a very good thing. We were in a 
deflationary period, and in order to bring about inflation, more money 
more credit, and so forth, discount rates were reduced, reserve require- 
ments were reduced, more money was pumped into the channels of 
trade. In this situation, is the Board giving any consideration to 
the discount rates and reserve requirements as an implement to curb 
the expanding credit ? 

Mr. Martin. We are giving consideration to it virtually every week. 

Senator Bricker. Are there any changes you would recommend 
outside of the slight ones made already ¢ 

Mr. Martin. We have no recommendations for change at the 
moment. 

Senator Bricker. But it is a potent weapon. 

Mr. Marrrn. It is; yes, sir. 

Senator Moony. I would like to ask a couple of questions: 

Is it not a fact, Mr. Martin, that we could very easily balance the 
budget if we operated as though our country were in a vacuum, with 
no Red Russia, and no need for building up military strength? 

Mr. Martin. That is the assessment of the problem that I wanted 
to raise. 

Senator Moopy. Would you not feel if $10 billion were chopped off 
the military budget, without regard for what the situation was, o1 
what the Joint Chiefs of Staff said, that might increase your vul- 
nerability and increase the chance of atomic war? 

Mr. Martin. Senator, I cannot pass judgment on that because I 
do not know enough about the military situation or the military pro 
vram. I think that is completely out of my field. 
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Senator Carenarr. Could you not just make the same argument 
that we might as well spend $75 billion as $65 billion ¢ 

Senator Moopy. No. 

Senator Carenarr. Or a hundred billion. Nobody knows. 

Senator Moopy. I would assume that the Joint Chiefs of Staff are 
submitting their estimate based on some sort of a program. I do not 
think they are just reaching up and taking a figure out of os air. 

Senator Ror ERTSON, If you will viel | on th: ul, We are vomng to have 
at least 31%, million under arms, and if they cost $10,000 apiece, as 
probably thev will, there is a big ficure right there, and you do not 
ouess at it. You have Lot that many. 

Senator Moopy. That is right. 

Senator Roperrson. I understand the newest and best type ot 
bomber is going to cost 860 million. Suppose we need 150 of those, 
if we are really going to throw up a screen of atomic warfare against 
an aggressor. That would be 89 billion for the bombers. I just could 
not say, “Let’s have 50 bombers and save $6 billion.” 

Senator Moopy. Mr. Martin, of course all of us want to have a 
balanced budget, and I agree with the implication made by the 
Senator from Llhinois that we could make savings inthe budget. Iam 
wondering if it is not true, however, that if the present military 
program is successful in preventing a general war, that our present 
program is so arranged that it calls for a building up of our strength 
in the next 2 or 3 years, and then a reduction in military expenditures 
subsequently under the parallel-plant system, and so on. 

Asa matter of fact, is it not a fact that there is, assuming there is no 
general war, a definite plan to beef up our forces now, and then 
reduce military expenditures ¢ 

Mr. Martin. That is my understanding, Senator. 

Senator Moopy, That is my understanding, also. IT am wondering 
vhether at the present level of taxation, you have made auth caleula 
tion that might or might not indicate that over a period of years, 
say 5 or 6 vears, if taxes were not increased, but if they can stand 

their present levels, which are not high enough to cover the entire 
per ik of expenses for the next vear or two, but might be more than 
en wae to cover the e xpe nses in the subseque nt years, migh if not ovel 

it period of years, the present level of taxation balance the budget 
issuming Wise economy and a vigorous effort by Congress and the 
Executive to make economies / 

Mr. Martin. I do not think so, Senator. I question that. 

Senator Moopy. This is a very high level of taxation, is it not ? 

Mr. Martin. Yes: and also eating into the profits ot corporations, 
also. That is a long process. This tax thing is a long process. I do 
not know how you can forecast 5 or 6 years ahead on it. 

Senator Moopy. I am speaking not of the profits of corporations, 
| am speaking of the expenditures of the Government. Does not the 
present program to avoid war contemplate extremely high expendi 
tures for the next 2 or 3 vears, which would be sharply reduced sub 
sequently, once our forces have been built up, and would not that 
level of expenditure at that time be considerably less than our present 
level of taxation ? 

Mr. Martin. Our receipts would rise during the period, Senator 

Senator Moopy. That is right. 
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Senator Rozsertson. I want to file this protest. Our friend hers 
is going to be reelected this year. The chairman and I have to run 
in 1954. We do not want to commit the Government or the Federal 
Reserve Board to the fact that we cannot ever reduce taxes until the 
national debt is paid. 

The CHarrmMan. Before 1954, Senator, or certainly before 1956. 

Senator Moopy. You certainly cannot reduce them now. 

Senator Roperrson. But you do not want to look forward to never 
reducing them. 

Senator Moopy. I want to know if the total of expenditures as they 
can best be estimated now, including our military program, assuming 
no war over the next 5 or 6 years, and the income at present tax rates 
over that period, assuming an accretion of vield for the reason you 
just stated, might not come out in balance over that period? I would 
be interested in seeing a study on that. 

Mr. Martin. We will be glad to prepare a paper for you on it, 
Senator. 

The Caatrman. Senator Sparkman. 

Senator SpaAaRKMAN. Mr. Chairman, I want to get back to the sub- 
ject of savings. What is the outlook for the rate of personal savings 
during 1952 and 1953? 

Mr. Martin. I think it is quite good, Senator. 

Senator SrarKMANn. It is high now, is it not ? 

Mr. Martin. It is high now. 

Senator SparkMAN. What is the rate now? 

Mr. Martirn. About 9 percent. 

Senator Sparkman. Of Cispomble i income; and you think that the 
prospect is for it to remain high ? 

Mr. Marrry. That is my conviction at the moment. We have a 
chart on that here. 

Senator SparKMANn. Yes; I have seen that chart. 

The one question I thought of, in looking at that chart, was this: 
What was the rate of savings during World War IT, what was the 
highest point it reached, do you know? 

Mr. Martin. Twenty-five percent, Mr. Young tells me. 

Senator Sparkman. That was during the height of the war activ- 
ity? 

Mr. Martin. That is right. 

Senator Sparkman. Have we ever had a better savings rate than 
the present rate in time of peace, or partial mobilization ? 

Mr. Martin. This is the highest rate in time of peace. 

Senator Sparkman. I wonder if it would be well for us to have the 
figure of the present disposable income rate? In other words, what 
does the 9 percent amount to in dollars? 

My. Martin. Around $2014 billion per annum. 

Senator Sparkman. A while ago somebody asked you some ques- 
tions about making the savings bonds more attractive. I do not know 
whether it was limited to E bonds or not. 

First, is that your problem, or is that the Treasury problem, or is it 
both ? 

Mr. Martin. The Treasury is charged with the responsibility for 
debt management. We come into it only through the supply of money, 
the credit aspect of it. 
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Senator Sparkman. But of course you do shift the problems back 
and forth between you. 

Mr. Martin. We work very closely with them. 

Senator SparKMAN. I believe the ‘only thing you mentioned as pos- 
sibly making them more attractive—well, two possibilities—one was 
tax exemption, and I assume you would not recommend that very 
strongly, and the second was increase in interest rate. 

Did you recommend that, or did you suggest that as a possibility % 

Mr. Martin. I said it was something that would have to be con- 
sidered ; yes, sir. 

Senator SparKMAN. You are not prepared yet to recommend that, 
either, are you? 

Mr. Martin. I do not want to make any recommendation at the 
moment. 

Senator SparkMAN. Now, let me ask you this. Here is one thing, 
it may be little, but nevertheless it is one thing: When last year we 
extended the E bonds that had matured to allow them to continue to 
run, why did we drop back to the same old retarded interest accumu- 
lation, after they had already once matured? In other words, they 
had reached a maximum interest rate, yet we provided that if a person 
leaves those bonds in there, it does not cost the Government anything 
for them to leave them, yet it drops back down to that low interest 
rate up to 7 years more, and then it starts up again. 

Would not that be a little ine _ e for the second 10-year round? 

Mr. Martin. That might be. Ido not want to duck your question, 
but I think that question should be asked of the Treasury. 

Senator SparKMAN. I rather thought so, which is the reason I asked 
you in the beginning, but it just seems to me—well, I just do not see 
any sense in it at all. You buy a bond. You start off with a low 
interest rate, and you run that for 6 years. Then you go up until 
by the tenth year you have reached the maximum interest rate. 

Senator Frear. Of what? 

Senator SPARKMAN. It isa little better than 3 percent. It is enough 
to spread it out, 2.9. Then you continue it for 10 years more, and 
instead of continuing it at a 2.9 percent rate, which is what it levels 
out to over the whole 10 years if held to maturity, you drop back to 
the same low rate that you had during the first part of the first 10 


years, and have to build it up again just the way you did in the first 10 
years. 


Mr. Martin. You get the same average return ? 

Senator SparKMAN. You do if you “hold it to maturity, yes, but 
after he has held it for 10 years, then you make him hold it for another 
10 years in order to get the full interest rate. I just do not think that 
makes sense. 

Senator Frear. Is not that tenth year considerably higher than 
3 percent ? 

Senator SpaRKMAN. Itmaybe. Yououghttotell me. It was your 
committee that worked it out. 

Senator Carenart. A hundred dollar bond earns $25 in 10 years. 

Senator SparkMAN. I want to ask this question because I am not 
clear in my own mind: 

You recently issued, or the Treasury issued the new bonds, 23% 
percent. 

Mr. Martin. That is right. 
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Senator SparKMAN. To replace what? 

Mr. Martin. An issue of 214 percent bonds. 

Senator SparKMAN. In other words, it actually represented a lowe: 
rate, then ¢ 

Mr. Martin. It was lower, but on a much shorter maturity, 5 to 7 
years at 23¢ percent replacing bonds that were, I think, 11 to 135 years. 

Senator SparKMAN. Does that represent a tendency to go to short- 
ween borrowing at a lower rate of interest on your debt management 

enerally ? 

air Marrin. No; it represents a tendency to go to longer term, 

Senator SparkMan. I thought you issued bonds of 5 to 7 years to 
replace those for a longer period of time. 

Mr. Marrin. I am talking only about the issue it replaced, but thi 
is the first offering by the Treasur vy ofa bond since 1945 that was longer 
than 5 years. In other words, it is the first bond offered by the Treas 
ury since 1945. 

Senator SparKMAN. [understood you to say it was for the replacing 
of still longer term loans. 

Mr. Marri. That is correct, but there were a number longer tha 
that that have been replaced by shorter tefm securities in the interim. 

Senator Frear. Were these replacing bonds at maturity, these long 
term bonds had matured ¢ 

Mr. Martin. Yes; they were maturing as of March 15, 

Senator Frear. I think that bears out the Senator’s prediction. 

The Cuatmman. Might I make one statement here, because there 
are some people waiting outside for me, and Senator Fulbright said 
he would be kind enough to continue the hearing: 

At the end of the session of the committee this afternoon the com 
mittee will stand in recess until 2 o’clock Thursday. Governor Arnall 
and Mr. Putnam will be the witnesses, and the meeting will be in 
our committeeroom because there are so many people interested in 
the testimony of the Director of Price St: abilization and Mr. Putnam 
In the Banking and Currency Committee room at 2 o’clock, Thursday 
afternoon. 

Senator Fuupriaur., I want to comment about what was said a 
moment ago. I get the impression that while you say you would be 
happy without a deficit, you do not consider it to be very serious. It 
struck me that the present circumstances are serious. Inflation has 
a very subtle but still dangerous effect upon many other aspects of 
our political and national life. It is the sort of thing that people 
like when it starts, but other countries that have had serious infla 
tion usually end up with very grave changes in their political life. 

I do not like to use the word, but certainly in European countries 
there has been a strong drift toward oalatiae and we know they 
had a very serious dosage of inflation after the First World War, and 
of course since the Second World War, and I get the impression that 
the Federal oo ‘rve does not think it is particularly serious. If you 
do not think it is serious, people who really do not understand fi 
nancing, whic h is difficult for anyone, are not going to take it seriously. 
‘That was really my feeling about it. 

We notice that one of the best weapons of the Russians in destroying 
existing regimes has been inflation. The Communists in such coun 
tries as France are always seeking to bring about greater inflation. 
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ynd nothing will discredit the Government more definitely in the eyes 
of the middle class than inflation. It is another w: ay of finanei ing 
expenditures by shifting the burden from the taxpayers to the gen- 
eral people, which has a very serious effect upon the white collar 
workers, upon all thrifty people. 

It seems to me a very serious matter that people who bought bonds 
10 years ago now find ‘themselves having been charged about. 50 per- 
cent, or Whatever that depreciation in the value of the dollar is. I 
cannot accept a continuation of that without thinking it has grave 
imp jlications for the future. I cannot believe that people will con- 
tinue to think this is such a fine system if they allow the Government 
to cheat them in that fashion. I get the feeling that vou did not 
think that was very serious, it was all right, we could manage it, and 
let it go. If it depreciates another 25 percent, we can still finance it. 
Maybe we can as we have in the last 10 years, but as some point it 
seems to have some very serious implications, politically and eco- 
nomically. 

Has it not had that effect in other countries 2 

Mr. Martin. It has had that effect in other countries. in some cases 
to the point where the process of say ing and investment is no longer 
possib le, and. as vou point out. the mick lle e lass has been |i quid: ated. 

Senator Funpricur. Which means a erent change in the whole 
system. 

Mr. Martin. Exactly. What IT have tried to point out is not that 
I in any way condone the seriousness of the situation, but I say that 
we can by proper financing maintain the savings and investment st: utus 
of our country in such a way that we can shoulder this burden if it is 
deemed that it is essential that we do it in the national interest. 

Senator Futsrianr. Would you sav in the last 10 years you have 
done that, have you maintained the value of the dollar in the last 10 
vears ¢ 

Mr. Martin. No; I would not say we have maintained the value. 
But look at the thing this way. You have had World War IT, and 
now an undeclared war. Now, that involves an assessment of whether 
this undeclared war is something that we have just got to put out this 
defense effort and pay for it. 

Senator Funsriciur. IT do not want you to make that decision, I 
think we have got to make it, but we have got to understand the signifi- 
cance of inflation and the public has to understand it. If it is not a 
serious matter, obviously nobody is going to bother about cutting the 
budget. Without some strong incentive, we will not do it. 

It seems to me that somebody oueht to make clear—the only 
agency—in fact I was the one who suggested you come up here today 
before the committee, because if we do not get —— advice from the 
Federal Reserve Board, there is nobody in the Government we can get 
it from. If it is not a very serious matter, all right. -1f think it is 
extremely serious, much more so now than in an all-out war. 

Of course, I happen to think the chances are against an all-out war. 
I do not think the Russians want it, but that is another matter you do 
not have to decide upon. But in carrying consistently forw: rd into a 
program of trying to keep our expenditures within our income, we will 
hot get much support if the word goes out that this is not very serious, 
we can handle it all right, and that seems to be the impression that 
the committee got from your statement. 
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I do not want you to say specifically we have got to cut the military, 
but it is certainly within your realm to say inflation is a very serious 
matter. It is the favorite way, I think, of the Communists to paren; 
existing governments, one of their best weapons, where they have 
influence. Country after country that they have taken over, one o! 
the most effective things they have done is to inflate the medium ot 
exchange, and in that way the people lost confidence in the Govern- 
ment and are quite willing to accept some alternative, which is usually 
communism. 

Now, I am not prophesying that will come about here in the near 
future, but it is a weakening of the existing faith of the people in 
their government, and particularly when you set about selling them a 
lot of bonds—and a lot of these people do not understand how inflation 
works, but after 5 or 10 years they wake up to find that the dollar which 
would have bought at least a half a bushel of wheat will now only buy 
a quarter of a bushel, and they do not like it. They never have liked 
it. A lot of them do not like it now who happen to have been thrifty 
and bought insurance policies. I have a very small one, but I find 
I paid g good dollars for it and it is not worth much. I am beginning 
to lose confidence in it myself, to that extent. People buy real estate, 
they buy other things than bonds. 

If we have a $10 or $15 billion deficit in the next year, that itself 
will have an effect upon whether people want to buy bonds. You 
have had this big rate of savings during a period when there has not 
been this huge deficit. If we “have a $15 billion deficit next year, 
there will be a handicap in the purchase of bonds, do you not think / 

Mr. Martin. It will mean that something else will have to be cut 
out of the civilian economy. 

I do not know how I can state it any stronger than I have, that we 
must carry it out without further inflation, and I am talking about 
this program. Neither this country nor the world can afford to lose 
confidence in the dollar. 

Senator Fursricut. That is right, but you said in answer to Senator 
Douglas that at some point in that process of inducing them to buy 
bonds, it will stop when the idea gets abroad that the deficit is going 
to continue. I think the psychological influence is very great. If 
people believe the value of their money is going to be maintained, 
they are willing to save. If they believe the value is not going to be 
maintained, they will not save in the form of dollars. 

One of the things which induced people to save this year was the 
feeling, and the word got about, that the budget this year was not 
going to be so far out of balance, and apparently it will ce he, That 
would be reassuring to anybody who is saving, or contemplating say 
ing, but after Congress acts this year, suppose we do vote the full 
budget amount, and every newspaper and everybody that knows any- 
thing begins to talk, we have got a big deficit, do you think anyone 
who knows anything is going to continue to purchase bonds and save 
money in savings accounts? They will want to buy something that 
will tend to adjust itself to the change i in value. Ifthe »y have any sense 
I would think they would. I do not see how you can expect people 
indefinitely to continue to put money into savings banks or bonds 
if they can see a deficit continuing to pile up, even though you, 
eeemapeniien may be able, by some manipulation, to finance it. 
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You do not think you can indefinitely continue to purchase enough 
bonds to keep them in an orderly market without an inflationary 
effect, do you ¢ 

Mr. Martin. We have been successful this past yea 

Senator Futsricutr. You did not have much of a defic it. In fact, 
you just said, and I think everybody believes, there will not be an 
appreciable deficit in this year, and that to me was one of the main 
elements why you had a large savings rate. 

In the last 2 or 3 years—I: ast year we had a surplus of $314 billion, 
was it not? That was an element which made savings logic = at least 
to me. I could bring myself to have confidence in the future when 
we had that surplus. The prospects for this year, fiscal 1952, is that 
there will not be much of any deficit, but next year everybody seems 
to believe it will be projected in the neighborhood of $15 ‘billion, 
which is a very serious matter. Now, that ‘will have re percussions, it 
seems to me, on anyone who is concerned about maintaining the pur- 
chasing value, whatever they may have, small or large, so that that 
in itself will touch off both the tendency to purchase materials, par- 

ticularly land, but the last thing they would want to buy, if it gets 
aaa that you are going to have a big deficit, ae | be Government 
bonds, or anything that is still expressed in dollars, insurance policies, 
or what have you. 

Does that not make sense to you ? 

Mr. Martin. Well, we could raise taxes sufficiently to cover this 
deficit. 

Senator Futprigntr. That is right. It seemed to me from your ap- 
proach we either ought to raise taxes or balance the budget. That is 
the only way we can assure the value of the dollar, rather than have 
killful enough operators who, for at least 1 year, may be able to 
induce people to save enough temporarily. = very fact that you 
have very large accumulated savings this year, which we will assume 
are fairly liquid, only increases the impact of a reversal of sentiment 
which believes that you are not going to maintain the value of the 
dollar. You have that much more liquid purchas sing power to leave 
your bonds and go into tangible property. That is what happened 
after Korea. When they foresaw, or thought they did, the inflation 
which did take place, they all went to buy inventories, and many 
bought higher than they should have, and you had this readjust- 
ment which was very important. I am glad to have seen it, but I think 
it is very important indeed to try to maintain that psychology that 
we are going to maintain at least the present value of the dollar 
and not let it § go down any further. 

If you do not maintain it, I do not believe you will find people sav- 
Ing, not saving in the form of bonds or in bank accounts. They will 
save in the form of tangibles, if they can get them, and that will start 
again a very great increase in the prices of land, steel, inventories of all 
kinds, 

That was all I wanted to say. It just seemed to me to be one of the 
most serious things we have got to deal with, and yet nobody seems 
to be very concer ned about it. 

Senator Scuorrren. I am glad the Senator from Arkansas has raised 
that question. A while ago I wanted to ask you, Mr. Martin, one 
thing, and make an observation. I do not profess to be an expert, 

lama babe in the woods on financi al matters. We have to rely on such 
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groups as yours, which, by the way, is an agency of the Congress, anc 
if we cannot rely on you, I will confess to you Iam a little ske ‘ptical 
of some of the crowd operating this administration as to how they are 
handling finances. 

1 think you would have left an erroneous impression here, not know 
ingly, the way it looks to me asa layman. You say that the highest 
record of savings in the history of this country has been this last 
year. Now, I think that is completely fallacious for this reason: I 
know that 5 years ago, 6 years ago, 4 years ago, the value of the dollar 
was a great deal higher than it is today, and you have not in reality, 
and in fact, had high savings from a standpoint of value. I think it is 
incumbent upon someone, as was said by the Senator from Arkansas, 
to be realistic enough, an agency that has the confidence of the public, 
to alert the public to policies not sound basically, and point out the 
danger of what we call high savings, leading them to believe they 
are going to have high purchasing power, which they are not. That is 
the thing that scares me most in this whole picture. I think it is in- 
cumbent upon somebody, and I feel it is incumbent upon men like you 
that are the agency of the Congress. 

You are so sensitive on this thing, and it means so much to this 
country you should point out and advocate to the Congress, right o1 
wrong, your opinion—-what difference does it make if some of 
think you are wrong—to chart a course that we can at least tie to, 
and get the bac king ‘of the country on what is going to tighte ‘no up o1 
this thing, hame sly, the slow sliding down by stages of the America 
dollar. 

1 do not want to be critical, but that is the way it looks to me, and 
lama rank layman on it. I will admit that to you, sir. 

Mr. Marvin. I have tried to point out, Senator, that I think prop 
erly financed, we can preserve the purchasing power of the dollar. 
I think the purchasing power of the dollar has held up very well for 
the last 9 or 10 months. 

Senator Scuorrre,. When we say “proper financing,” do we not 
have to curtail credits, do we not have to curtail demand for mor 
spending, and do we not have to point out and say ~ ‘stop here on this 
deficit financing,” which is the very thing that is going to ruin u 
if it continues ¢ 

Mr. _ rin. Well, that is just what I have tried to point out that 
we do, but if you have to undertake this program, I think that w 
can handle the program that is contemplated this year. We have t 
do everything we possibly can to maintain the high level of savings. 
If we can attract the high level of savings that is continuing, at thi 
present time, into Government securities, | think we can manage tli 
program until we can get on a little sounder footing of expenditures 
and receipts. 

Senator Futsricur. Do you not think that level of savings de 
pends at least to some extent on whether you have a deficit or not 
It strikes me it would be much more diflicult to maintain a level o! 
savings comparable to what you have had if you are to have a deficit. 
I think that would be all important to anyone who is trying to calcu 
late. Asan individual, if you have a little money, what are you going 
to do with it? Tf you are faced with a big Government deficit, yo 
would say vou are not going to put it in Government bonds. If ther 
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is no deficit, you have some confidence in the continuation of values. 
That makes all the difference in the world. 

You say you did it this year, but one of the things you also had 
was have a bal: anced budget, or pri actic ally so. 

Mr. Martin. I would like to ask Mr. Young to comment. 

Senator Futsricur. I am looking for light. 

Mr. Younc. There is nothing in what Chairman Martin said, as 
| understand it, that is in opposition to the viewpoint which you 
specify here as to the need for a balanced budget, particularly as we 

vo along. Now, you have a problem from year to year. Today we 

ave to face the proble m of a defense program whic h bulges for this 
coming year. Perhaps it may bulge over 2 years. This bulge can be 
met in part by raising taxes, and it ought to be met that way. The 
administration has offered some recommendations for closing loop 
holes,and soon, ‘That is one type of measure. 

Anther type of measure is borrowing. The borrowing, to the extent 
that it is absolutely unavoidable, ought to be done in such a way as 
to finance the deficit out of savings. 

Considering where the economy isat the moment, mn terms of where 
it has come from, if the right policies are followed—fiscal, debt man 
agement, and monetary policies working together—it should be feas- 
ible to come through this prospective de fense bulge perl iod without 

nv further impairment of the value of the dollar. 

Senator Fursriegutr. When you say “this period.” what do you 
mean, 1 year! 

Mr. Youne. Well, we have a period of bulge in here as it now looks 
from what one reads in the newspapers, and what one can gather from 
the other agencies, that might run at least a year, or maybe for 2 years. 

Senator Fuutsriaur. You can foresee a lot better than most of us 
! cannot see any terminal point in 1 or 2 years. 

Mr. Young. Lam not trying to foresee, Lam only trying to interpret 
n terms of the program as it Is indicated by the information that is 
ivailable. 

Presumably, no one can tell about the way the international tensions 
nay break out over the period ahead, the w: iv in which they may 
aifect national activities and programs, and the over-all security prob- 
lem this country may have to face. But if you make the assumption 
which you were willing to make that the Russians do not want war. 
and if you assume, further, that the military here are operating with 
some information, as to what definite program this country needs for 

itional security—in terms of aircraft, naval craft, manpower in 
uniform, and so on—then it should be possible to be over a temporary 

hump of preparedness before many months, and to reach a situation 
rom which you would readjust down Wi ird the level ot miilit: wy eX- 
penditures. The lower level of expenditures would then be perpetu- 
ited from that time on. The level would be a higher one than we have 
ever had before as a continuing budget charge. 

Senator Futrrigur. When I said we were not in a general war, I 
do not think that means any material decrease in expenditures, a very 
ubstantial one, because this condition is going to last probably much 
longer without a war than if we hada war. 

I did not want to argue with you about that. It seemed to me your 
Minection Was not to prophesy, but simply to tell this committee and 








106 DEFENSE PRODUCTION ACT AMENDMENTS OF 1952 


the country the dangers and effects of inflation. That is strictly with 
in your province. I did not expect you to come up and pass upoi 
the validity or wisdom of the militar y program. We have to do that 
eventually, but you can advise us one way or the other that inflatior 
is serious, or is not serious. 

Now, it seemed to me the Government and the Federal Reserv: 
Board for the last 10 years is taking inflation as being not very serious, 
just let her go along, and we have had a substantial inflation. That 
was all I was hoping ° you might do, if it is a fact that it is dangerous 
that you would say so. If it is not, then I am wrong. 

Mr. Youne. It is a fact that it is dangerous. 

Senator Futpricut. I thought the effect of the testimony was we 
could handle it all right and not worry about it. I think that is prob 
ably the effect of your statement, whereas I happen to think it is prob- 
ably the most serious thing in the economy, the gradual deterioration 
of the value of savings and the confidence in the bonds and in the 
Government's credit. 

This year I think you did a fine job. Someone just mentioned, 
however, that this rate of savings, as you point out, was less than 
half what it was at the height of the war. But these are cheap dol- 
lars relative to what they were in 1944. Percentagewise they would be 
at around 40 billion. 

Mr. Youna. Something like that; yes. 

Senator Sparkman. Of course, we have got to remember, though, 
that then you had the incentive of all-out war. You had the patriotic 
urge, plus a shortage of durable goods. In other words, the money 
had to go somewhere, and that was the logical place for it. 

Senator Futsricur. I think it is much harder for this country 
fight this half war than it is an all-out war, because you do lack these 
other incentives, and if it has to go on a long time, which it is likely 
to do, we build up a much more serious difficulty by not meeting the 
problem of inflation early inthe game. If I thought it was only going 
to be 2 or 3 years, I would not be concerned, but Tam aw fully afraid 
it might be 10 years, no one can tell that, but it is easier to adjust it 
in the beginning than after you run the debt up another $50 billion. 

Senator SparkMan. Let me ask this question before you go, gen- 
tlemen: Mention has been made from time to time about the fe: isibility 
of issuing a bond with a variable interest rate, in some way tied to 
variations in the cost of living. Has that received much study ot 
thought or discussion ? 

Mr. Martin. It has received a lot of study in the Treasury. | 
question 

Senator SparKMAN. You question the feasibility of it? 

Mr. Martin. Yes. 

Senator SparkMAN. If you can vary interest rate of Government 
bonds in the open market, why could you not follow that same idea 
with a variable interest rate on savings bonds? 

Mr. Martin. Well, you are issuing the bonds priced at a given time. 
Now, that is the computed price in the market at a given time. If 
you cannot determine what that market is over a period of time by 
having an escalator clause on the bonds, that just defeats the market 
process, as I see it. 
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Senator Futsricur. That in itself would have a highly inflationary 
characteristic. 

Mr. Martin. That is right. 

Senator Futsrient. There really is not a good substitute for 
balanced budget over a long period, is there ? 

Mr. Martin. I do not think there is. 

Senator Furpricur. Do you have anything else you would like 
to say / 

Mr. Martin. Maybe Governor Powell would like to speak. 

Senator Futsricgutr. Governor Powell, would you like to make a 
comment before we recess ? 

Mr. Powe. This has been a very reassuring meeting to see the 
concern of the Senators in this problem. I believe, in support of 
Chairman Martin, I should say that we think we came here today 
more as technicians appraising the present situation than to advise 
the Congress as to whether they should create a deficit. Speaking for 
myself, I certainly believe we should have a balanced budget right 
now, which I would hope could be done partly by taxation, and partly 
by economies. 

Senator Fuusricut. Well, I can understand your reluctance to 
wr us. It involves inane issues when you say how it should 
be done, but I did expect you to emphasize the danger in not doing 

, however we may do it. 

What I was really looking for was not only assurances as a Senator, 
but to the people. I think these financial matters are the least under 
stood of any public matter, both domestic and foreign. It is sur- 
prising how few people have any idea what you mean when you are 
talking about balanced payments. They do not understand yet wh) 
. foreign country cannot pay us off in dollars, the same ones who Bet 
up and fight the entry of foreign goods into this country. What | 
would like to recommend is that you all make a few public statements 
or speeches to try to enlighten everybody, the public as we ll as as the 
Congress, on how this thing works, the inflationar y character of the 
purchase of bonds from banks. I do not believe one in a hundred 
knows how you inject new money into the monetary system. It is a 
very difficult thing to understand, and I am not at all sure I under 
stand it. Every time I get in an argument about it, there always seems 
to be great disagreement about just what happens. Maybe all I am 
saying is we need some education in this country, particularly about 
the evils of inflation. We happen to be about the only major country 
that has not had almost complete inflation. France, Germany, and 
England certainly had it worse than we did, and I do not believe 
Americans ought to think they are immune to it. It could happen here 
just as it has in other countries, and you are about the only agency 
that is not involved, at least you are not supposed to be involved, in 
political questions which might close your mouths. You are supposed 
to be free to say just what you think about the effects of these mone 
tary policies, regardless of what the Treasury or anybody else in the 
Government thinks. I am not saying you have not said it. It may 
not be serious, or very serious. I just happened to think it is, and is 
going to be much more serious if we start now with these large deficits 
again. 
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Frankly, when you build up your Army, when you build the air 
bases all over the world, I cannot see how costs can come down much. 
The maintenance of benefits and all that I imagine will offset any de 
crease in capital expenditures. I do not quite see how they are going 
to bring it down. That is why I am more inclined to the policy of 
not taking it up so fast, but trying to maintain it on a level over a long 
period, 

Thank you very much. If you have nothing further to say, we will 
recess. 

(Whereupon, at 4:48 p. m., the committee recessed to reconvene at 
2 p.m., Thursday, March 6, 1952.) 
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THURSDAY, MARCH 6, 1952 


UNITED STATES SENATE, 
COMMITTEE ON BANKING AND CURRENCY. 
Washington, D.C. 

The committee met, pursuant to recess, at 2 p.m... in room 301, Senate 
Office Building, Senator Burnet R. M: ieek ( ch airman), presiding. 

Prese nt: Senators Maybank, Robe rtson, Sparkman, rear, Bento 
Moody, Capehart, Bricker, Ives, Schoeppel, and Dirksen. 

The CHaikMaNn. The meeting will come to order. 

Mr. Arnall, will you and Mr. Putnam come up 4 


hi. 


STATEMENT OF ROGER L. PUTNAM, ADMINISTRATOR, ECONOMIC 
STABILIZATION AGENCY 


Phe CHairMAN. Mr. Putnam, we are glad to have you here. I pre 
sume you have a statement you desire to read, or file for the record, 
and talk from it. Which is your desire ¢ 

Mr. Putnam. I would like to talk from it. if that is agreeable to vou. 
Senator. , 

The CHAIRMAN. You mav go ahead. 

Mr. Putnam. Lam here today, as you know, to ask that the Congress 
continue the economic stabilization program for 2 vears and make it 
stronger. 

I ask it because I believe the safety of the United States and the 
survival of freedom throughout the world de pend as much upon the 
successful stabilization of the American economy during these coming 
years as upon the successful achievement of our military production 
voals. We cannot rearm successfully unless our economy remains 
strong. 

if we can continue to hold infil: ation in check while we build up oul 
military aeenaths we will have rh Ow the ob vjective we all had 
in mind in Se ptember 1950, when the Defense Production Act became 
law. We set out to prove at that time that our democracy had within 
it the resourcefulness and streneth to Oppose the march of Communist 
expansionism and aggression without destroying our owh economy 11 
the process. 

[ think we have done a remarkably good job in that direction, but we 
ive only about midway on the road to strength. 

You gentlemen of the Banking and Currency Committee know how 
much blood and treasure, materials and manpower we have alread) 
invested in the national-defense effort since the Communists launched 
a war ot invasion and conquest in Korea. We are embarke | upon the 
vreatest mobilization program ever undertaken by any nation in the 
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absence of all-out war. As part of that mobilization, we have under 
arms a force which now amounts to about 314 million men. We have 
launched a gigantic armament program on which we have already 
spent since Korea—not just appropriated, but spent—about $56 billion 
and on which we will probably spend over the next 214 years an addi- 
tional $153 billion. 

The Cuamman. Do you think the economy of this country will 
stand up while we continue to spend $56 billion and $155 billion ? 

Mr. Purnam. I think we can. May I quote from what I thought 
was a most excellent speech of yours yesterday, sir, in which you said 
most of the procurement spending during the coming year will be 
financed through appropriations already on the books ? 

The Cuarrman. That is correct, and that is the distressing point 
that I have to face. I made it very plain in New York that I was 
distressed that the armed services had appropriated money it had 
not even used, and the armed services are so far behind on their pro- 
curement, and on their work that, as you suggest, we are going to have 
that $54 billion which they have not even spent, which we appropri- 
ated last year, plus $52 billion more, making $106 billion. 

I said it is going to be spent, because I got a letter from Secretary 
Lovett saying that they were going to spend $4 billion a month. Why 
have they not been spending at least $2 billion a month?) What have 
they done with the money? 

Mr. Purnam. That of course is not my province, primarily. I 
know some of the problems. 

The Cuatrman. The Congress is going to find out before we give 
them $52 billion more when they have not even spent the $54 billion 
we have already given them. 

Mr. Purnam. A lot of it is to be sure they do not make obsolete 
weapons. 

The CuHatrman. Why ask for the money if they do not know what 
they are going to do? We are taxing the people to death, March 15 
is taxpayer’s day, and they do not even know what they are going to 
do with the money. I am thinking both ways, I said that in New 
York yesterday. Fifty-four billion dollars the taxpayers have al- 
ready been taxed for has not been spent, and they ask for $52 billion 
more, and they do not know how they are going to spend that. That 
was the testimony before the Appropriations Committee, as I under- 
stood it. 

Mr. Purnam. That primarily is not my province. 

The Cuamman. But can we keep up that rate of expenditure? 

Mr. Purnam. I have great faith in the American economy. I think 
we can do it. 

The CHarrMan. I am an American first, last, and all the time, but 
I am not for giving everything to Europe. 

Senator Capenart. You say that is not in your province? Are you 
not Economic Stabilizer? 

Mr. Putnam. I say it is not in my province whether the military 
spend it, or how quickly they spend it. 

Senator Carenart. Are you not the Economic Stabilizer ? 

Mr. Putnam. Let me put it this way, Senator. 

[I have got my own job to do, but I cannot go and force the military 
to spend faster than they are. I have to accept their word for what 
they can do on that. 
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Senator Carenart. I would like to say this in all kindness, that my 
observation is that you and Mr. Wilson and Mr. Martin of the Federal 
Reserve bank and others that come before this committee do nothing 
more or less than parrot what Mr. Truman says. In other words, 
whatever he says, you come up here and parrot the same thing, and I 
do not think that was the intention. 

Your job, you see, is set up in the act as the Economic Stabilizer. 

Now, we would like to see some independence, and some thinking on the 
part of you gentlemen whom we have confidence in, to speak out and 
say what you think rather than parrot what the President and others 
think. Unless of course you prepared the President’s speech, unless 
he is getting his ideas from you. Is he getting his ideas from you, 
or are you getting yours from him ? 

Mr. PurnamM. “Perhaps we are both arriving at a right conclusion. 

Senator Carruarr. Well, if you can get any satisfaction out of what 
is going on in the United States today—high taxes and high expendi 
tures, and the Korean war, and controls—you go ahead and take all the 
satisfaction you care to out of it. I am one that cannot get any satis- 
faction out of it. 

Mr. Purnam. I think this country is doing a marvelous job in set- 
ting e: xamples for freedom. 

The Cuarrman. I again want to repeat that the economy of this 
country cannot stand these tremendous appropriations for the military 
without knowing what they are going to do with them. With all my 
respect and admiration for Secretary Lovett and the Chiefs of Staff, 
that is my opinion. I cannot keep approving appropriations for 
billions of dollars. I agree they have been holding back this money 
until they can get the proper weapons. I agree, but we cannot keep 
on with appropriations of $153 billion. 

Mr. Putnam. It does not hurt me as Economic Stabilizer until they 
spend it. It is when they spend it that I have to hold the brakes. 

The Cuarrman. And you are going to be up against $70 billion of 
expenditures, $4 billion a month. 

Mr. Purnam. That is what I understand, and I will do my best to 
hold onto an economy which is hit by pressures like that. That is 
why I am here, to ask you to give me the tools to take care of the 
economy with that happening. 

The Cuarrman. To keep the poor people from suffering from in- 
flation ? 

Mr. Putnam. That is right. 

The Caarrman. On the other hand, you cannot have the military 
doing like they are doing. They might as well get down to earth, and 
the proponents of foreign aid might as well get down to earth. I can 
only speak for myself, but I have no intention of continuing things 
that are not necessary. To wait until the military find out what they 
are going to do, or until NATO find out what they are going to do. 
You read one thing in the paper today, and another thing tomorrow. 

Mr. Purnam. Well, I am not in the Military Establishment, of 
course, so Tam not in a position to know the details of this very com- 
plex problem. 

Senator Scnorrrent. Mr. Putnam, as head of the stabilization or- 
ganization have you not received inquiries from groups who are in- 
terested in what we are getting from this money, which affects you and 
me and all the economy of our countr y? 
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Mr. Putnam. Asa citizen, I get a great deal, and I have some under 
standing, having been in the service in both the first war and the second 
war—I have got some understanding of the complexity of weapons in 
this war, and why the design takes time, and why it has been delayed. 

But as I see the delay, I believe that will make my job worse. 

The CHarkMan, | thoroughly agree on that. Lam not quarrelling 
about the time it takes, but you cannot or on with $52 billion of 
appropriations a year, You cannot do it. There is a limit to the 
strain on the abilities of the taxpayer. 

Mr. Putnam. Meanwhile, we are investing in this military strength, 
you are passing the appropriations for it, and I will try to keep my 
eve on the econon 1V while we are doing it. 

We are not building up this tremendous military strength in order 
to launch a war but rather in the hopes of preventing war. The war 
danger lies, as we all recognize, in the ambitions and aspirations of 
communism to win over the world by whatever means it enn, War is, 
of course, one path communism might pursue to win that objective. 
We want to close off that path by demonstrating to communism that 
the free nations are willing and able to defend their freedom. 

But there are other paths the Communists are pursuing toward the 
same objective—and one of their main avenues of attack against 
freedom is by exploiting social and economic weakness and disconten 
Communism is today engaged in an all-out struggle against free ee 
with no holds barred—and we must never for a moment lose sight of 
that fact. 

So the very last thing we must permit to happen in this world-wide 
struggle of freedom against the spread of slavery is the destruction 
of economic strength and stability in the free nations. If we were to 
permit that to happen, the Communists could win this struggle in 
many parts of the world without engaging in military action at all. 

The CHAIRMAN. Now. you are so abs olutely ris oht, you are so abso 
lutely right, and that is the reason why I asked vou about the milit: “uly 

expe nditures and the economic aspect of this co untry,. Every word of 
th: at paragraph isso correct. You cannot h: ive military strength with 
out economic streneth. You cannot have economic streneth if the 
military do not know what they are doing, and | ep as sking Congress 
hor billions : and billions, not knowing where it Is vrolng to go, That is 
the point Iam trying to make. 
Be Purnam. The: ap propriations hanging over our heads—over the 
ads of the econ omy—are definite lv making it hecessary for iv job 
to continue; shall I put it that way / 

The CHarrmMan, | thoroughly agree, and we are going to get are 
quest to five billions of doll: ars to Ie rope. 

Senator Ives. As long as you are going into the over-all philosophy 
of the thing involved, I suggest we need moral and spiritual prepared 
ness, as well. 

The CnatrMan. I thoroughly agree, Senator. Of course we do. 

Mr. Purnam. Tagree, too. That again is perhaps not my respons! 
bility, completely. 

Therefore, the steps we take in this cOuUnTLY and in assoc lation with 
our allies around the world to build and maintain our economi 
strength while we also build and maintain military strength are de- 
fense measures, nnd they are just as important and necessary as the 
guns and the jet planes. 
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The Congress recognized this fact a year and a half ago when it 
enacted the Defense Production Act, and other measures to build our 
armed strength and productive capacity and to maintain our economic 
balance in the face of these emergency production requirements. 

Our anti-inflation protection is mi ade up. as vou all know, of two sets 
of measures—two lines of defense. First there are the so-called i 
direct measures—tax policy, credit controls, measures to anne 
voluntary savings, and measures to increase production. These con- 
trols seek to scale down as far as possible the excess of demand over 
civilian supply. The second set of measures are the direct controls 
on prices, wages, salaries, and rents. ‘These seek by direct action to 
prevent the excess of demand over supply from resulting in an in 
fationary pricewage spiral. 

The CuarMan. You have supervision of the Wage Stabilization 
Board ? Mr. Wilson testified here z days avo, and | have hot his tes- 
timony before me, but if I remember correctly, there was going to be 
a raise in steel prices, or steel wages. I did not see it in the paper, but 
somebody asked how much inflationary effect this would have, and 
Mr. Wilson said it would depend on how much it would be raised. 

Do you know how much it is going to be raised ¢ 

Mr. Purnam. I do not know. The Wage Stabilization Board 
composed of 18 different men. and I do not know what their recom- 
mendations for a settlement will be. I know that if steel workers are 
to keep up with the other workers of the country they would be en- 


titled to a cost-of- living raise as most others have vot. That is not 
inflation, as I see it. That is catehing up. What else might be recom- 
mended I do not know. They are 18 independent men. They do not 


operate under me officially whe nN they serve in the capacity of a dis 
putes board. The Wage Stabilization Board— 

The Cuatirman. If they have any material raise in steel wages, not 
questioning the merits of it, naturally the other wage earners will 
Waht a raise. 

Mr. PUTNAM. Most of the others have received cost-of living ad 


justments already—for instance, the automobile workers, the electrical 
workers. I can think of many that have had cost-« a ving mereases 
already. The steel workers have not had a cost-of tn iIn@ mMcrease as 


Vel since the controls went into effect. 

The Cuatman. Mr. Reuther has a fine formula worked out with 
the automobile industry. 

Senator Carpenarr. Mr. Putnam, do vou not have complete charge 
of the wage fixed by the Wage Stabilization Board ¢ 

Mr. Purnam. You mean the Wage Stabilization Board? The Wage 
Stabilization Board has two functions—one of making regulations. 
which I must approve before they go into effect, and also, under the 
Presidential order, the function of making recommendations for the 
settlement of clisputes in eases which the President certifies to them. 
In that capacity they are directly under the President. 

Senator Carpenarr. You are over price and wage control. 

Mr. Purnam. | am, but in the case of the dispute settling— 

Senator Capgenarr. If there are wage increases granted, they must 
be approved by you. . 

Mr. Pu TNAM. No, they must be within regulations that have been 
approved by me. 

Senator Capenarr. Is not that the same thing / 
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Mr. Purnam. I have no idea at all of what they will recommend 
in steel that is not within the regulations. 

Senator CarrHart. I want the record straight that you do have 
charge of wages and prices. 

Mr. Purnam. I have charge of the regulations under which they 
work, but what the Wage Stabilization Board may recommend in a 
particular disputes case—as long as they do not break the stabilization 
regulations—I have no control over. It is expressly provided that any 
wage action taken by the Board in disputes cases Shall be consistent 
with stabilization policies. 

Senator CareHartr. You have charge of the regulations by which 
they work. 

Mr. Purnam. That is right. 

Senator Carrnart. If they come within those regulations, it is 
automatic, but if they pierce the regulation, or pierce the ceiling, 
then they must come to you? 

Mr. Putnam. Yes. I have no doubt that they will not pierce their 
own regulations. They are the ones who made the regulations to begin 
with. I have complete confidence in them. 

Senator Carruartr. And Mr. Johnston approved them. 

Mr. Purnam. He approved most of them. Since December 1, I 
have had several basic regulations come to me for approval. 

To get back to my statement, we need both sets of measures to give 
us the adequate economic protection. I know that there are siren 
voices which tell us we can dispense with the direct controls and rely 
entirely on the indirect controls. But the Congress has in the past 
declined to heed these voices and trifle with the safety of the country. 
And Lam sure it will decline to heed these voices now. 

As you know, the Economic Stabilization Agency which I head is 
responsible for the administration of the direct controls on prices, 
wages, salaries, and rents. But I do not think that I can properly be 
accused of having any vested interest in the direct controls. I ac- 
cepted appointment to this position only because I was convinced that 
the direct controls are at this moment an important part of our na- 
tional-defense effort. If I had not been so convinced and if I did 
not still remain so convinced, you would not find me occupying this 
position. In this political year, particularly, it is the kind of job 
which keeps its occupant at the receiving end of the slings and arrows 
of bitter attacks. 

The only satisfaction which comes in a job like this is the feeling 
that the work is important, and does the country good. And the facts 
show that this program in the past has done the country a lot of good. 

Senator Scuorrren. I take it that you believe we ought to continue 
all of these controls, then, that you have announced you believe in. 

Mr. Purnam. I believe we should have the power to have all these 
controls. I think the time is going to come when they will not all have 
to be used all the time. 

Senator Scuorrret. Now, wait a minute. You interest me when you 
say the time might come. <A lot of these commodities have for seven 
straight months been far under the regulations that you have estab- 
lished ? 

Do you think they still should be held rigidly that way ? 

Mr. Purnam. Senator, if you will let me get on, I am going to come 
to that, and I think that is a very important part of this whole 
cliscussion. 
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Senator Schorrren. It is an important part of the economy of this 
country, how businessmen are going to operate and get way from the 
red ti ipe that is attendant on all of it. 

Mr. Purnam. I will discuss that subject definitely. It is very much 
on my mind, and very important. 

To assess the value of what this agency has been trying to do, 
think it is relevant : and appropr iate to go back to the mandate you gave 
us in the original act. Title IV starts out with the intent of Congress 
in prov iding the authority for price and wage stabilization. You pro- 
vided the authority in order to achieve these purposes : 

To prevent inflation and preserve the value of the national currency ; to assure 
that defense appropriations are not dissipated by excessive costs and prices; to 
stabilize the cost of living for workers and other consumers and the cost of 
production for farmers and businessmen; to eliminate and prevent profiteering 


hoarding, manipulation, speculation, and other disruptive practices resulting 
from abnormal market conditions or scarcities; to protect consumers, wage 
earners, investors, and persons with relatively fixed or limited incomes from 
undue impairment of their living standards; to prevent economic disturbances 
labor disputes, interferences with the effective mobilization of national resources, 
and impairment of national unity and morale; to assist in maintaining a reason- 
able balance between purchasing power and the supply of consumer goods and 
services; to protect the national economy against future loss of needed pur- 
chasing power by the present dissipation of individual savings; and to prevent 
a future collapse of values. 

All of these things were to be accomplished, you said— 
with full consideration and emphasis, so far as practicable, on the maintenance 
and furtherance of the American system of competitive enterprise, including 
independent small-business enterprises, the maintenance and furtherance of 
Si and working relations, including collective bargaining, and the maintenance 
and furtherance of the American way of life. 

Taking our programs as a whole, I think ESA’s record in carrying 
out your mandate has been a highly creditable one, one which I have 
become proud to be associated with in the few months I have been 
Administrator. 

Since the controls were imposed in January 1951, the price-wage 
piral which followed the outbreak of fighting in Korea has been 
checked and stability has been restored to the economy. 

Senator Carenarr. You say— 

Since the controls were imposed in January 1951, the price-wage spiral which 
followed the outbreak of fighting in Korea has been checked and stability has 
been restored to the economy. 

Why was not that all that was necessary as far as your statement 
was concerned here today ? 

Mr. Purnam. I thought you would like me to prove it a little bit. 

Senator Carenart. You say that stability has been restored, and I 
agree with you. I think a good job has been done; I think we have 
got a good law. 

Now, if it has been restored, and I think it has, then why not just 
“period.” Why do you not recommend the extension of the existing 
act? What more can you get than to say that stability has been re- 
stored to the economy and ‘the price-wage spiral which followed the 
outbreak of fighting in Korea has been c hecked 2 

Mr. Purnam. Are you in favor of extending the existing act 

Senator Carenart. Yes; there is no question about that. I have 
said so publicly I do not know how many times. 
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Mr. Purnam. To extend the existing act would be a lot better thay 
no act, but I think we can do better than that. 

Senator Carruarr. My point is you said everything in those three 
lines. You say that it has been checked, and stability has been re 
stored to the economy. 

Now, that means, then, that we are right where we want to be. 

Mr. Purnam. I think we are just about, but I do not think we are 
out of the woods. 

Senator Carenarr. Well, I understand that. In other words, you 
say that we have a good act to work with, and that you have done 
a good job under the act. 

Mr. Purnam. [ did not know I had exactly said that, but on behalf 
of my predecessor I accept the compliment to our agency. 

Senator Carrnarr. You say— 

Since the controls were imposed in January 1951, the price-wage spiral which 
followed the outbreak of fighting in Korea has been checked and stability has 
been restored to the economy. 

Mr. Purnam. And for 6 months we had a better law, the first 6 
months, than we had the second 6 months. 

Senator Carprnarr. And unfortunately the first 6 months you had 
the law, you did not use it. 

Mr. Purnam. I was referring to the 6 months from January 1, 1951. 

Senator Carenarr. From September 6 to February, you did not use 
the law. 

Mr. Purnam. I was not here then. 

Senator Carenarr. Well, of course you fall back upon that, but you 
did not use it. Had you used it, then the situation possibly would be 
better than it is today. 

Mr. Purnam. I was not here. I am not going to criticize any of 
ny predecessors 

The CuatrMan. There was not any predecessor, there was nobody 
after we passed the law. In justice to Mr. Johnston, the President 
simply did not put it into effect. 

Senator Carpenuarr. That is a strong paragraph, and I think you 
might as well read that paragraph, and put the balance of it in the 
record. 

Mr. Purnam. On the basis of what you said, I think you are very 
complimentary to our agency, and I appreciate it. 

Senator Carenartr. You had better let well enough alone. 

Mr. Purnam. Do you want me to retire? 

Senator Carenarr. Oh, no. 

The Cuamman. We counted on you making the military people do 
what they ought todo. You are not taking orders from them. ‘The 
civilian economy is just as important as the military. 

Senator Moopy. As T understand your position, Mr. Putnam, you 
think a good job has been done, but the law can be strengthened; is 
that right? 

Mr. Purnam. That is right I think there is a lot of pressure ahead, 
and there are some weak spots I was going to diseuss shortly. The 
Senator has been anticipating me. 

Senator Moony. It is the pressure ahead I want to ask you about. 

Do you feel we are out of the woods from the standpoint of infla- 
tionary pressure, or do you think the increased schedule of military 
buying that is coming w ill bring greater pressures ? 
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Mr. Putnam. On the statistical side, the pressures W il] get greater 
and greater. I think that is tempered by a psychological factor that is 
helping us. I think actually we will have about the same pressures 
for the next couple oft vears. I am not an economist, but the econo- 
mists say it will be stronger. 

The CHAIRMAN. Go ahead. 

Mr. Purnam. Our 6s arcing are by no means perfect, in spite of 
the nice things Senator Capehart has said, but I can assure you that 

are trying our very best to do a good, conscientious job of carrying 
out the mandate you gave us. We are abw: ivs looking for ways to im- 
prove our service to the peop le of this country. We want to stabilize 
without sterilizi he the economy, to be effective without ben ne rigid 
and inflexible. 

And the results of the program, Ll believe, speak well for themselves. 

Take prices, for example. Between June 15, 1950, and February 15, 
1951, the index of cost of living rose 8 percent—an average rate of | 
percent a month. Since February 15. 1951—which is the date of the 
first Consumer’s Price Index report following the imposition of direct 
controls on prices and wages—the cost of living rose mee 2.9 percent, 
or at an average rate of one-quarter of J percent a month Lhe last 
complete report, for January 1952, showed ho oe n the index 
from the previous month. In the case of wholesale prices, the results 
have been even more dramatic. In the precontrols nein: d wholesale 
prices rose 16.3 percent, or at an average rate of about 2 perce nt a 
month. Since the controls were imposed they have actui ily scaelilbiad 
2.5 percent. 

Senator Ives. You would not care to comment on a vi ry obvious 
interpretation that might be placed on that with respect What might 
have happened had price controls and wage eontrols heer imposed, 
we Will say, within 50 days after the act became law ¢ 

If l read this correctly, had such action taker piace, the ove il] 


nerease from the be@innine of the Korean undertaking pro yibly 
would not have been even 6 percent. 

Mr. Purnam. Well, as I remember it— 

Senator Ives. It seabaliis would not have been mi more than 4 
perce! t. 


Mr. Purnam. I was not here, as IT said earlier, and Tam not familiar 

ith allof the factors one way or another at that time. 

Senator Ives. lam not blaming anvbody, not even the President of 
the United States, although Tam tempted to. 

Mr. Putnam. There was an atte Mipt as l recall to trv all the voli 
tary controls first. That is my recollection. 

Senator Ives. There was an attempt to try to es ape this thing which 
Congress thought in its wisdom was necessary, and which apparently 
the administration did not desire to undertake. That is about what 
happened, 

But your fioures could be projected Into il rather unhappy picture 


tor those responsible for not imposing price and wage controls at at 
earlier date. 
\Lr. PUTNAM. Well, it IS AW fully hard to know what arnt have 


hap pen ied if you had done some thing else. DT was not here, I will have 
to retire on that, I think. 

Senator ScnorrrrL., But the Congress did give you, or your agency, 
and your predecessors, the machinery with which to do that had it been 
implemented. Is that not a valid point to make / 
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Mr. Purnam. The law was certainly enacted in September. That is 
the law we have been operating under, but the mandate, as I remember 
it—I have not got the law by heart, but as I remember it you were 
supposed to try voluntar v controls first. ; 

Senator Carrmarr. That is not true. 

Senator Ives. There was not any mandate. It was left to the Pres 
dent of the United States to do what he wanted to do, and he did not 
do anything, and it got out of hand completely. 

Mr. Purnam. This is my recollection, and I have not got figure: 
in front of me on this, but there was a big upsurge after Korea, and 
then there was a lull during which it looked as if we were going to 
get to the Yalu River, and ‘all that. It was after the Chinese Com- 
munists intervened and the second wave of scare buying got under 
way that these controls were put into effect. That is my recollection 
But before that, it looked as if the scare buying was quieting down. 

Senator Ives. There was a big upsurge after ‘the law became enacted. 

The Cuatrrman. Go ahead, Mr. Putnam. 

Mr. Putnam. | want to go on with the figures o1 wages for these 
same periods before and after controls. 

Between June 1950 and Febr uary 1951, average straight-time 
hourly earnings in factories rose 7.1 percent, or at the average rate of 
seven-eighths of 1 percent per month. From February 1951—after 
the controls were imposed—until the end of the year, average hourly 
earnings rose only 4.3 percent, or at the average rate of a little more 
than two-fifths of 1 percent per month. 

On an annual rate, prices have increased about 3 percent, wages 
about 5 percent under controls. The program has generally restored 
a normal balance to the price-wage relationship. The runaway trend 
of prices which began in 1950 has been checked. The general move- 
ment of wages in manufacturing industries has been held to a level 
approximating the increase in the cost of living. 

The moderateness of both price and wage changes under the present 
stabilization program compares extre smely well with previous periods 
in our recent history. For - xample, during the period when we 
were engaged in World War I, consumer prices rose at an average 
rate of 17 percent a year and wages at an average rate of 23 percent 
a year. In the 2-year period before Pearl Harbor, they rose at the 
average annual rates of 4 and 8 percent, respectively. For the whole 
period of World War II, those average annual rates of increase were 
maintained, although both prices and wages went up very much faster 
in that during the period from Pearl Harbor to early 19438. In the 

ars between the end of World War IT and the outbreak of fighting 
in Korea, prices rose at an average annual rate of 5 percent and w ages 
at an average annual rate of 8 percent. And from the start of the 
Korean war to the start of the controls program these rates were over 
12 percent a year for prices and about 11 percent a year on wages. 

Senator Scnorrrrn. I would like to call your attention to the fact 
that Congress there, and those in the administrative positions of re- 
sponsibility should have known what happened in World War I 
That was the reason Congress gave the executive branch, your depart- 
ment, this complete author ity to move out, which they did not do for a 
good many months while this spiral that you mentioned before took 
place. 
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Mr. Purnam. Senator, I concede that. I am here before you today, 
however, to say that regardless of what may have happened then, I 
want you to give us the authority to keep this thing under restraint 
from now on. 

Senator Scuorrrer, And equally do I want to keep in this record in 
bold relief, and not in the fine print you have to get a magnifying 
glass to look for, that Congress did give to the executive departments 
the authority and the power under which you are operating presently 
to check these very things which they knew were like ‘ly to hap pe n. 
They happened in World War II, and I think that is a ‘nan alid 
point for us to make. 
~ Mr. Purnam. May I in that same connection suggest we keep in 
mind what we did at the end of World War IL when we threw our 
guns away altogether too soon and the cost of living zoomed in 1946? 
| hope Congress will keep that in mind as well, and that we will keep 
this thing under control. 

The CHatrMan. I thoroughly agree with you, but in those d: ays the 
military said that was the thing to do. I was on the - ypropriations 
Committee, and I remember now the opposition by the Air Force, and 
now they not only have $54 billion they have not spent, but are asking 
for another 52 billion. 

It is your job, and Mr. Arnall’s job, to have the military make up 
then ‘mind about what the “Vv are voing to do. 

Mr. Putnam. We will do our best, but I do not see any authority in 
this act for us to push the military. 

The CHatrman. If there is no authority in the Defense Production 
Act to control the country, we need not h: ave any act. The only reason 
for this act is because of the military spending, and with appreciation 
for Mr. Lovett’s ability and integrity, let us find out where we go from 
here. That is all I want. 

You cannot have a $70 billion expenditure, as Mr. Lovett wrote here 
ouly the day before yesterday, when we did not have any idea of such 
thing. Mr. Wilson did not himself when he testified. He said the 
peak would be reached at 3 billion a month, but 4 times 17 is 4 billion 
amonth. Now, all I think the committee desires, and I only speak as 
its chairman, is that you gentlemen in charge of the controls, you and 
Mr. Arnall, find out what the milit: ary is goingtodo. If they need the 
money, certi untly give it to them, but let us get voing : and do something. 
Let us not have articles such as were in Fortune magazine last month, 
showing that it will be 1954 before we have airplanes comparable to 
the Russians and the Germans. 

Mr. Purnam. Lam asking you to give us the controls so the economy 
will remain stable when they do spend it. 

The Caarrman. I want you to help make up the military’s mind 

about what they are going to do. 

Mr. Purnam. I will do the best I can. 

The CHatrMan. That is where all the inflation is coming from. 

Mr. Putnam. To get back to the comparisons I mentioned, these are 
significant figures. They show that our price and wage programs 
have held ¢ 1 remark: ably good line. Despite the development of a 
series of aul itions under which fair and equitable price and wage 
adjustments are permitted, despite increased earnings resulting from 
shifts of employment to higher-paying defense jobs, and despite 
the weakening of the law, the upward movement of wages and prices 
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has been kept definitely within aes limits as compared with 
representative periods since World War I 

The importance of the price and wage figures for the periods before 
and after controls is underscored when we recall that in the period 
prior to the direct controls we had all the so-called indirect controls 
in operation. We had stuf credit controls. We increased taxes and 
the Federal budget was running at a surplus. And we also had 
campaigns for voluntary price and wage stability, for voluntary 
saving and for restraint in buying. But all these things put together 
failed to stop the inflationary spurt of prices and wages. 

This inflationary price and wage spurt came about in the absence 
of any real shortages of goods and in the absence of any excessive 
purchasing power created ‘by the defense program. The defense pro- 
eram was just then getting started. Inflation came about because 
people anticipated shortages, and the anticipation created a wild 
scramble for goods; the scramble drove up prices, and prices drove 
up Wages and vice versa. The price-wage spiral was creating Its own 
fuel as it went along. ‘That is why it could not be brought to a halt 
by indirect controls aimed at restricting excessive pure hasing power, 
That is why we needed the traffic policeman’s whistle of direct con 
trols to restore order, stability, and confidence. 

In stressing the crucial role which direct controls played in stopping 
(he inflationary surge after Korea, I do not want to give any im 
pression of minimizing the importance of the indirect measures, 
particularly ina protracted period of emergency such as we are facing 
now. In a protracted emergency the impulsions to inflation come 
gener: ally not from psychological panic but from actual shortages 
of goods in relation to purchasing power. It is the function of in 
direct controls to prevent whatever impulsions are left from express 
ing themselves in a price-wage spiral. 

Obviously, the direct controls cannot hold down the lid indefinitely 
if the underlying inflationary pressures are allowed to grow and 
multiply. To function properly the direct controls need the maximum 
support from the indirect measures in keeping the underlying pressures 
within manageable limits. Both sets of controls supplement one 
another. They form two interlocked lines of defense. 

Senator Ropertson. I want to agree with and underline your state 
ment that indirect controls cannot hold down inflation if the pressure 
continues to increase. 

Mr. Purnam. I think we need both. It is like a balloon—to keep 
the air from going out you have to hold it on all sides. 

Senator Roperrson. One of the pressures would be increased wages. 

Mr. Purnam. That is one of the pressures, certainly. That is why 
we vane wage-control regulation. ; 

ator Ropertson. I thought vou might be able to tell us if you 

“an io | the line on wage controls 4 

Mr. Purnam. I do not think there is any question that we can hold 
the line, sir. We have good regulations, and I do not think anv of 
them will be broken by anything that is coming along that I ean 
imagine. There isa great to-do, almost a hysteria, “shail I say, but— 

Senator Roperrson. You have a 22- phase program in steel alone, 
and in 5 of the 22 items it would add a direct cost to steel of $750 
million, and an indirect cost over all of $1,500.000.000, and that. is 
just 5 of the 22 
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Mr. Purnam. Well, I do not know what the proposed settlement 
terms will be in steel. This came up a little bit earlier. I have no 
knowledge at the present time of what the Wage Stabilization Board 
of 18 independent people will recommend, but I am perfectly con 
vinced myself that they will not recommend anything that breaks 
the rules that they have already made. That would not be natural 

r human. 

Senator Carenarr. If the Senator would vield, I think it would be 
well at this point for you to put into the record, if vou can at the 
moment, or 1f not, have it placed in the record tomorrow, exactly 
what those rules and regulations are. 

Could you put them in the record now, by memory / 

Mr. Purnam. Not from me mory ; no, There are quite 


il number ol 
separate reculations. 
Senator Careuarr. In other words, what you are saving is that vou 
are satishied that this Board will not pierce the wave ceiling as now 
- down bY rules and regulations which vou have already writte1 
- hat corre t ¢ 

Mir. PuTNAM. ] ah genes —- 

Senator Carenarr. Mr. mud I ask that at this pot e be 
ee Raetd caneiniecne tis eesti nn cakebad aan OMS al Chiat 


vou have issued, that Vou sav mm your opinion they are hot going to 
break. 

Mr. Purnam. There are at least 21 of those regulations. Do y 
vant themall 4 

Senator Carenarr. Yes. 

Phe CHarMan. Without objection, they will be printed. (See 

endix, p. 927.) . 


}?] 
Senator Carprnarr. In other words, his statement w 


Wis rhs) they 


ould not break or go beyond the formula or rules and 1 


eu ytiwowns 
ow setup for mereas ne waves 
Mr. Pcrnam. | haveevery confidence in that. 
Senator Caremarr. Therefore, | think it is important at this point 


to put into the record exaetly what that formula is, and here: thie » rule 
nd regulations are, so when we start considering this le 1s 
an see whether they did or did not. 

The CHatrmman. Without objection, following Mr. Put 
ment, those will be printed. 

Senator Ror RTSON. L want to make Sure that the Wage Stabiliza 
tion Board will have them. 

Mr. Purnam. They made them, sir. You understand, Senator, as I 
aid earher, that I have no authority over them in the matter of their 
ie 00 HaoHy ition in settling particular disputes. They are independent 
peop le, but the yy are the same peop le who mace the rules, and I feel 
perfectly convineed the ‘vy will not break the rules they made. I have 
every confidence in that. [think I can say it with pretty good assum 


nee, Their recommendations must be consistent w ith Stabilization 
policies, 

senator CAPEHART. Can you say by memory that the rules and 
regulations you talk about do permit an increase to the steel workers / 


Mr. Purnam. The stabilization rules permit adjustments for cost 


f living, and various other things, area practices, interplai 


Hes, pensions, and so on. 
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Senator Carenarr. Can you estimate about how much an hour the) 
automatic: ally permit ? 

Mr. Purnam. I would not, because I have not been completely into 
all the items in this particular case. 

Senator Carenarr. It is a pretty important subject. I think you 
ought to go into it. 

The Cuairnman. Let me ask you this: Who is the Chairman of that 
Board ? 

Mr. Purnam. Nathan Feinsinger. 

The Cuairman. I think the thing this committee ought to do is ask 
Mr. Feinsinger to come down here in the morning; he has the last say. 
Is that correct ? 

Mr. Purnam. His Board has the power to make the recommenda 
tions to the President on terms for iiocing a settlement. 

Senator Rosertson. I would not have asked this question if I had 
uot had expressed to me a great many fears on that very issue, and | 
know that if the Wage Stabilization Board grants any substantial 
part of what has been demanded by the C 10 union with respect to 
wages in steel, it will have disrupted this whole program. 

Mr. Purnam. Well, I do not think you need worry about their 
breaking any of the rules at all, but I think it might be a very good 
thing, and I think Mr. F einsinger would like to come and talk with 
you. 

The Cratrman. I know he would like to testify, I know that, be- 
cause he has called the clerk. I think that if we could have him down 
here tomorrow, it would follow through with your testimony this 
afternoon. We will get a clearer picture here before we get into this 
list of some 60 witnesses next week. 

Mr. Purnam. I am going to get to the subject in my own testimony 
of soft markets, and I think his opinion will be valuable there. 

Senator Carenart. When he does come down tomorrow, let us 
have him place in the record exactly how much can be given any wage 
earner today in the way of increases under these formulas and rules 
and regulations that you have been talking about. In other words, we 
ought to be able, then by 11 o’clock tomorrow morning, to find out 
exactly how much the steel-wage earners will be entitled to do in their 
increase. 

Mr. Purnam. I think, if I might make a suggestion here, that it 
would be well to have him bring all the regulations with him, and 
they can go into the record with his testimony rather than mine. It 
might be more appropriate, and he could explain the matter. 

Senator Caprnarr. Is it a fact that tomorrow morning he can tell 
us exactly how much increase, under your regulations, or their regu- 
lations, the steelworkers are entitled to ? 

Mr. Purnam. I am not sure that he could. 

Senator Carenartr. Why not? 

Mr. Purnam. I think it may depend in each case on how much has 
been given. One plant has not always given the same as another, 
there are interplant inequities, but he can tell you about that. 

The CuatrmMan. We will ask Mr. Feinsinger to bring down a copy 
of the regulations, and to explain as best he can. When I say as best 
he can, of course he cannot go into the minute details. 

Mr. Purnam. I want to make clear, as I know he will too, the pow- 
ers of the Wage Stabilization Board in dispute settlements have no 
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sanctions of any kind. The Board makes recommendations, but they 
are recommendations in an attempt to settle a dispute. 

Senator Ronerrson. That is what Mr. Wilson testified, but let us 
follow that through for a moment. They recommend a wage settle- 
ment and the President approves it and promulgates it. What hap- 
pens to the steel company which does not live up to that new wage 
scale? 

Mr. Purnam. The President merely announces the recommenda- 
tion. He does not promulgate it. 

Senator Rozertson. Then what happens to the steel company that 
does not adopt it? 

Mr. Purnam. Nothing more than if they were bargaining by them- 
selves, and would not adopt what the union suggested, and the union 
is free to strike. 

Senator Roperrson, But you promulgate a national pattern, and 
most of them, especially those who have Government orders, will adopt 
them. Now, will the others who don’t adopt them be shut down, as 
a practical matter ¢ 

Mr. Purnam. I cannot tell you what the union will do in a case 
like that. This is just like a Board of Mediation that has been called 
in, and everybody says, “Well, we won't strike until the board makes 
a report, and then we are all free to do what we like. The board will 
make the report, and the steel companies and the union are both free 
after that to do what they want.” 

Senator Roperrson. Is it a fair appraisal to say that when the 
Wage Stabilization Board and the President approve a pattern of 
wage payments for a major union in this country that it is nothing 
more than a suggestion?’ It is true it is not a statutory law, but I do 
not see how any steel company that does not adopt the suggestion 
is going to operate. If they say they cannot afford to operate: what 
happens then? Does the Government move in, take over the plant 
and operate it ¢ 

Mr. Purnam. That might happen—TI am not sure. 

Senator Rosertrson. They have the power to do it, we need the 
steel. 

Mr. Purnam. The Wage Stabilization Board’s job is to prevent in 
flation, just as it is the job of price stabilization. They have that 
great desire. ‘The by also have a mandate under the Pre side ntial order 
to try to find a w ay to settle disputes referred to them for recommen- 
dations. They are trying very hard to do both as Mr. Feinsinger 
will tell you. They want definitely to find a solution acceptable to 
both parties that is not unstabilizing. Their whole desire is that, and 
[am sure they will not break any of their rules. 

Senator Ronertson. I hope you are right, but whatever they do, 
it is just a suggestion. It sets the pattern not only for steel, but 
eeaks else, and if it is an inflationary pattern, then they have 
set it. 

Mr. Purnam. Their job is to try to prevent it from being inflation- 
ary, [ assure you. Z know they are trying very hard to do that. 

The Cramman. Go ahead, Mr. Putnam. 

Mr. Purnam. Going back to my statement, as we look ahead to 
the next 2 years of the defense emergency and contemplate the planned 
increase in our defense expenditures, I do not see how we can fail to 

96315—52—pt. 1- 9 
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recognize that we need to strengthen both lines of defense, our indi 
rect control powers and our direct control powers. 

Believe me, it is a comforting thing for me as Economic Stabilize; 
to look around these days and see the great production of civilia: 
goods still pouring out of our plants and factories, to see reduction 
in some prices which a year ago were up in the stratosphere, and t 
see the continued high rate of personal savings. 

Mr. Chairman, I liked what you said in New York yesterday about 
the man who had driven a few hundred miles on a smooth road with 
out accident and said he did not need his insurance policy any more, 
although the rough road was ahead. 

The Cuaimman. I only base my judgment on the rough roads o1 
that letter Mr. Lovett sent me saying they expected to spend S7U 
billion in the next 17 months. 

Now, I will only say this: If the military is going to do that, it is 
going to be rough. I hope they will do whatever is right for the 
defense of this country, and if they are going to spend $70 billion 
in 17 months, that is $4 billion a month alone for the milit: ary. 

Mr. Purnam. That is why we want an extension of the controls. 

The Cuarrman. The whole thing is wrapped up in the military, and 
foreign aid; 85 cents out of every dollar, when you add the interest 
on the debt, plus the veterans; that is the whole thing. 

Mr. Purnam. Well, it is not comforting at all—it is rather frighten- 
ing, actually—to realize that the possible impact of inflationary pres 
sures in the next few years could be much greater and much more 
damaging than it was in 1950. And to know, also, that our powers 
for dealing with such an outbreak of inflation are not as strong now 
as they were a year ago. 

In considering the possibilities of further inflation, we have to look 
in two directions. Not only do we have to guard against the infla 
tionary effects stemming from the steady erowth of disposable in 
come—without a corresponding increase in civilian goods—but we 
also have to guard against the potential inflationary dangers rep 
resented by our accumulated savings. 

Senator Carenartr. Would you be satisfied in the next 12 months 
if prices did not go up more than 2.8 4 

Mr. Purnam. I would be better satisfied if they did not go up 
at all, 

Senator Carenarr. Would you be satisfied with 2.8? 

Mr. Purnam. My desire would be to keep our dollar exac tly intact, 
and I will try to do it. The nearer I can come to that, the better | 
will be. 

Senator Carenart. [f we give you all the changes that you are 
asking for in this law, will you be able, then, to absolutely hold the 
line without any increases whatsoever ? 

Mr. Purnam. I cannot promise you that, either, because it is not 
in my control. I do not know what the Kremlin may be going to do 
There may be another scare or wave of fear come over the country 
A great many things can happen. 

Senator Capruarr. If you have supreme power to control wage: 
and prices, as you do in this act—— 

Mr. Purnam. There is a great deal of the economy we do not have 
control over under this act, sir. You know there are large part: 
of it we do not have control over. | 
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Senator Caremarr. You have control over wages and prices; the 
only exception, of course, is parity on some farm products. 

Mr. Purnam. Most farm commodities are below parity. We do 
not have control over rents except in certain areas. Imported raw 
materials—take copper. A lot of it comes from abroad. ‘There are a 
great many things we have not got control over. 

Senator Carenarr. Do you think you ought to have control over 
ill of them ¢ 

Mr. Purnam. No; I do not think we could control them all. But 
that is why I cannot guarantee that the price level will not go up. 
However, | hope we ean hold it. 

Senator Carenarr. You are not willing to prophesy, then, that 
nder the existing act, or even if we change it exactly the way you 
would like to have it changed, you would not guarantee we would 
not have some price increases. 

Mr. Purnam. I could not guarantee that, because there are many 
forces outside the control even of this country that affect that. I 
think the better tools you give me, the better job I can do. 

The rate at which we have been saving has helped this year 

Senator CapeHarr. I suspect production had a good deal to do 
with it, too. 

Mr. Purnam. Our people have gone in for an exceptionally 
high rate of savings since confidence in ‘the dollar and in the stability of 
prices Was restored as a result of our price and wage freeze of early 
1951. Our people have been exhibiting remarkably good sense in 
saving their money instead of spending it. This has been very for- 
tunate and has aided miaterially in stabilizing the economy. But the 
money saved has hot been sterilized, It Is still available for use, and 
t could be thrown into the markets promptly if individual savers were 
again to lose confidence in the stability of prices or in our determina- 
tion to hold the line. 

I know that there are a lot of Americans who sincerely believe this 
talk of further inflation danger is the old ery of “Wolf! Wolf!” I 
know that there are patriotic Americans who sincerely believe that 
instead of raising tax revenues we should lower them, that instead of 
strengthening our direct controls we should weaken them, that instead 
of worrying about inflation we should be more worried about deflation. 

But let us look at the facts. As I said, we are only in the middle 
of our defense program, and in some particulars we are just beginning 
to get into it in earnest. A year ago, we were spending at an annual 
rate of $27 billion for national security programs and today the rate 
of expenditures is about twice that much. A year from now we will 

till be continuing to increase that rate. Most of these e xpenditures 
by their very nature, are inflationary and reflect a diversion of voods 

d services from civilian consumption while civilian incomes continue 
to rise, 

Furthermore, the fact remains that the war in Korea has not ended 
ind that there are volcanic tension areas elsewhere in the world which 
might erupt at any time. 

In other words, we are not out of the woods in this defense program 
ind will not be for some time, I am afraid. 

The factors which make for higher prices still exist throughout 
he economy. We dare not view them with calm and unconcern. In 
line with the mandate you gave to this agency in the Defense Produe- 
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tion Act to prevent the dissipation of savings and the loss of purchas 
ing power through inflation, it is up to all of us, I believe, to do every 
thing we can to hold those pressures in check. Gentlemen, we must 
remember that the cost of living today is at an all-time high. 

Frankly, much as I would like to see the need for my job ended so 
that I can return to my family and my business in Massachusetts, | 
am forced to admit that the facts lead me to an opposite conclusion, 
that we must strengthen the indirect and the direct stabilization pro 
grams. 

Tax policy, I know 

The Cuairman. It has nothing to do with taxes. 

Mr. Purnam. I will skip that paragraph. 

Senator Dirksen. I would rather you did not. 

Mr. Purnam. Tax policy, I know, is outside the immediate juris 
diction of this committee, and I know the subject of higher tax 
revenues is not a popular one anyway in any congressional committee 
at this time. Nevertheless, I think it is relevant and appropriate for 
me to tell you my honest view that our mounting deficit is a worri- 
some thing from the stabilization standpoint and must be faced up 
to in the context of this whole discussion on the Defense Production 
Act. 

Senator Dirksen. You have to face up to the context of this whole 
discussion, Mr. Putnam. Do you mean you are for a tax increase? 

Mr. Purnam. I am for not having an unbalanced budget. If the 
only way to do that is by tax increase, then I am for it. I am not the 
State Department, I do not know all the dangers, so T am not in a 
position to say whether we can safely cut things down. I know that 
my job is made easier with a balanced budget. 

Senator Dirksen. Well, assuming there was no chance for economy, 
would you favor an increase of $1414 billion in taxes. 

Mr. Purnam. Fiscal policy of that sort is a little beyond me, but 1 
would say that I would favor a sufficient tax increase to balance the 
budget over a period of foreseeable years. 

Now, I think the 141% is an extra peak, and I am not sure you would 
have to raise them that high, but if you raised them a certain amount 
it might fill in the valley beyond the peak. 

I am for having a balanced budget to help cure inflation. 

Senator Dirksen. It would take fourteen and a half billion dollars 
to balance the budget for 1953. 

Mr. Putnam. It might not be that much for the following year, 
you might not need that much. 

I am talking about raising taxes, as such, I am talking about hav 
ing a balanced budget. That is the thing that is very important for 
my job. 

Senator Dirksen. You can only do it in two ways, one by cutting 
spending and the other by increasing taxes. 

Mr. Purnam. That is true. Iam in no position to say we ought to 
cut. Iam not in a position to evaluate the international situation, 
and the dangers, so lam merely saying from my point of view it will 
be easier for me if you can balance ‘the | budget, and the best way to do 
it is not In my province. 

Senator Dirksen. It needs something more than a vague answer, 


I think. 





w 





DEFENSE PRODUCTION ACT AMENDMENTS OF 1952 127 


Mr. Purnam. Believe me, I have great sympathy for you gentle- 
men. 

Senator Dirksen. Thank you. 

Mr. Purnam. And great ‘confidence in the underst: anding of the 
bodies of Congress, too, and the belief they will come out with the 
right decision. I have complete confidence. 

Senator Bricker. But you are down here complaining about what 
we did last year, you and your coalition, 

Mr. Purnam. I still have confidence that you represent the voice 
of America, collective lv ‘ 

Senator Caprnartr. We should keep the law as it is, 1 presume. 

Mr. Putnam. Do not twist my words too far. 

In addition to tax policy, there is an important area of the indirect 
controls which is ve ry muc h before you now 1h this bill, and that in- 
volves our policy on consumer and real estate credit. As economic 
stabilizer. 1 would like to see this committee vote to re peal the amend- 
ments of last year restricting the Government's flexibility in con 
pence “dit. [know that the changes—the limitations—were voted 
by the C ongress last Vear with the best of intentrons. Nevertheless, 
our weakened credit powers are not sufficient to meet a sudden crisis 
in inflationary pressures. 

For I am firmly convinced that whether or not such a crisis de- 
velops —and I, too, hope that it does not—we must be prepared for 
whatever happens. We must be prepared to move fast and effee- 
tively. And on the credit side, we are not prepared in that fashion. 
The authority should be restored to the Federal Reserve Board to 
tighten or loosen the credit restriction terms as developing economie 
conditions warrant. 

Senator ScHoepPeL. Have you conferred with the Chairman of the 
Federal Reserve Board on this? 

Mr. Purnam. I have talked with him on this: yes, sir. 

Senator Scuorrpen. He does not agree with you, does he / 

Mr. Putnam. I may not have read his testimony correctly, but as 
I read it—I did not see a transcript of his testimony, but I did read 
what he put in his prepared testimony 

Senator ScuoerreL, | wish you would read his entire testimony, 
then, and a lot of the questions that were asked him. 

Mr. Purnam. I discussed the matter with him within the last day 
or two. I am talking about regulations W and X, you — 

Senator Scuorrren. I know what you are talking about. 

Senator Carenarr. He stated before the committee that if we did 
repeal the amendments and give him the flexibility that he would not 
at the present time use them. 

Mr. Purnam. I think that is quite true. These inflationary pres- 
sures might come—they could come with a scare, and then is when you 
want to have the thing to use. You do not use everything that you 
have necessarily all the time. 

Senator CAPEHART. Would it not be simple to come before the Con- 
gress then and ask for a different formula ? 

Mr. PurnaM. Sometimes things of that sort come awfully fast in 
an international situation, 

Senator CAPEHART, They do not come that fast. Of course, Con- 
gress can act fast in an emergency, and do you not think it is better 
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for the Congress to always write the formulas than it is for the 
administration ? 

Mr. Putnam. I think it depends. I think there are many thing: 
for which Congress can establish proper guideposts, but I think ther 
are also many places where we need executive discretion, and the 
ee er to act quickly. I think the guideposts of the original act are 
etter than the restrictions in the present act. 

Senator Carprnarr. Would it not be better to have the judgment of 
both the administration and the Congress on fundamental changes o! 
this sort 

Mr. Purnam. I do not think they are very fundamental. I think it i: 
giving a little wider discretion to a power they have already bee: 
given. I am merely suggesting they get a wider discretion than they 
now have. 

Senator Capenart. Is it not a fact that the Congress must write th: 
formula, not you or the administration ¢ 

Mr. Putnam. I think there are many things you cannot put dow: 
into a mathematical formula. I believe in some administrative discre 
tion. 

Senator Caprnart. I believe that the Congress ought to accept the 
responsibility for writing the formula. 

Mr. Potrnam. I think Congress often finds that a mathematica! 
formula does not fit all the cases. 

Senator Carenartr. They are just as capable of making one that will 
fit as you are, are they not ? 

Mr. Purnam. Are they going to be as close to the picture all the 
time as the members of the Federal Reserve Board ¢ 

Senator Cargnartr. They ought to have the recommendations from 
you who are close to it. 

Mr. Purnam. I have given you my recommendation, being reason 
ably close to it, that they be given a little more latitude than they now 
are given. 

Senator Bricker. The very reason Congress did whit they did on 
the restriction of regulation X and W was because the administrative 
powers were : absolutely blind to the necessities of the country. They 
sat down and said “this is it, we are not going to change it,” and Con 
gress had to because there was a real and despe rate need in the country 
for those changes and those restrictions. 

For you to come down here and say to me that administrative discre 
tion is essential in a case of this kind just does not found itself wpor 
the facts as we have seen them in the last 2 or 3 years. We found 
administration arbitrary, senseless to the needs of the public, so Con 
gress had to move into the field. It is a fact that you want unlimited 
power, you do not want anybody to check you, and you want to have 
the power as a club to use when, as and if you think it is advantageous 
to you to do so. 

Now, that is the issue here. You might say it is inconsequential and 
unimportant as you did a moment ago, but the question of absolute 
administrative power is one of the fundamental problems in this 
country today, and will continue until Congress takes back the policy 
making power. 

Mr. Purnam. The interesting thing in this is I am asking powe 
not for myself but for somebody else. 
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The Carman. The whole thing came about as Senator Bricker 
said. A horrible situation existed in the second-hand automobile 

business when everybody needed automobiles. That was the thing that 
caused the whole confusion in the State of Texas, and the West whe re 
poepipentes not get automobiles. That is how it came about. 

Mr. Putnam. I have given you my views. I think they ought to 
have the power to lighten or loosen the credit restrictions if deve sloping 
economic conditions warrant. 

It is for the same reason that I ask that last summer’s weakening 
amendments to our price-control powers also be repealed. In my 
opinion the amendments passed last summer—I am referring to the 
Butler-Hope amendment, the Capehart amendment, and the Herlong 
amendment—rob the price-control defense line of the maximum 
strength it should have for emergencies without accomplishing any 
compensating public benefit. 

Senator Bric KER. Has it been detrimental thus far, the failure of 
Congress to give you those powe rs / 

Mr. PUrNnaAM. U nder the ¢ Capehart amendment alone, it has cost the 
general public about three-quarters of a billion dollars in ceiling-price 
increases. 

Senator Bricker. Will you give us the facts and figures as to where 
that hes? 

Mr. Purnam. I have quite a little of it right here. 

The CHamman. Without objection, the whole will be put in the ree- 
ord, and then let him recite the facts and figures, but I would like to 
see the whole record, 

Senator Careuarr. Yes; everything he has should go in the record. 

Mr. Purnam. How det: ailed would you like this? I have it broken 
down by industries. 

Senator Carrnartr. How did you arrive at the $750 million? 

Mr. Purnam. I arrived at the $750 million by the ceiling prices that 
were in effect, plus the difference between them and the ceiling prices 
that were made after application of the Capehart amendment. 

Senator Carenartr. Have you some by industries there? Read the 
amounts by industries / 

Mr. Purnam. Let me see. 

Machinery, $111 million. 

Senator Carruarr. Is that tool machines? 

Mr. Purnam. That is all machinery. 

Senator CaPpEHART. Does that include tool machines? 

Mr. Purnam. I do not know whether it does or not. 

No; that is a separate one, I am quite sure. 

Senator, I would have to check that. It does not include machine 
tools. 

Senator CapEuartT. What is the next one? 

Mr. Purnam. In dairy products, $344,000. 

Automobiles, about. $300,000,000. That is the biggest single item. 
I think. ; 

Senator Carenart. Would you have allowed the automobile in- 
dustry to increase their prices had there been no Capehart amend- 
ment ? 

Mr. Purnam. I do not think so. I would not have if I had been 
here. This was done before I was here. 
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Senator Carenartr. What are some of the other industries? 
Mr. Putnam. I see grocery products, $17,300,000. 

Appliance and equipment, $42,850,000. 

Home furnishings, about $7,000,000. 

Housewares and accessories, $12,000,000. 

Chemicals, $12,850,000. 

Would you like me to put this in the record ? 

The CuarrmMan. Yes; we want the whole thing in the record. 
(The information referred to follows:) 





OFFICE OF PRICE STABILIZATION, 
OFFICE OF DIRECTOR, 


Washington 25, D. C., March 11, 1952. 
Mr. Rocer Putnam, 


Administrator, Economic Stabilization Agency, Washington 25, D. C. 


Dear Mr. PuTNAM: In your testimony before the Committee on Banking and 
Currency of the United States Senate on Thursday, March 6, 1952, you used an 
estimate, Which my staff had given you, that ceiling price increases under section 
402 (d) (4) of the Defense Production Act had aggregated three-quarters of a 
billion dollars. The committee evidenced some interest in the source of this 
estimate, and a breakdown of it. 

As of February 29, 1952, OPS had received 5,772 applications under section 
402 (d) (4), exclusive of passenger automobiles, and exclusive of applications 
by sellers of services subject to Ceiling Price Regulation 34. As you know. we 
have not been able to complete the processing of more than a relatively small 
number of these applications and we have not been able fully to tabulate the 
amounts of the increases requested. However, we have made a preliminary 
tabulation covering some 4,446 of these applications@™{nd we have assumed that 
these are representative of the total number of applications. The tabulation 
covers only applications on Forms 100 and 105 (CPR 22 and CPR 30), but these 
applications constitute 94 percent of the total number. 

A table is attached which shows the distribution of the 4.446 applications 
among our various commodity branches and divisions, the average percentage 
ceiling price applied for, and the dollar figures on the basis of which our estimate 
has been prepared. The aggregate dollar total represented by these 4,446 appli 
eations is $315.7 million. 

This figure needs adjustment in two ways: 

(1) The total number of applications (5,772) is 29.8 percent in excess of the 
number tabulated. On the assumption that those tabulated are representative 
of the entire number of applications, we have increased the dollar figure by 29.8 
percent, which raises it to $409.6 million. 

(2) The dollar figures used in the tabulation are based upon 1950 sales of the 
products represented in the applications. The year 1950 was used in the appli 
cations because, at the time the regulations were issued, the year 1951 had not 
been completed. However, dollar sales in 1951 of these same companies can be 
conservatively estimated to have increased by at least 15 percent. That this is 
a conservative estimate is shown by the fact that the Federal Reserve index of 
the physical volume of manufacturing production was 9.6 percent higher in 1951 
than in 1950, while in the same period the wholesale price index for industrial 
products increased by 10.5 percent. Thus, the assumed 15-percent increase may 
be considered to be a substantial understatement, particularly considering that 
the applications so far received are concentrated most heavily in the machinery 
area, where production increases have been most significant. Increasing the 
figure of $409.6 million by 15 percent raises it to $471 million. 

In addition to the amounts estimated above, we must add ceiling increases for 
automobile manufacturers. Ceiling increases for passenger cars show a fair 
range, but average almost exactly 5 percent. In dollar terms, our estimate 
shows an annual total for automobile manufacturers of approximately $304 
million, based upon expected 1952 production. However, this includes an esti 
mated $25 million for trucks which is also represented in the previous tabula 
tion. Thus, only $279 million can be added to the figure in the last paragraph, 
producing a grand total of $750 million. 

I trust that this explains the basis for our estimate. 

Sincerely, 
ELuLis G. ARNALL. 
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Estimated ceiling price increases under sec. 402 (d) (4) of the Defense Production 
Act, excluding passenger automobiles 


Average percent- 
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Applications covering passenger automobiles and optional equipment are not 


Senator Capenarr. And let us put in the record at that point, dur- 
ing that same period—this is on page 25 in the Economic Indicator 
of February 1952, during that same period—incomes increased ap- 
proximately $15 billion. 

Senator Bricker. That is all income? 

Senator Carruartr. All wages increased about $15 billion, in other 
words wages and salaries increased about $15 billion, while you are 
talking about $750 million. 

Mr. Purnam. I am talking about price increases which we had to 
grant under the Capehart amendment. ‘This $750 million figure does 
not include indirect: price increases resulting from the Capehart 
amendment. 
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Senator Carenartr. Were there any of those increases that were not 
fair and equitable? 

Mr. Purnam. That is very hard for me to say, sir. I cannot be sure, 
because I would have to go over all of them, and I do not know whether 
Mr. Arnall can be any surer than I can on those things. 

Senator Carenarr. Would any of those increases have been allowed 
under the old “fair and equitable” clause ? 

Mr. Purnam. I do not think so. I am not certain of that—there 
might have been some. I could not be perfectly sure. 

Senator Bricker. Unless they were losing money, nobody would 
have gotten any benefit under the “fair and “equitable” ’ clause. 

Mr. Purwam. That is not so. 

Senator Bricker. That is what the testimony showed when we 
had this up before. 

Mr. Purnam. If the industry as a whole was earning more than 
the industry earning standard, that industry was not considered to 
need an industry -wide price increase. Only if the industry as a whole 
was earning less than the earning standard would an industry-wide 
price increase be necessary. 

Senator Carznarr. In other words, you had one rule for one Amer- 
ican, and another rule for another? 

Mr. Purnam. No. 

Senator Capenartr. Well, you just said that. You said if they were 
in an industry that generally was making money, they would be denied 
the right to make an application, but “if they were in an industry 
where the industry as a whole was not making money, they would 
have a right to make an application. 

Mr. Purwam. An individual is always entitled to apply for a price 
adjustment but we do not give him an automatic price increase. These 
adjustments will be granted if he meets various standards for relief 
even if he is a member of an industry which is not entitled to an 
industry-wide price increase. He would be entitled to price relief if 
necessary for him to break even on his whole operation or in some 
instances on a particular product even though he is in an over-all 
break-even position. Mr. Arnall will probably wish to explain these 
standards in greater detail. 

Senator ScnorrreLt. Was it not true that under that old status of 
the law, before it was changed, that you operated on an industry-wide 
basis? Therefore it mitigated against and squeezed out and ruined, 
or would have ruined hundreds of thousands of small businesses that 
had not had the opportunity in the past to grow and build up to a 
stabilized big business such as big steel, big electric, big automobile, 
and a lot of those things. You found that to be the case, too, did you 
not ¢ 

Mr. Purnam. I do not think so, sir. 

Senator ScnHorrret. Your predecessors did, though. 

Mr. Purnam. Being a relatively small-business man myself when 
T am home, I have always had the belief that the small’ businesses 
were a pretty efficient group, and could often run circles around the 
big ones. 

Senator Scuorpren. Whether you know it or not, requests for pro- 
tection, came from a multitude of small businesses that did not have 
the big Sebeieabel relationships, and a history of big, fine, success- 
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ful operations. When your formula was on an industry-wide basis 
that 1s Where you squeezed the small businesses that did not have 
that history. I am speaking of small business as people who might 
employ 20 to 100 and not thousands as these big ones do. 

Senator Carenarr. Mr. Putnam, should the Congress in its wis- 
dom decide to repeal the Capehart amendment, would you roll back 
all price increases that have been allowed ¢ 

Mr. Purnam. Not all. I would think they should be scrutinized. 
There are some I know that have been excessive. Much of the damage 
has been done and cannot be undone. 

Senator Carenarr. Why were they excessive / 

Mr. Purnam. There are some where costs may have gone down 
markedly since July 26, but may have gone up before that, and there 
are some Cases 

The CHatrMAN. Can you give an illustration ? 

Mr. Purnam. I do not have one in front of me. 

Senator CarpeHart. You do not know of your own knowledge? 

Mr. Putnam. I have not gone and examined the industry’s books; 
no, sir. 

Senator CarprHart. Who told you? 

Mr. Puryam. Mr. DiSalle. 

Senator Capenarr. You say, then, that you might roll some of 
them back. 

Now, my next question is if we repeal the Capehart amendment, 
what kind of formula will you establish permitting a seller to m: ake 
application for an increase in his price if he feels that he is entitled 
to one ¢ 

Mr. Purnam. We have various standards for individual adjust- 
ments. We also have one that my predecessor put out for industry 
under price relief. 

Senator Carenart. Will you tell us as briefly as you can just what 
that is? 

Mr. Purnam. It is generally based on the formula describing 
normal earnings that Congress enacted, in the tax laws, which says 
what is an excess profit. If an industry is making so much money 
that it is paying excess-profits taxes—— 

Senator Carenart. But not an individual within an industry, just 
the industry as a whole. 

Mr. Purnam. This applies only to an industry. If the industry 
is in such a position that it is making what the Congress has called 
excess profits, we say they are not in a position to ask for special 
industry-wide price concessions. 

Senator CapeHart. In other words, any individual member of that 
industry is not entitled to ask for an increase? 

Mr. Purnam. If the industry as a whole is in an excess profits tax 
classification, the industry as a whole is not entitled to an increase. 
Now, an individual in that industry, if he is making a loss, is entitled 
to relief. 

Senator Bricker. If he lost money ? 

Mr. Purnam. If he lost money, he is definitely entitled to relief. 

Senator Carenarr. Let me see if I understand. 

In other words, let us say there were a hundred people in an in- 
dustry. If the majority of them are in the excess profits bracket, 
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then nobody withinthe industry would be entitled to make an applica- 
tion for an increase in prices unless he was losing money ‘ 

Mr. Putnam. That is substantially correct for the industry as a 
whole. We cannot penalize the public if the industry as a whole is 
making excess profits. As I said, we do, however, allow individual 
adjustments. 

Senator Caremarr. Now, you only know about whether they are 
in an excess profit bracket at the end of every 12 months, is that 
correct / 

Mr. Purnam. You asked me to paraphrase the formula. It is not 
spelled out 

Senator Carenart. Is it not a fact you only know whether they 
are in the excess bracket each 12 months / 

Mr. Purnam. Most industries keep books and have profit and loss 
figures every quarter, most of them every month. 

Senator Carpenartr. But my dear sir, you might make a lot of money 
in the first 6 months, and lose more than that in the last 6 months, 
so you cannot tell, can you, whether a company is in an excess profits 
bracket until the end of his fiscal year, or his tax year, is that not 
correct ¢ 

Mr. Purnam. Senator, you asked me to tell you in a few words the 
formula, and I tried to make it simple by using excess profits as an 
example. I think perhaps I had better go back and describe it in 
greater detail. 

What is says is that if the industry is making a return on its present 
invested capital that was as great or greater than 8) percent. of its 
best 3 years, 1946 through 1949, then it is not entitled to relief. The 
excess profits tax is not in that, but it is basically the same formula 
that Congress used in describing excess profits so I used the words, 
“excess profits” which I thought was an easier way to explain it. 
Excess profit is not in our formula at all. 

Senator Carenartr. In other words, if we repeal the Capehart 
amendment, then, you are going to deny every American citizen, or 
any American citizen the right to petition his Government for relief 
if he thinks he has been harmed ? 

Mr. Purnam. No: he has the complete right to petition. TI cannot 
see why anything I have said might imply that he has not the right 
to petition 

Senator Capenartr. You sav he cannot petition if he is in an in- 
dustry which as a whole is in the excess profits group, and you have 
to agree with me you only know whether or not he is at the end of any 
12 months’ period ? 

Mr. Purnam. I am sorry I did not make it clear. You asked me 
if I could explain it in a few words, and I thought using the words 
“excess profits” was the simplest way to explain it, because I knew 
you were all familiar with that. I should have said in the beginning 
that if the industry is making less then 85 percent of the aver age 
return on its net worth equal to its best 3 years of 1946 to 1949, then 
the industry as a whole would be considered for price relief. T should 
not have ever mentioned excess profits, except I thought that was an 
easy way of explaining it. 

Senator Carrnarr. What are you going to do with the tens of 
thousands of businesses that really are not in what you would term 
an industry ¢ 
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Mr. Pornam. They must be taken—we must be reasonable with 
all of them, fair and reasonable. This particular standard, however, 

an industry standard and does not apply to individual firms. 

Senator CarrHart. Do you give them the right to make individual 

ipplications for increases . soa a 

Mr. Potrnam. Cert: oe They have a right to make application, 
ve have a right to scrutinize it then and see what we can do to be fair 
and equitable. 

Senator Carenarr. You are right back, then, are you not, to the 

Capehart amendment ¢ er 

Now, what are you going to do, then, if you eliminate the July 26 
cut-off date that is in the ¢ Capehart amendment, which says that after 
July 26 you should not permit anybody to increase their prices as a 
result of increased costsé Do you want to eliminate that ‘ 

Mr. P UTNAM. Yes, l would ‘like to leave it just as the original law 
was, and apply the fair and equitable standards. The “fair and equi- 
table” standard still requires that increased costs have to be taken into 
account after July 26 regardless of the Capehart amendment. 

Senator Carpenarr. Does that mean, then, that you do want 
to come in for increased prices after July 26 ¢ 

Mr. Purnam. I want any American, as you said earlier, who is ag- 
vrieved, to come in and point out his grievance, and if it is proper and 
fair, he should be given relief. Butit has got to be proper and 
fair, and I have given you a broad outline of what we consider is nor- 
mally proper and fair. 


them 


Senator Bricker. But you give relief only in those particular indus- 
tries we have been talking about if a man was losing money. 
Mr. Putnam. You are talking about individual tirms. If a man 


is not efficient enough to— 

Senator Bricker. If he has lost money ? 

Mr. Purnam. We are here also to protect the public, and I think if 
an industry itself—— 

Senator Bricker. Industry is part of the public. We cannot sepa- 
rate the consumer from the producer in this whole economic scheme 
ot things. You are not employed to represent the consumer alone. 
This bill is a production bill to get things that people want as well as to 
keep down prices. 

Mr. Purnam. I think my job primarily is to protect all the con- 
sumers, 

Senator Bricker. When you drive the little fellow out of business, 
in the long run you are not serving the public interest, and that is what 
you do under the formula you lay down. 

Mr. Purnam. You are saying something I have not found true. I 
thought the little fellows were gener: illy more efficient than the big 
ones. I do not think we are driving anybody out. 

Senator Bricker. There are 8 or 10 committees of the Senate that 

e founded on entirely the opposite point of view, that little | 
ha as to have all kinds of help. 

Senator CarrHarr. You are not driving anybody out of business, 
because you have the Capehart amendment. 

[ have an ESA chart here, and I want to show you how efficient 

apehart amendment hasbeen. (See charts. pt. 2 

That black line is the increase in prices from the start of the Korean 


War up until the time*you froze prices on January 26. That is all 
commodities, 


yusiIness 


a1 
Lhe 
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When the Capehart amendment became effective, you will notice 
that on all commodities—the wholesale price has decreased. In othe: 
words, when we amended the law they went back. 

Farm products have _ back. Goods have gone back. Textil. 
products are way back. Fuel and lighting is exactly the same. Meta! 
and products are down. 

Building materials are down. 

Chemicals and products are down. That is, the wholesale prices. 

Now, the consumer prices, prior to the Capehart amendment, a: 
represented by those black lines there, and stick way out. Since thy 
new act went into effect, they have gone up very, very little, and an) 
body that knows anything about business at all knows that reta’ 
prices are always 2 to 6 months in following wholesale prices dow: 
Since these wholesale prices are down here now, you can expect these 
retail prices to go down, because your _ regulations, retail regula 
tions are patterned exactly after the Capehart amendment. They 

say that you take the cost of the goods, and you add your historical] 

mark- up under the Herlong amendment, and that you do it eac! 
week. You take the cost of goods, and you add your historical mark 
up. Now, how do you account for that ¢ 

Mr. Purnam. May I make one correction for the record? This 
chart shows price increases and decreases before and after the impos! 
tion of controls in the beginning of 1951, and the act was not amended 
until 6 months after that. 

Senator Carrnarr. This is based on February 15, and we passed 
the act in July.* 

Mr. Purnam. So there were 6 months, almost 

Senator Carenartr. About 4144 months. 

Mr. Purnam. A great deal of what you are speaking of happened 
before the act was amended. 

Senator Capenarr. Congress gave you an act that has accomplished 
these results, that before you put controls in effect was represented by 
those black lines, and after you put our act into effect, and after you 
put the amended act into effect you got this result. 

Mr. Purnam. Half of that being the amended act, and half of it 
being the original act. It was not all the amended act, that is the 
only thing I want to bring out on the record. 

I hope you are right about the retail prices following down. 

Senator Carenarr. Is that not true? 

Mr. Putnam. Not quite. I think it is true that wholesale prices 
do more fluctuating, and retail prices are steadier. 

Senator Carenarr. Under your retail regulations it has to work 
out like that, because your own retail regulations say to the retailer, 
“You take the wholesale price that you pay and you add to that 
your historical mark-up. 

Now, if a particular cut of meat was costing him 60 cents last week, 
and it is only costing 50 cents this week, and his historical mark-up 
is 20 percent, that is 10 cents under your own rules and regulations. 
He has got to sell it for 60 cents. 

Mr. Purnam. May I just give you some figures which I think may 
clear it up? There may be a difference here. 

Since the beginning of Korea until now, wholesale prices have gone 
up a net of 13 percent, and retail prices only 11, so that if there is 
any following to be done, retail prices have still got some more travel- 
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ing to do to catch up. Wholesale prices went up 16 and down three, 
so they have risen 2 percent above retail prices, which went up 11. 

Senator Careuarr. Is this an honest chart / 

Mr. Purnam. It is an honest chart. 

Senator Carenart. Then it speaks for itself. 

Mr. Purnam. Wholesale SF ices go up and down faster. 

Senator Roserrson. Mr. Putnam, last summer a bill was introduced 
to repeal the Capehart amendment. I was chairman of the subcom- 
mittee that conducted hearings on it, and on the basis of the testi- 
mony given to us we reached the conclusion that after the companies 
had taken advant: age of all increases prior to July 1951, had gotten 
their price increases, the Defense Production Act from then on out, 
with the Capehart amendment in it would be a stricter limitation on 
profits than the 1950 act, because after that they could not get allow- 
ance in prices for any cost increase. 

Mr. Purnam. Oh, they still had the fair and equitable basis of get- 
(ing price increases after July 26. 

Senator Ronerron. I do not see how they could with the ¢ Capehart 
amendment in there, and that is the reason that the farm organiza- 
tions—I believe it was July 26—the farm organizations, most of whose 
products last summer were below parity, wanted that amendment, that 
they could consider all direct labor increases, and a fair allowance for 
all indirect. costs, and that was the bill that our committee finally 
reported out, the Senate passed, the Committee in the House reported, 
and it got tied up in the Rules Committee and never came to vote in 
the House, so it died. 

Now you are asking for the complete repeal of the Capehart amend- 
ment which, in my opinion would give the steel companies—if you 
increase Wage rates—a better opportunity to get a price increase than 
they would under the Capehart amendment, and would give the farm- 
ers Whose prices may go up, a better chance to get this price increase 
than they would otherwise. 

Mr. Purnam. My predecessors, I know, felt that that suggested bill 
of yours was quite a good one. 

Senator Roserrson. Well, it was in our opinion better than the 
Capehart amendment. 

Mr. Purnam. But I think there is an overriding thing in our act 
unyway. We must be fair and reasonable no matter what the amend- 

nent, and we would be fair and reasonable. 

Senator Ronertson. My present viewpoint is that from now on out, 
after these increases have been made before we act on a new bill under 
the Capehart amendment, we will have more latitude in granting ne- 
cessary price increases under the act of 1950 than we would under 
the act of 1950 carrying forward the Capehart amendment into the 
new law, without any change in the Capehart amendment. 

Mr. Purnam. The applications are still coming in under it. More 
than 113 came in last week and they are still coming in under the 
Capehart amendment. 

I think yours was much better than the Capehart amendment. I 
think the original law was probably better still. One of the big diffi- 
culties with the Capehart amendment is that it allows each individual 
lirm to come in for an individual adjustment in its prices based on 
costs prior to July 26. 













138 DEFENSE PRODUCTION ACT AMENDMENTS OF 1952 





Senator Carenarr. Mr. Putnam, how many prices have you rolled 
back under the Capehart amendment ? 

Mr. Purnam. Rolled back ? 

Senator Carenarr. Yes. 

Mr. Purnam. I do not know of any. Could you perhaps save that 
for Mr. Arnall, who may know? I have not any figures on that. 

Senator Carenarr. You do not know how many prices were rolled 
hack ? 

Mr. Purnam. I do not. 

Senator Capenarr. I want to put into the record at this point, 
quoting Representative Spence of the conference committee, which sub 
mitted the conference report. I am quoting from page 24 of Mr. 
Spence’s conference report in which he says, talking about the Cape 
hart amendment: 
























This rollback amendment would permit the administration to roll back the 
price of all gougers to a fair and reasonable level but would protect the fair 
and reasonable proiit of those who have merely added to their prewar prices the 
necessary and unavoidable costs of doing business which they have since incurred 






Now, the author of that statement was the honorable junior Senator 
from Vireinia, Mr. Robertson. 

My question is, under that amendment, how many prices have you 
rolled back? You say you do not know the answer’ Does Mr. 
Arnall ? 

Mr. Purnam. If there had been many, 1 would know. I do not 
think we have rolled back many, but I do not want to make that as a 
categorical statement. 

Senator Carenart. If you have not rolled back any, why ? 

Mr. Purnam. If the individual does not file his application under 
that, then we cannot—— 

The CuarrmMan. You have not had anybody file for a decrease ? 

Mr. Purnam. We have not had anyone that I know of file under 
Capehart if it didn’t mean a better price than he could otherwise get. 

Senator Capemarr. They did not have to file for a decrease. You 
have the right to roll prices back, that was the intention of the commit- 
tee, the conferees. You know why the amendment was written as it 
was, do you not? Because at the time your predecessor was complain 
ing in the newspapers every day that there were hundreds and thous 
sands of gougers in the United States, and that prices ought to be 
rolle a bae kk. 

Mr. Putnam. The last time I was here I seem to remember I was 
told that the reason for the amendment was because it was 4 o'clock 
in the morning. 

Senator Bricker. That is not fair to the committee or the Congress 
of the United States. This amendment was passed by the committee, 
adopted in the conference, because the representation from your de- 
partment was to the effect that there were a lot of gougers after Korea 
who had had an unjustifiable increase in prices and the ‘vy ought to be 
eut down. If the amendment works one way, it works the other w: ay. 
If those are the facts, you and your predecessors have been neglige ‘nit 
in not rolling back those exorbitant prices. 

Mr. Purnam. There were things rolled back before the Capehart 
cmendment. The Capehart amendment interposed conditions that 
made it difficult to roll back. 
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Senator Bricker. It gave the power to roll them back. That was 
one of the purposes of it. 

Senator CAPEHART. Had you ever read the conference report / 

Mr. Purnam. I have not read all of it: no, sir. 

Senator Carenarr. Did you ever read that particular paragraph 
hefore ¢ 

Mr. Purnam. No. 

Senator Carenarr. Has the steel industry made an application for 
an inerease in prices under the Capehart amendment / 

Mr. Purnam. They have asked us to get out a regulation under 
which they can clo so. We have to get out a regulation first because 
they have been working under a voluntary agreement under section 
TOS of the act—there has been no specific price regulation for steel 
up to how. 

Senator Carenarr. They have not as yet made an official appli 
cation / 

Mr. Purnam. Official application for Capehart relief they have not 
as yet mace. 

Senator Carrnarr. Why have you not, since the act has been in 
effect for 8 months, written the rules and regulations under which 
they could file if they wanted to ¢ 

Mr. Purnam. They have not asked us to, and we are not going out 
of our way trying to help people to increase prices unless they ask 
for it. 

Senator CareHarr. You are violating the law of the land, is that it 7 

Mr. Purnam. No. They have been working under a price freeze of 
their own volition. Until recently, they have not asked for any in 
crease, and therefore we have not said come and get it. 

Senator CapeHarr. In other words, they have not made an official 

yplication ¢ 

Mr. Purnam. They have now asked us to draw up a regulation for 
them, yes, so that the ‘y can apply individually under Cape ‘hart, but 
they cannot make an application until the re ulation is drawn. They 
have asked us to draw up a regulation. That is the first step. 

Senator Carenarr. I will ask this question of Mr. Arnall. 

Senator ScHorrret. Mr. Chairman, may I ask the witness a 
question ¢ 

The CHairnmMan. Senator Schoeppel. 

Senator Scuorrrer. 1 want to go back to your first paragraph on 
page 8, wherein you refer to slaughtering quotas being needed. Can 
you tell me now where any slaughterer is in trouble since the slaughter- 
ing quotas are no longer in existence / 

Mr. Pi rNAM. Nobody is in trouble now. 

Senator Scuorrren. And for how many months have you heard 
hat 

Mr. Purnam. The time of trouble was the 3 months of last fall 
after the amended act was passed and before cattle came in. Trouble 
lay come again. If there were slaughtering quotas available this 
minute, we would not use them, but the agricultural people tell me- 
and you would know this better than I would—that while meat will 
le p ile ntiful this time of year, the trouble might be in the late summer 
when it might be valuable to have quotas available for use again. 
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Senator Scuorrret. We have the greatest population of cattle 
this country. 

Mr. Purnam. We have, and it is encouraging to me. 

Senator Scuorrre.. The representatives of the cattle industry tried 
to point out to this committee that it takes several years to = th 
poundage on the hoof. With the great population of cattle that ha 
increased in the last 3 years now coming into full slaughtering status 
you have not heard of, I won't say a single interest, but you certain! 
have not heard of any difficulty that was anticipated or cried about 
before this committee, for months and months and months. I mak 
this prediction, sir, that with the cattle population on feed now, mor 
than there has been for years, these slaughtering quotas are absolutely 
not needed in any way, shape, fashion or form. The proof of that 
that you can go to the representatives of the big packing industr) 
supplying all of this meat and I am sure they will concur in the state 
ment I have made to you, sir, I would suggest that when you request 
those slaughterers’ quotas that the economic facts of the industry di 
not justify them. 

Mr. Purnam. Senator, 1 most sincerely hope you are right, becaus 
I have no desire to see slaughtering quotas or any other controls put 
in where they are not needed. But some of the people I have talked 
with, including packers, say that in spite of this large population of 

cattle, with the increase we can see in consumer purchasing power 
that will come from defense spending, the increased purchase of meat 
often does run very big, and that this summer there might well be « 
shortage. If we do not need the quota authority then, we certainly 
will not use it. But I think it is a protection for the established chan 
nels of trade, and we would like to be able to protect them if the situa 
tion requires it. If we do not need it, it does not mean anything. 
Right now we do not need it—there is no question about it. IT hope 
and pray it stays that way. It will make my job much easier. 

Senator Scuorrret. I am sure you are not going to have your fears 
increased, 

The CHatrmMan. I wonder if the committee will agree to this. Mr. 
Putnam has been on the stand for an hour and 40 minutes. I have 
read the rest of his statement. He takes up regulation W, regula 
tion X, and the Herlong amendment. I wonder if it would be agree 
able to have Mr. Putnam read the rest for the record, and then let the 
committee ask what questions they want. 

Mr. Purnam. The first amendment whose repeal we seek is the 

sutler-Hope amendment banning the use of slaughter ns is. This 
amendment affects vitally our ability to hold meat prices in check. 
particularly in a period of high demand and limited supply. And I 
don’t have to tell you how important meat price control is to the en 
tire stabilization program. Meat is the largest single category in the 
family food budget and food, as you know, represents more than a 
third of the average family’s cost of living. When re wr of live- 
stock are short, slaughter quotas are needed to assure fair distribution. 

The second amendment we ask vou to repeal is the Capehart amend 
ment. It wasa bad amendment when it was written into law; it is still 
a bad amendment; it should be repealed. Much of the damage to 
price control represented by this amendment has already been done. 


but there is no reason why its provisions should be perpetuated in the 
law. 
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The Capehart amendment has made possible a considerable raising 
of price ceilings for manufacturers and processors above the levels 
of need and above generally fair and equitable ceiling prices. The 
amendment has complicated greatly the job of setting up uniform 
dollars-and-cents ceiling prices because each individual manufacturer 
or processor is entitled to come in for an individual adjustment in 
his own price, and the uniform prices by and large would have to re- 
flect the prices of the highest-cost producer. 

Furthermore, the amendment ignores completely the traditional 
American business methods of absorbing cost increases wherever 
possible in order to increase volume. Under this amendment, many 
producers are coming in now for price increases based not on any 
current. need for a price increase but rather on the basis of increased 
costs which occurred nearly a year ago. 

As for the Herlong amendment, which requires us to grant whole- 
salers and retailers their customary pre-Korean percentage mark- 
ups over cost, let me say that most of the OPS regulations for dis- 
iributors which were written before the Herlong amendment went 
into the law provided for customary distributors’ mark-ups. How- 
ever, the iron-clad provision of law deprives us of necessary flexibility 
in certain situations. It also has created public irritations in con- 
nection with changes in the excise taxes. The public does not see 
why, When an excise tax is increased, the retailer should be entitled 
to a percentage profit on the tax increase. And neither do I. But 
under the Herlong amendment we have no choice but to permit that. 
lor these reasons I urge that the Herlong amendment be eliminated 
when the act is renewed. 

If you will revise the law to get rid of these gaps in the anti-infla- 
tion dikes we can present a more effective defense against any new 
outbreak of price and wage inflation. 

There is one part of this program which I know is very much on 
your minds at this time, and I would like to discuss it with you now. 
It is the problem of soft markets, where prices in some lines are 
presently below ceilings. 

I must say that I welcome this easing in some markets because it 
eases my job as Economic Stabilizer. I would like to see the in- 
flationary pressures easing off all through the economy. I would like 
to see competition emerging once again to assume its normal function 
throughout the economy. The actual situation, however, and the 
situation we would like to see come about are two different things. 

For the fact is that the markets in which prices have eased are the 
exceptions to the rule. We have all been talking so much about these 
exceptional situations that we sometimes seem to forget the fact 
that they are exceptions. By and large, we do not have what could 
be called a “soft” economy. What we have is a “hard” economy with 
soft spots in it. 

Generally, prices are at or near peak levels and the cost of living, 
as I pointed out earlier, is at a record high. Any upsurge in prices 
would come on top of a level of living costs which is already a matter 
of very real distress to millions of Americans. How much more could 
they stand? The Price Director will have a detailed breakdown 
when he testifies showing that when we talk about soft markets we 
are talking about a minority of the items that go into the cost of 
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living. When the talk about soft prices therefore leads to demands 
for general decontrol of the American economy, it is clearly a case 
of wishful thinking—of the tail wagging the dog. We are still in- 
creasing defense production. We are still in danger from sudden 
shifts in the international situation. 

In view of these Continuing inflationary dangers and in view of the 
need to maintain a strong structure of controls, we must be careful 
that the problem of the soft markets does not lure us into any hasty 
or premature action which we would shortly regret. 

On the other hand, the fact that some prices are below celling—a 
few of them substantially below—is important for us to consider in 
our administration of the direct controls. Frankly, gentlemen, the 
last thing I want my agency to do is to maintain controls for oe 
sake. I have no desire to administer unnecessary programs. As 
businessman, | do not want to continue the controls and the ceihanalanee 
which go with them a moment longer than necessary for the stability 
and the safety of this country. If active controls are not presently 
necessary in some of these soft market areas, we should put them 
on an inactive or stand-by basis. 

And that is Just what we are working on. I know, however, that you 
are anXious to have us proceed intelligently, carefully, and in a manner 
consistent with our main job as a Nation of making ourselves strong 
militarily and maintaining our strength economically. 

Therefore, we must be sure that nothing we do in this direction 
jeopardizes the structure of stabilization \ hile the Paclors which make 
for inflation still exist in our economy. We must be sure we do not 
lissipate the outstanding stabilization achievements of the past year. 
We must be sure that we do not throw a monkey wrench into wage 
stabilization or jeopardize the maintenance of strong and active con- 
trols in the commodities where they are vital to our economic balance. 

Our price controls are tied in very closely with wage stabilization, 
as you know. In fact, the law requires that we st: abilize Wages where 
we stabilize prices, and that we stabilize wages generally if we stabilize 
prices generally. 

Not only as a requirement of law but as a matter of economic fact, 
the two programs go hand-in-hand. Actions taken in either tield have 
an immediate impact on the companion program. IT do not think any- 
one wants to see us take steps in price control, for instance, which 
would set off a chain reaction leading to the premature dismantling 
of the whole interrelated system of stabilization controls. 

That is one phase of the prob Jem. Believe me, it is not a sunple 
problem. It is not susceptible to easy solution through the use of 
some mechanical or arithmetical formula. There are many other as- 
pects which show how complex it is. 

lor a number of commodities now in a comparatively soft condition, 
there are fairly uniform markets and ceiling prices. ‘These are pri 
marily the commodities which are standardized and for which organ- 
ized markets exist. But even there, you have a variety of grades, each 

ith its own ceiling and market price. For most of the economy, the 
problem of determining when or to what degree a particular price is 
below ceiling is far more difficult to solve because most commodities 
are not iondardized. To say, for example—as has been suggested in 
some quarters—that all you have to do is to suspend controls when 
prices are so much below ceiling raises the question, whose ceiling 4 
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The seller with the highest ceiling? Or the seller with the lowest 
ceiling? Generally, in these nonstandardized commodities, each seller 
hasa different ceiling price for each item that he sells. 

When you solve these problems at one level of production or distri- 
bution vou face problems like this: 

All grades of a particular primary raw material may be far below 
their standardized dollars-and-cents ceiling prices: the fabricators 
prices—varying from seller to seller—may be much closer to their 
ceilings but still below ceiling. Yet the retail prices of that article— 
again varying from seller to seller—may be right at ceilings. We 
would want to be sure that the suspension of controls at any level 
of the article’s production would not lead to a snowballing of that 
action into other levels or would raise an already high consumer 
price. 

There are other problems involved. 

For instance, when we talk about suspending controls in certain 
areas because the inflationary pressures—at least for the moment— 
have been reduced, we have to be very careful that we are talking 
about areas where not only the average of prices may be below ceil- 
ings but that the great bulk of individual sales are also at prices be- 
low ceilings. 

We must be sure that when we suspend a control, we can put it 
back on again promptly—the moment the aes exists—without at the 
same time causing the businesses involved a lot more headaches than 
they would have experienced if we had not suspended in the first 
place. 

We have to be sure that we can draw clear lines—clear-cut delinea- 
tions—around the areas affected by a suspension action so as not to 
start a chain reaction leading wholesale demands to torpedo all 
the controls. 

We must be sure that in anv action that we take to ease the present 
burden of controls in a particular soft area we do not “ off a mass 
reaction of panic buying which, with our accumulated savings, could 
lead us into another round of inflation. 

Stabilization, as vou know, does not rest solely on rules and regula- 
tions. Perhaps the most IMpe rtant single ingredient of an effective 
stabilization program is public confidence in what you are trying to 
do and how you go about doing it. This means confidence on the 
part of the respective groups in the economy that they are being 
treated with equal fairness. It means confidence on the part of 
labor, business, agriculture, and the consuming public. The psycho- 
logical aspects of an effective stabilization program are closely tied 
up with this whole question of the easing of the controls for this group 
or that which does not like them. For that matter, nobody likes 
them. 

I have gone to some length to impress upon you the complexities 
of this problem of suspension in the soft market areas. Now let 
me say this: 

Despite these difficulties—and the ‘vy are serious Ones—we are tackl- 
ing this problem of the soft markets affirmatively. We are develop- 
ing programs to put controls on a stand-by basis wherever we find it is 
safe to do so. We will have to do some experimenting on a case-by- 
case basis. 
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At the same time, in those soft market areas where we find that we 

cannot wholly convert the controls to a stand-by basis, we intend to 

suspend or reduce as far as possible the reporting and record-keeping 
r equirements. 

This is not something new; it is a problem we have been working 01 
for some time. While we know there is no single-formula solution to 
the problem, we believe we can find solutions tailored to particula) 
situations. We are searching out those situations with the intention o! 
taking affirmative action. 

In conclusion, I want to emphasize again that we are dealing wit! 
the soft markets as exceptional situations, which they are. 

Looking at the whole picture, we know that the danger of furthe: 
inflation is still acute. And we know that we are not fully prepare: 
to cope with the economic dangers we face. We do need a strength 
ening of our powers in both the indirect- and direct-control fields. 

In basic areas of the economy we are now under considerable pressur 
to allow higher ceiling prices, higher wage adjustments. 

Even in the case of the so-called soft prices, many of the commod) 
ties in that category are among the most volatile in our economy. They 
can be way down today and way up next month, depending upon 
variety of factors. 

What we need to pull ourselves safely through this difficult period of 
economic strain resulting from the defense program is a recognition 
by all of our people that the controls must be equally firm on eac +h of us 
if they are to be effective for all of us. 

While they must be firm, they must also be fair. Using these prin 
ciples, we have succeeded in stabilizing prices and wages and maintain 
ing a balance in the economy. We need your help in providing us 
legislatively with the tools we need to continue this work in behalf of 
a sound and strong America in a world in which freedom can live. 

Senator Bricker. There is one question I would like to ask. hh 
response to Senator Schoeppel, you said you talked to some big packers. 
Could you give us the names of some of those packers who expressed 
the hope it would be repealed ? 

Mr. Putnam. They told me they feared some meat troubles. I will 
not quote any packer as saying what they think should be done to the 
law. They should speak to the committee themselves. 'T hey said to me, 
however, that in spite of the big population of cattle, we might vet have 
some meat troubles this year. I hope they were wrong and the Senator 
was right. 

Senator Bricker. We might collide with the moon someday, but is 
that the basis for giving you additional power ? 

Mr. Putnam. We needed the quota authority last fall. We had 

great troubles last fall. 

Senator Bricker. What did you accomplish last fall except confu 
sion, which you brought about ? 

Mr. Purnam. We did not have the quota controls in September, 
October, and November last vear, and we needed them very badly. The 
big packers were complaining that they could not get meat, and the 
Army could not get meat at that time, because the meat was flowing 
through unusual and new channels. 

Senator Bricker. What new channels was it flowing through 7 

Mr. Purnam. The meat was being slaughtered, but it was not going 
to the big packers; it was not going to the Army. Therefore, it was 
going somewhere else. 





DEFENSE PRODUCTION ACT AMENDMENTS OF 1952 145 


Senator Bricker. I would like to find out where it went. The big 
packers said it went down the road and could not tell us where it 
was going. Nobody yet has proved to me there was any diversion of 
the flow of meat. I think it was stacked up back yonder because of 
the power that you had, and because of the threat that you had over 
the industry. 

Mr. Purnam. We did not have at that time the authority I am 
looking for now. 

Senator Bricker. You had them until we passed the amendment. 
You had them until Congress put the amendment in. 

Mr. Purnam. I am talking about. the bad time, August, September, 
and October of last year, which was after the amendment was in. 
‘That was the bad time. 

Senator Bricker. The bad time came before that, and that was the 
reason Congress passed the amendment to take the controls off that 
were driving the meat into the black market. I think we can prove 
that from the record. 

The CuatrrMan. Are there any further questions, gentlemen ? 

Mr. Purnam. I hope that you have read what I consider to be one 
of the most important parts of my prepared statement—the last part— 
dealing with the soft markets. 

The CuarrMan. We will make your complete statement a part of 
the record. 

Mr. Purnam. I hope you read it. I want you to know that I am 
very much alive to the soft-market problem that was brought out by 
some of the Senators earlier, and so is Governor Arnall whom you 
will be talking to later on. He has a committee working very dili 
vently on this question of the proper handling of the soft-market situa- 
tion, and all I want to say to you—all of you—is that it is very com 
plex. We are sincere, and we are going to do something about it. 

The CHatrrMan. We understand that. Two days ago Mr. Wilson 
said it would take 3 weeks more to work it out, and of course we antici- 
pate vou will have it worked out when we go to conference. If you do 
not, we will work it out. . 

Mr. Purnam. We will have some things for vou, but the economic 
problems will not fit into any one mathematical formula. 

The CHArmMAN. We are going to have to write some law here to 
protect the people. I think that is the sentiment of the committee. 

You take the fats-and-oils situation in the West, soybeans, and lard. 
You can work something out. 

Mr. Purnam. Oh, we can, and we will, Senator. 

The CHatrman. I want you to work it out. It is not for the com- 
mittee to work it out. 

Mr. Purnam. In the last part of my testimony I show you some of 
the difficulties, and I tell you we are going to work on it. I mean that 
with all my heart. 

The Cuairman. It is for the good of the American people, to save 
taxes, so you will not have to have an army of people to go around 
and check them, bookkeepers, lawyers, auditors, accountants. We do 
not want to have inflation. 

Mr. Purman. Anything that we can do that will not jeopardize 
stabilization we are going to do—I mean that completely. We want 
you to realize that in any price-suspension action vou have to take into 
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account the whole stabilization program: and that, of course, includ 
wage stabilization. We will take all of this into account, and we wil! 
come up with some affirmative steps. 

Senator Scnorrret. Mr. Chairman, one final question : 

Do you have any objection, and could you furnish for the benefit 
of this committee the total number of employees that you have } 
your department as of the first of this month? Could you suppl 
that for the record ? 

Mr. Putnam. Yes, indeed. I do not think I have it exactly in an) 
of this material in front of me, but I will supply it for the record. 
(The information referred to is as follows:) 
In accordance with the request by your committee, I am herewith transmitting 
employment figures for the Economic Stabilization Agency. These figures 
correct as of January 31, 1952, the last date for which complete figures ar 
available. 


Office of Administrator 


Office of Price Stabilization , ; 11, 478 
Otfice of Rent Stabilization 2. 671 
Railroad and Airline Wage Board 11 
Salary Stabilization Board 197 


Wage Stabilization Board 







Total 

The CHarkMAN. Senator Moody. 

Senator Moopy. Mr. Putnam, on page 9 of your statement, I see 
you say “I do not want to continue the controls a moment longer thar 
Is necessary,” and you also say, “The last thing LT want my Agency 
to do is to maintain controls for controls’ sake.” 

[am very glad you said that. 

Mr. Purnam. I hope you sincerely believe that Tam sincere about it. 
because Lam. 

Senator Moopy. I certainly do believe it. and IT wanted to emphasiz 
the point because a good many people seem to be saving that. among 
people who have held or may hold the job that you have, there is 
desire to hold on to controls merely for controls’ sake. 

Mr. Purnam. May I amplify a second on that. 

Mr. Wilson could tell vou that I did not at all want to come dow 
and do this job. Iam doing it because I think it has to be done, and 
I can tell you too—because it might not be fair to ask him to tell you— 


that Governor Arnall did not want to come here either. As soon a: 
the job is done, we want to go home. 
Senator Moopy. On the same page vou say “Prices are at peak level! 


and the cost of living Is at the pe mak.” 

Some items. high prices, may be responsible for some of the soft 
market situation that you have been discussing, do you believe / 

Mr. Purnam. I would not be sure. I would not think that the 
high prices of certain machinery products, and things of that sort, 
would be responsible for the softness in leather, or wool, or some o| 
the textiles. I have not tied them together in my mind, Senator, at 
this moment. 

Senator Ives. Mr. Putnam, I am receiving a great deal of mail 
from various sources in my State which insist that this control— 
particularly the control of prices, which I assume means controls 
generally; but it is referred to, as I say, as price control—is restrict 
ing production: and without such controls as now exist, where prices 
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and wages are concerned, in certain areas of production there would 
be greater production almost automatically—that production is bemg 
retarded. 

Have you anything to say about that ¢ 

Mr. Purnam. I would like very much to have those people come 
see me and explain it to me. 

Senator Ives. You would not want all of them in your office at 
once, I can tell you that. 

Mr. Purnam. I wish you would send them to me, Senator, because 
we want to help production. If we are restricting production some- 
where, we want to avoid that if we possibly can. 

Senator Ives. You yourself and your agencies receive no intimation 
of anything like that? How come I am the only one who has received 
anything like that ¢ 

Mr. Purnam. I do not know. I wish you would send some of them 
tome. Oh, we have had some people come in; but very few, | would 
say. I - gone to people, myself, to find out what their situation is. 
[ was up in New York with the textile people last week. When I 
heard some a these complaints, I went to them and said, “Sit down 
now and tell me really what the troubles are.” When we got through 
they said it was horrid, but they also said they do not know that tak- 
ing controls off now would do them any good. 

Senator Ives. I will see that you get a few in the near future. 

Mr. Purnam. | have asked for it. 

Senator Bricker. One question. I have read your statement com- 
pletely, and looked at the exhibits. = of the low prices 
in some fields, the “soft market,” as vou call it, there is nothing new 
in this presentation, no changes asked for, no criticism made except 
the same ones made immediately when the bill was passed, in the 
President’s message, and also by Mr. Johnston and Mr. Wilson im- 
mediately after the law became effective when they appealed to Con- 
ress to do what you are asking here. 

Mr. Purnam. That is substantially the same; ves, sir. It is still 
true, in other words—— 

Senator Dirksen. Did you express yourself on the questi ion of de 
controlling prices in the case of commodities that are in long sup ply, 
and where there is a ve ry substantial inventory / 

Mr. Purnam. I have only talked about it in general terms in the 
final portion of my statement which I skipped and did not read. I 
can tell you spec ific ‘ally that Governor Arnall has a committee working 
on this problem in the Office of Price Stabilization, and I have an 
over-all committee to coordinate that work with the policies and 
problems of the rest of the agency, including the wage program. 
Senator, L hope you will not use the word “decontrol.” because I think 
“suspend” is the word. We want to see where we can suspend controls; 
and where we cannot suspend controls, then we want to suspend the 
paper work as far as possible in those areas. Sometimes it is very 
difficult to define a soft-market area. Some commodities are perfectly 
sunple. Their prices are quoted in the paper every day, but even then 
there are grade variations to them. In the nonstandardized com- 
modities it is much more difficult. I was brought up in the special- 
machine business, where every model is different, and to say what is 
soft and what is hard bee ‘omes comple x and difficult. It is not simple, 
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but we are very much alive to the problem, and we are going to pr 
duce something in that direction. 
Senator Dirksen. Do you have your statement before you there / 
I wish you would look at that chart labeled “Wage Changes Befo: 
and Since Controls.” Frankly, I do not believe that chart means 
great deal, and I would like to see it spelled out a little bit. You 


title is “Wage Changes — and Since Controls.” (See p. —.) 
Now, 1 assume, No. 1, that that involves both voluntary chang: 


by agreement between temic and employee, and wage changes thi 
have been passed upon by your Wage Stabilization Board: is tha 
correct / 

Mr. Purnam. These are figures taken from the Bureau of Labo 
Statistics, average factory hourly earnings. 

Senator Dirksen. What I am getting at is this: I do not beliey 
that any of those agencies have ever submitted to this committee o 
the Congress a breakdown that would show essentially this type of 
information: One, the number of wage increases that have gone into 
effect by voluntary agreement. And, by that, I mean when M: 
Wilson was here in October of last vear; he indicated then that oe 
were probably some 6,000 cases pending before the Board. Now, 
would like to see a tabulation of the total number of cases that have 
been processed, the number of workers involved, and the dolla: 
amounts involved from February 1951 to December 1951; for, unles 
the thing is made specific, I do not think it means a thing. 

Mr. Purnam. Thig is meant to show you how the thing has worked 
Prices and wages have been controlled better than before. Wage: 
have not gone up as they did in the previous period. But the thing 
you are asking for I am not sure that we can give you. We will give 
you facts that we have. But you must realize, that the Wage Stabili 
zation Board attempts in its regulations to make them as much as Pos- 
sible self-administering so that there will not have to be any request a 
all for specific approv: al of an increase which comes within the regul: a 
tions. For instance, if there has been an increase in the Consumers 
Price Index, you can raise wages as much percentagewise as that in 
crease without coming to the Board and asking them for permission 
The Board would know only about the borderline or exceptional cases it 
had to pass on specifically. So they would have no record of the vast 
majority of the wage increases. They would have no record of them 
at all. We could only get them from the Bureau of Labor Statistics 
after they are « ompiled from what has happened. 

Senator Dirksen. From the standpoint of your job, T think that 
would miss the point entirely. You are dealing here with inflation 
control, are you not ¢ 

Mr. Purnam. Yes, sir. 

Senator Dirksen. Now, then, the thing that has bearing on infla 
tion control finally is the additional amount of spending money that 
is pumped into the bloodstream of the country. Now, to express it 1! 
hourly earnings or percentages means nothing. I would like to see a 
dollar amount, an over-all aggregate dollar amount to indicate to 
what extent you have added to the spending stream of the country b) 
permitting wage increases, or approving them under general policy. 
like that ‘poliey that was negotiated sometime last August that in 
volved, I think, at that time, some 6,000 cases. Now, I have anothe 
thing in mind. TI saw in the New York Times recently that the 
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Wright Aeronautical had a case pending before your Board. Maybe 
| misunderstood all the circumstances, but it was my general under- 
standing that they had agreed upon a wage increase, and it came 
down here and you approved an increase a good deal larger than that 
which was agreed to around the bargaining t table. 

There is another case involving an aircraft pli unt which 1 will not 
name which is going to add greatly to the cost of airplanes. 

I do not think we have an adequate concept of what you are doing 
inthat Wage Stabilization Board, and how much money is being added 
to the spe nding stream. 

I would appreciate it if you would put that in tabular form to insert 
in these hearings—what has been going on. 

Mr. Putnam. I can only give you the totals from the Bureau of 
Labor Statistics. Most of them do not come through the Board at all. 
lf every wage increase came through this Board, we would have thous- 
ands of people processing applications instead of a few hundred. 

All the General Motors types of contracts provide for periodic cost- 
of-living adjustments which are allowable under our rules. 

Senator Capenarr. I think it is well to have what the Senator asked 
for, but on page 25 of the Economic Indicator, you will find that from 
December 1950 to December 1951, the increase of wages was $16 
billion. = - 

Senator Dirksen. But I am interested in a breakdown showing the 
processing of cases month by month since these controls went into 
effect, how much have you allowed, to what extent have you added to 
the inflationary spiral. Now, you can jutify, no doubt. 

Mr. Purnam. There is no way for me to tell you how many we have 
lowed, because the Board will pass a general regulation saying that 
ill employers and employees may, if they want to, agree on the wage 
nerease equal to the increase in the cost of living. Yor do not have to 
go and re port back, you do not have to ask permissioi They allow 
that much of a wage increase, and we would have no way of knowing 
ioW Many firms had done it and how many had not done it, except by 
oouuiied statistics, which we would get from the Bureau of Labor 
Statistics. 

Senator Dirksen. If your statistics are in that nebulous state, some 
of the claims made in your statement would be difficult of substan- 
tiation. 

Mr. Putnam. Just as we cannot tell you the price of everybody's 
individual commodity, but we can tell you from the Bureau of Labor 
Statistics what the cost of living has done. If we had to process ever y 

case, it would take an army, and that is why we have tried to make self- 
enforcing regulations, self-determined. 

Senator Dirksen. I am thinking now of your last chart here labeled 
“Federal expenditures for major national security programs.” (See 
pt. 2.) 

What was the source of the estimates that you used there, expressed 
in terms of billions by quarters, for 1950, 1951, and 1952, and projected 
for 1953—it shows it in billions of dollars? Now, then, what does it 
include? T will not ask you for an answer now. 

Mr. Purnam. It is based, the first part, before the line, on daily 
Treasury statements, and the last part is Bureau of the Budget 
estimates, 
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Senator Dirksen. When you say “Treasury statements,” is that 
limited to national security programs ¢ 

Mr. Purnam. Yes, it is. 

Senator Dirksen. I wonder why you cannot take that chart and 
break it down to show what items, by categories, are included therein / 

Mr. Purnam. We would have to get it from the Bureau of the 
Budget, but I think we can get it. 

Senator Dirksen. I think it should be done in detail. I am begin 
ning to wonder what we are getting for this money that we are spend 
ing. You talk about security programs, and I am getting a little 
curious, and I think other people are. 

Mr. Purman. I would presume the Appropriations Committee had 
that all broken down. 

Senator Dirksen. But it has to be tied in, of course, with your con 
trol program. 

Senator Ronerrson. Mr. Putnam, if wholesalers and retailers would 
agree to pass on to the ultimate consumer the exact amount of the 
excise tax, would you still want the Herlong amendment repealed / 

Mr. Purnam. It would probably not be nearly so important, 

Senator Rosperrson. Well, maybe if we can get them to agree to do 
that, there are a number of —— taxes that are just passed on. The 
jewelery tax, for example. I do not think it has been the custom of 
automobile dealers to pyramid the tax. You pay for the car, you pay 
for the freight, and you pay so much tax. 

Mr. Purnam. Certainly the pyramiding of the tax is one of the 
best examples of the reasons for repeal of the Herlong amendment. 

Senator Ronertson. If the wholesalers and retailers would agree to 
do that, do you think it would be fair and right, then, to extend the 
pr ivilege of ‘historic mark- up to all retailers instead of to Just some of 
them ¢ 

Mr. Purnam. As a practical matter, in our regulations, we have 
generally given historic mark-ups to wholesaler and retailer. 

We would prefer the flexibility without being tied down. 

Senator Rosertson. Here is the language of the Herlong amend 
ment: 

No rule, regulation, or amendment thereto shall hereafter be issued under this 
title which shall deny to sellers of materials their customary percentage margin 
over cost, 

Now, I thought, and I think the members of our committee thought, 
that hereafter—after this time—retailers would get their customary 
mark-up, but you had a case in one of the chain stores on a regulation 
issued prior to this, and the OPS said, “Oh, no, hereafter means regu- 
lations issued hereafter, we won’t give it to you, but we will give it 
to everybody else that we haven't regul: ated up to this time,” so the 
practical effect of that ruling is that food distributors, for instance, 
are not under the Herlong amendment, because of that word “here- 
after.” If we can eliminate this issue of pyramiding excise taxes, 
we would be, in your opinion, striking that word “hereafter” out of 
the law? 

Mr. Purnam. I would not like to see you strike anything out that 
would raise the cost of living. I am primarily—speaking for all 
America, both business and consumers—I am primarily the consum- 
er’s lobby, because I think business will be down here in force to speak 
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for itself. I have to be the consumer’s lobby here before you pene: 
men, because the poor consumers do not seem to have much of : 
lobby otherwise, I would like to see nothing done that is going to ae 
us to inerease the cost of living. 

Senator Ropertrson. But you come from an area that always stood 
for equal justice for all. 

Mr. Purnam. I have always felt that, Senator. 

Senator Ronerrson. That is your personal platform. 

Mr. Purnam. It is fair and equitable. 

Senator Ropertsox. You would not want to see some distributors 
have their customary mark-up and others not have it because we did 
not know how the court was going to construe the word “hereafter, 
would you ¢ 

Mr. Purnam. I would like to see everybody treated fairly and 
equitably, but I am still fighting for the consumer, because I think 
in all that list of witnesses you have in front of you the list the chair- 
man spoke of—lI did not look at the names on the list but I doubt if 
anybody is there representing the consumers. 

The Cuarmman. Well, I would not know. 

Mr. Purnam. I feel [ must represent the consumers here. 

Senator Moopy. As | understand it, your position is you are for 
equal justice for all, including the consumers. 

Mr. Purnam. That is correct. 

Senator Moopy. In line with the question a moment ago by the 
Senator from [linois, is there any difference in the inflat _ iry effect, 
Mr. Putnam, between dollars that are pumped into the buying and 
spending streams by wages and dollars put into the stream by higher 
profits brought about by the Capehart amendment ? 

Mr. Purnam. If anything—and this would re just an opinion- 

[ would say the higher protits had been more inflationary, because 
business has been trying to do so much expanding with them, which 
creates demands in the area that is tightest in our economy—machin 
ery and the metals and those things are tightest whereas the consumer 
voods-—— 

Senator CAPpeHarT. I cannot let the statement of the Senator from 
Michigan go unchallenged, because he evidently is trying to misrepre- 
sent to this group, or he does not know the facts. Under the C apehart 
amendment they can only add their increase in costs to their pre- 
Korean selling price, and it has absolutely ho relationship to profits 
whatsoever, and you know that, and you should so state, because they 
make no profit on the increase in costs. 

Mr. Purnam. He did not ask me anything about the Capehart 
amendment. 

Senator Capenart. Now, tell us whether or not—— 

Mr. Purnam. Senator. I did not realize I was discussing with him 
your amendment at all. I thought we were discussing the general in- 
flationary effect. 

Senator CAargemnartr. The question was Is it more inflationary to do 
one thing, or inflationary with the additional profits that they make. 
Now, they make no additional profits over their pre-Korean price; is 
that correct é 

Mr. Purnam. No, quantities of industries do. They can come in 
under vour amendment and make at least the same, but some are mak- 
ing a lot more. 
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Senator Capenarr. The point is that they take their pre-Korea 
price, and they can only add the increased costs, and they make 1 
profit on the increased cost : is that not correct ? 

Mr. Putnam. But many people’s costs today are lower than the 
were on July 26. 

Senator Capenarr. Is that correct? Is that the formula? 

Mr. Purnam. That is the formula in the Capehart amendment. 

Senator Ca cmart. And they make no profit on their increase: 
costs; is that correct / 

Mr. Purnam. They ow. the cost on. 

Senator Carenarr, If a man in pre-Korea was making a_ profit. 
under the Capehart ciel he is making no more profit afte: 
he gets his increase—if he is showing a loss pre-Korea, and he add: 
his increased costs since pre-Korea, he is still showi ing a loss. Is that 
correct or not ¢ 

Mr. Purnam. But I still do not think it has anything to do with 
what the Senator was asking me. 

Senator Carprenarr. Is that correct, or not? Is that the formula ? 
Mr. Purnam. That is the formula, but maybe he has cut his cost 
since then. Maybe he has become more efficient. But all he has to 

do is show his costs went up as of July 26 of Jast year. 

Senator Caprnarr. But the ¢ Capehart amendment in itself had 
nothing to do with it. A man may be in a loss position one month: 
und in a profit position 6 months later, but you are trying to leave 
the impression that they make a profit on their increased costs, and 
they do not, and I do not think it: is fair, and I do not intend to let 
it go unchallenged. 

Senator Moopy. The way the law worked before the ceilings were 
put on was what was termed to be a fair and equitable way. We all 
know the system was changed by the complicated verbiage of the 
Capehart amendment, 

Senator Dirksen. Before Mr. Putnam leaves, Mr, Chairman, will 
the head of the Rent Stabilization Board appear before the committee / 

The CuarrmMan. No; the committee unanimously voted not to have 
any of the rent people. 

Senator Dirksen. There will be no testimony on the rent situation / 
The Cuarrman. The committee voted to permit the real-estate peo 
ple to present their complaints against the administration of the 

Board. 

Senator Dirksen. I want the record to show it was not unanimous 
because I was not here to vote. 

The CHarrman. I will be only too glad to reconsider it. You know 
I do not believe in putting something over on anybody. We decided 
it was not any reason to have the rent-control people here, we have 
not got the time. You have seen the schedule. 

Senator Dirksen. I was simply going— 

The Cuarmman. On Wednesday, “March 19, Senator C apehart made 
this suggestion, Senator, that the Property Owners Association of 
America, the National Apartment Owners Association, the American 
Hotel Association, and National Association of Real Estate Boards 
testify in connection with the administration of the law. 

Senator Dimksen. But they will have a chance to make their 
so far as rent control is concerned ? 
The Cnatrman. I imagine they will. 


case 
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They are going to testify on the law. 

Senator Bricker. They are permitted to file any documents that 
they want. 

The CuatrMan. Oh, anybody, until March 21. 

Senator Carenart. I think they are happy over it. 

The CuatrMan. We thank you, Mr. Putnam. 

The CuatrMan. Governor Arnall, will you proceed. 

We are very glad to have you here, Governor. You may read your 
statement, or read the part you wish, and comment as you wish, and we 
will make the whole thing a part of the record, whatever is your 
ae sire. 


STATEMENT OF ELLIS G. ARNALL, DIRECTOR OF PRICE STABILIZA- 
TION, ACCOMPANIED BY GARDNER ACKLEY, ECONOMIC ADVISER, 
JOSEPH H. FREEHILL, CHIEF COUNSEL, AND EDWARD F. PHELPS, 
DIRECTOR OF PRICE OPERATIONS 


Mr. Arnaty. I want to start along the text, and no doubt we will 
lepart from it from time to time. 

The Cuamman. Where do you have the amendments / 

Mr. Arnatn. Right at the very last, and I mention them very 
briefly, but I hope I can refer to them firmly. And, if the committee 
will bear with me, over toward the end of the statement I think there 
are some matters mentioned that will prove of general interest to 
you. However, in order to keep on the track, Mr. Chairman, I want 
to go along on the text, pretty much. 

The CuarrMan. Go ahead, sir. 

Mr. ARNALL. As you know, this is my first appearance as Director 
of Price Stabilization before this committee. I am keenly aware of 
my newness as Director of the Agency which has the difficult and vital 
job of maintaining economic stability during this period of defense 
mobilization. Yet Lapproach my task with the confidence of one who 
has inherited the fruits of the able and diligent leadership of my 
predecessor, Mike DiSalle—a successful, going concern with a loyal 
and hard-working staff. 

Having been on this job less than 2 weeks I know that this committee 
s far better informed about the problems of price stabilization that 
| could yet be. I shall not, therefore, burden you with a detailed 
account of its history, in the making of which you have so actively and 
responsibly participated. I should like merely to repeat. the assurance 
that I gave you when I appeared before you a few weeks ago. As 
Director of Price Stabilization I shall attempt to exercise my respon- 
sibilities sagely, prudently, and modestly. I shall make mistakes and 
| cannot please everybody, but 1 will do the best I can. 

When Congress, under the leadership of this committee, passed the 
Defense Production Act of 1950, it wisely recognized the need for 
price control during this defense mobilization period. That act has 
since been renewed, but with weakening amendments, and only until 
June 30 of this vear. The President has already recommended that 
Congress extend the act for another 2 years. In his message, he force- 
fully presented the reasons why this action is urgently needed. Mr. 
Wilson and Mr. Putnam, my superiors, have already testified before 
you in support of the President's request. I join wholeheartedly in 
their recommendations. 
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I shall address myself specifically, however, only to those provisions 
of the act that deal with the area of my responsibility, which is price 
stabilization. 

I believe that the Congress should and will extend the price-contro| 
provisions of the Defense Production Act under which we now work, 
I believe that the overwhelming majority of the American people 
want to see price controls continued. They can visualize what would 
happen if Congress failed to extend authority for price stabilization, 
They know, as you and I know, that a great many prices would im- 
mediately begin to rise. The Office of Price Stabilization is under 
continuing and heavy pressure to raise ceilings on many commodities 
in vital areas. 

With the defense mobilization program still gaining momentum 
and with purchasing power at a peak level, once the upward move 
ment were to start, it would quickly spread. Such an upward move 
ment would soon affect even those prices which at present are con 
sidered soft. We must remember that every seller's price is someone 
else’s cost. Businessnien, facing higher costs, would be under pressure 
to raise their prices. Consumers would find their cost of living going 
up even further, and we all know that the cost of living is today 
the most significant factor affecting the wage level. 

Without direct controls we could again have a wave of scare buy- 
ing and speculative inflation such as characterized the period from 
the Korean invasion to the general price freeze of January 1951. 
During the first 8 months after Korea, and without direct price con- 
trol, consumer prices went up at an average rate of 1 percent a month, 
and each 1l-percent rise in these prices meant a $2 billion increase in 


the cost of living for American consumers. Since the price freeze 
became effective, however, this rise has been slowed down to little more 


than one-quarter of 1 percent a month, and well over half of this 
increase has been due to the rise of prices over which OPS has had 
no control. 

The last index of consumer prices computed by the Bureau of Labor 
Statistics showed no change from December 15 to January 15. ‘There 
was no increase, but there was no decrease either. We expect that the 
figures for February and possibly for March will show some slight 
decline. It seems likely, however, that after a few months of slight 
declines, we will again be face to face with price increases. I think 
that we shall be doing well if we can keep consumer prices 6 or 9 
months from now close to their present level. 

As always in our complex economy these changes in the average 
level of consumer prices are, of course, the net result of many diverse 
movements, Some commodities have gone up more than the average. 
some less, and some have declined. But the impression has been cre 
ated that in recent months a large proportion of consumer goods price- 
have come far down from their previous peaks. 

What has really happened ? 

To get the facts, we asked the Bureau of Labor Statistics to analyze 
the prices of all goods and services entering into its Consumer Price 
Index in order to ascertain what has actually happened to prices this 
past year. This index is an accurate reflection of the importance of 
each price in the total consumer expenditure. 

The latest breakdown which the Bureau has been able to give us was 
for December 1951. However, since the index for January shows no 
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rhange from December, the figures should be reasonably representa- 
tive of the last month for which the index has been computed. 

The full tabulation of the figures is attached to this statement. 

[In an effort to make these figures more obvious, and easily ascertain 
able to the committee, we have prepared a table which I would like 
to present to the committee quickly so that you can see just what is 
taking place in the price situation. I wish we could get it up here a 
Jittle closer so the Senators could see it. I think it more clearly re 
fects what is happening. 

(The table referred to follows :) 


TABLE 1 


The table, based on a compilation of the Bureau of Labor Statistics, showed 
the items included in the Bureau’s Consumers’ Price Index, separated into 
» columns according to the relationship of each item’s price in December 1951 
that item’s highest price recorded by the Bureau at any time in 1951. The 
table also showed for each item its relative importance in relation to all econ 
sumer expenditures. The columns read as follows: 











item Relative tee Relative 
inportance nportar 
11. Items at peak Percent Column I—-Continued Perce 
ur 0. 5S Aspirir 
eal 04 lineture ¢ | x 
| 1 oat ON Nightgow1! } 
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' 1 68 Shoes. work 
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beverages 62 Rent 
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Suits, wool, men’s 1.07 Kerosene 
Slacks, wool, men’s 21 (1as st 
Sweater, wool, men’ Os Rug, felt base 
Coat, wool, light, women ; Dinette suite { 
Mackinaw, wool, boy ( Bedsprings 
Suits, cotton, men’s Ol Mattresses 21 
otton, men’s MW Milk of magnesia 
women’s, cotton 22 Laundry service 07 
nachine, electric 10 Domestic service 2 
Refrigerators, electric 85 Telephone fi 
nerw , 53-piece set 22 Velocipede st 
wluminun lf Newspaper if) 
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\ obil 4 Cigarettes 2. 04 
24 Haircuts, men’s 62 
Lim 1. 80 Plain shampoo and wave 
r oil 15 en’ 2 
(utomobile insurances tits Permanent wave, women’ lt 
\uto license, fees, and registration 24 Home permanent refill 
tear and bus fare 3. 25 Face powder 
road fares 65 Sanitary napkKiIns ee 
Physicians office visit 60 Razor blade 
Phys house visit 51 Shoes, children’s 45 
y s obstetrical care 19 Bituminous coal t 
irgeons: Appendectomy 12 Slacks, boy's, wool 
ialist: ‘Tonsillectomy 12 Briquets, heating 
Filling 7s Postage 
Dentist: Extraction 0) Water rent ae 
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Column IT. From 0.1 to 0.$ percent be- 
low peak 
Corn flakes 
Layer cake 
Round steak 
Rib roast 
Chuck roast 
Frankfurters 
Hamburger 
Cheese 
Ice cream 
Milk, evaporated 
Baby food, canned 
Coffee 
Suit, wool, boy’s 
Shirt, business, men’s 
Shirt, cotton, men’s 
Dresses, street, cotton, girl’s 
Jeans, blue denim, boy's 
Shirt, sport, cotton, boy's 
Socks, rayon, men’s 
Shoes, oxford, men’s 
Dry cleaning 
Shoe repair 
Fuel oil 
Electricity 
Washing machine, electric 
Vacuum ¢ leaners, electric 
Auto repairs 
Prescriptions 
Radio, table model 
Pipe tobacco 
Nightgown, rayon, women’s 
Quinine, U.S. P 





































































































































































































Column III. From 1.0 to 1.9 percent 
below peak 












































Sugar 

Grape jelly 

Pineapple, canned 

Coat, wool, women’s heavy fur 
rim 

Overalls, denim, men’s 














Unionsuit, cotton, men’s 
Slip, cotton, girl's 
Anklets, cottor 
Living room suit 
Bedroom suite 


Sofa bed 






































Stoves, cooking, gas 
Motion-picture 
1 oothpaste 

Gloves, work, men’s 
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vimissions 























Column I\ 
below peak 


From 2.0 to 2.9 percent 












































Carrots, fresh 

Coat, wool, sport, heavy, women’s 
lrouseis, cotton, work, men’s 
Shirts, work, cotton, men’s 











Undershirt, cotton, men’s 
Jacket, horsehide, men’s 
Coat, fur, women’s 

Toilet tissue 


Shoes, women's 
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Column V. 
low peak 


From 3.0 to3 





9 percent be- 














Peas, frozen 
Bananas 

Suit, wool, women’s 
Coat, wool, girl’s 
Housedress, 
































cotton, women’s 
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Items 


Column V—Continued 
Dress, rayon, women’s 
Towels, cotton 
Curtains 


8 items 


Column VI 
be low peak 

Peas, canned 
Prunes, dried 
Diapers, cotton 
Slip, rayon, women’s 
Rugs, cotton 
Laundry, soap, bar 
Range oil 


From 4.C to 4.9 percent 





7 items 


Column VII, 


‘rom 5.0 to 5.9 percent 
below peak 


Ham, whole 


Column VIII, From 6.¢ to 6.9 percent 
below peak 
Pajamas, cotton, men’s 
Laundry soap, granulated 
Toilet soap, hard milled 


3 items 


Column IX 
below peak 

Rice 
Bacon, sliced 
Salt pork 
Salmon, pink, ¢ 
Salad dressing 
Dress, wool, women’s 
Sheets, cotton 

Toaster, 


From 7.0 to 7.9 percent 


nned 





electric 


S items 


Column X: Fi 
below peak 
Poultry, frying chickens 
Strawberries, frozen 
Yard goods, ravon 


ninster 


om 8.0 to &.Y percent 


Column XI 
below peak 
Noeawuw h , 


vy beans, dried 


Blankets 


From 90 to 9.9 percent 


Column XII. 10.0 percent 
Pork chops 
Eggs, fresh 
Orange juice, frozen 
Apples, f-esh 

Oranges, fresh 

Beans, green, fresh 
Cabbage, frest 

Onions, fresh 

Sweet potatoes 

lomatoes, fresh 
Tomatoes, canned 

Lard 

Shortening, hvdrogenated 
Oleomargarin 

Yard goods, pe cak 

Hose, nylon, women’s 
lelevision sets 


ind over 





17 items 
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Here we have the classification of Consumer Price Index items by 
percentage decrease in price from the 1951 high to December 15, 
1951, with the relative importance as percentage of eac ‘h item in the 
total index. 

Although these are December figures, they actually reflect the status 
of prices in January, since there was no change between the December 
consumer-index figures and January. There was a leveling off. We 
antic ipate that in February and M: arch there will be a slight decline. 
This is pretty much the status as of Januar y, though it is labeled “De- 
cember.” 

Now, over here you will see this long list of items, 96 items, repre- 
senting 58 percent of consumer expenditures, and in this line, 96 items, 
there was no price decrease from the peak levels. 

In this list here, a list constituting 32 items, in turn aggregating 
16 percent of the weight in the total consumer index, these 32 items 
decreased from 0.1 of 1 percent to 0.9 of 1 percent. And there, in the 
next column, we have 16 items, which constituted only 51 + ge ent of 
the total consumer index, which decreased from 1 percent to 1.9 per 
cent. 

The next column has nine items which constituted 21. percent, and 
they decreased from 3 to 3.9 percent. 

Notice, as we move over toward items showing larger decreases. they 
constantly become fewer in number, and constitute a lesser percentage 
of the aggregate cost of living for our people. 

In the next column we have only seven items, and they have de- 
creased from 4 to 4.9 percent, but they constitute only 1.07 percent of 
the aggregate. 

Then the next column, that fell from 5 to 5.9 percent, there is one 
item alone, and that constitutes only sixty-three one-hundredths of 
| percent of the total. 

Then, from 6 to 6.9 percent, three items constituting three-fourths 
of 1 percent, have decreased 6 to 6.9 percent. 

The next column has eight items constituting less than 2 percent, 
decreased 7 to 7.9 percent. 

There are four items that constitute about 2 percent that were 8 to 9 
percent below peak levels. 

Then when we get to these items—and this is the significant point 
! wish to call to the committee’s attention—when we get to these 
items that are more than 10 percent below peak, we find there are 
only 17 items, and they constitute an aggregate part of only 8.06 per- 
cent of the total prices and items constituting the Consumer Index. 

I am not going to call them out. but in that list that has decreased 
10 percent and over, we will find such things as these: Nylon hose. 
television sets. I mention these = 

Senator Carenarr. Why do you not talk about pork chops, e: 
apples 4 

Mr. ARNALL. I will be delighted to re: ad the whole list. It woes: 
Pork chops, eggs, frozen orange juice, apples, and right on down the 
list. I thought it was significant that in this Consumers Index we 
have television sets and nylon hosiery. The reason that struck me 
as being peculiar is that I did not, quite candidly, think they made 
up part of the cost of living, but IT suppose they do. 

Senator Carenarr. An interesting thing about those charts is that 
most of the declines have come in foods. 
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Mr. Arnau. There are a great number of foods in this first column 

Senator Carenarr. There are foods all the way through the redu 
tions. 

Mr. Arnau. But they are seasonal foods, largely 

Senator Carenarr. I notice poultry is down about 8 to 9 percent 

Mr. Arnaut. That is right, but I call your attention to this first 
column, Senator, where we have such items as fish, butter, milk, lettuce. 
potatoes and they have decreased not at all. I do not want, may it 
please the Senator, to convey any impression except the one the chart 
shows, and you have the figures there. 

Senator Caprnarr. As I say, most of the foods outside of about a 
dozen, of course, have decreased. 

Mr. Arnau. I thank the Senator for his observation. 

The study demonstrates conclusively that most consumer prices were, 
in December, still at their highest 1951 peak levels or exceedingly close 
to them. It shows that items representing 58 percent of consumer 
expenditures were at their 1951 peak in December. Practically 80 
percent were within 2 percent of their peak, and - percent within 5 
percent, Only S percent were 10 pe reent or more below their pe: ak. 

But important as consumer prices are, they do not tell the whole 
story. A good many commodities never enter directly into consumer 
purchases. Nevertheless they affect the consumer's and the taxpayer's 
pocketbook because they determine the cost of industrial equipment 
and plants, of construction, and of our defense program. 

Between the Korean invasion and the price freeze, the general level 
of wholesale prices advanced even faster than did consumer prices. 
According to the revised and greatly improved BLS Wholesale Price 
Index, which was published only a few days ago, wholesale prices for 
all commodities rose duri Ing aes, S months no less than 16.3 » percent, 
just about twice as much as consumer prices. No one, therefore, 
shoul | be surprise “el that sole of these prices came dow he Some were 
rolled back by OPS directly: others by the reversal of speculative 
market forces, which in large measure was the result of successful 
price stabilization. The latest wholesale price index is 2.8 percent 
below last year’s peak. But it is still 13 percent above the level of 
June 1950, 

The rise in consumer prices—11 percent—has been somewhat slower. 

Now. in the markets where these wholesale prices are paid by proces 
sors, manufacturers, distributors, builders, and the Government, di 
versity of price movement is always greater, and often very much 
greater, than in the retail stores where consumers buy. It has been 
especially great in the last year and a half. It would have been very 
desirab le to have had the rel ationship of each Wholesale price to its 
peak tabulated the same way as was done for consumers’ prices. Un 
fortunate lv. the ok | W holesale Pri ice Inde *X Was hot so construc ‘ted as to 
lend itself to this kind of tabulation, and the work on the new index 
has been so recently completed that the BLS has not vet been able to 
use it for this purpose. 

Using the best available information and statistical techniques, ou 
-taff has arrived at an estimate of the distribution of wholesale market 
prices in relation to 1951 peak prices, or ceilings where these are now 
set below the peak, While this estimate cannot be as precise and de 
tailed as the consumer price analysis, its results are significant. 
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The figures show that of total wholesale transactions which now 
amount to approximately $273 billions a year: 63 percent are made at 
peak prices or at —— prices rolled neck from their peak; 16 percent 
sen at prices slightly below the peak, i. e., less than 4 percent below 
the peak or ceiling level: and the remaining 21 percent are at prices 
{ percent or more below the peak or ceiling level. 

To add further to our understanding of the present wholesale price 
situation, a study was made of prices of wide general public interest, 
on the one hand, and prices of interest primarily to business and 
Groverhment procurement agencies, on the other. 

Analysis of the first category, which includes among others, farm 
products such as wool. cotton, and orains, processed foods, textiles 
and clothing, passenger automobiles and tires shows that 41 percent 
were at the peak or ceiling, 20 percent slightly below, and 39 percent 
significantly lower. 

Analysis of the second category, which includes among others, fuels, 
paper, lumber, metals, chemicals, machine ry. trucks and busses, shows 
s4 percent at the peak or ceiling, 12 percent slightly below it, and only 
} percent significantly lower. 

Now l invite vour attention to this chart. which shows the status 
of wholesale prices. 


STATUS OF WHOLESALE PRICES--EARLY 1952 


PRICES MAINLY OF BUSINESS INTEREST 
$138.4 BILLION 








ALL WHOLESALE PRICES 
$275 BILLION 





PRICES OF WIDE 
GENERAL INTEREST 


$134.7 BULLION 






(AT PEAK 
|OR CEILING 








SLIGHTLY BELOW 


Pt fe 
PEAK OR CEILING 
“4 | SIGNIFICANTLY 


BELOW PEAK 
lor CEILING 






PREPARED BY OF FICE OF ECONOMIC PO OFFICE OF PRICE STABILIZATION 


Here are all wholesale prices, $273 billion. Of these, 83 percent 
are at their peak, or their ceiling, 6 percent are slightly below their 
peak or ceiling, and 21 percent are significantly lower than the peak 
or the ceiling. 

Here we find the prices of wide general interest, aggregating $154.7 
billion, and you can see that 41 percent are at the peak or ceiling, 
20) percent are slightly below the peak or ceiling, while 59 percent are 
significantly below the ceiling or the peak. 
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Senator ScnorpreL. Governor, might I ask, does that include hard 
goods as well as soft goods—that chart ? 

Mr. ARNALL. Yes; it does. 

Senator Scnorrre,. And a world of that is now in the militar) 
production. 

Mr. Arnatu, That is correct. 

This does not undertake to break it down between hard and soft 
goods. These are the total wholesale prices, and prices of wide 
general interests, both of which constitute hard goods and soft goods, 
as well, but this is the composite picture of the wholesale price 
structure, and the prices of general inteerst. 

I show you this, though, to point up that as much as we hear about 
soft spots in our economy—and I am going to talk about that, Mr. 
Chairman—I do not want us to be deluded into believing that the 
economy suddenly has become soft, and everything has gone down. 
This demonstrates conclusively, it seems to me, that most of these 
items represented in the wholesale price index, are at their peak or 
the ceiling levels, and here we have almost 41 percent in the group 
of prices of wide general interest that are at their peaks or the ceiling. 

The CuatrmMan. Not only does that show the percentages, but you 
say everything has gone soft. Iam fearful that a lot of people in this 
country, particularly in financial circles, have in their minds that 
things have gone soft, and it is not going to do the production end 
any good, because I h: appen to have been in New York yesterday and 
saw some people I knew there. There is a lot of fear about produc- 
tion, there is a lot of fear about deflation, and a lot of fear about lack 
of demand, and I am not sure that it will not have effect on borrowing, 
bank loans, and so forth. 

Mr. Arnatu. Thank you for the observation, Mr. Chairman. As 
I suggest a little later on I want to t: os about that particular point, 
but as I go along, in order to try to keep some continuity in the 
presenation, Iw anted to show you this. 

Senator Scuorrrer. I would like to ask the Governor this ques 
tion: 

That chart, in showing those percentages at peak, or at ceiling, 
where you go into the hard goods that are going into the military, 
outside of the military side of it, was it not common dollars-and- 
cents purchases’ If that were included in there, would it not cause 
a disproportionate percentage ? 

Mr. Arnaut. I am told that strictly military goods are not in- 
cluded in these charts, Senator. 

Senator Scuorpret. Well, Iam glad to have that, but in my judg- 
ment-——— 

Mr. Arnau. It would not show an accurate picture. 

There is one other column I wish to call to your attention. 

In the third column we have prices mainly of business interest, 
constituting 138.4 billions of dollars. In that field you have 84 per- 
cent at the peak or the ceiling. 12 percent slightly below the peak, 
and only 4 percent significantly lower. 

The Cuamman. Governor, I do not want to get away from your 
trend of thought, but om you name some of those things? 

Mr. Arnau. Yes, sir, I do that in my statement. 

This is an analysis of the second category, which includes among 
others, fuels, paper, lumber, metals, chemicals, machinery, trucks, 
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busses, Which shows 84 percent at a peak or ceiling, 12 percent slightly 
below, and 4 percent significantly below it. Those items woul d not 
have interest generally to consumers, and that is why we label that 
as prices mainly of interest to business concerns, and business enter- 
rl ses. 

Now, this is the column that is of main interest to consumers. 

In this category, we would include such items as wool and cotton, 
grains, proc essed foods, textiles, clothing, passenger automobiles, tires, 
and that type of thing. 

Senator Capenarr. That column shows a good trend, does it not? 

Mr. Arnati. Well, Senator, I would not categorically answer that 
question without considering—— 

senator Carguart. It shows 59 percent below peak or ceiling. 

Mr. Arnau. I would merely submit it to the committee. 

Senator Carpenartr. Would you not say it shows a trend toward 
prices going down ¢ 

Mr. Arnau. I hope prices go down, and if there is trend, I hope 
it continues in that direction. 

Senator Cargenart. They cannot go up as long as the law 
effect, they cannot go up appreciably. 

Mr. ARNALL. I wish I had that very, very deep conviction that the 
Senator expresses. Sitting over there where I do, Senator, if you 
sat there day after day and watched those price increases that come 
across my desk, you could hardly say that. 

The CuarrMan. Who makes the price increases ? 

Mr. ArNALL. I did not want to get into this at this time, but if you 
want to know, I will show you. 

What I am trying to say, Mr. Chairman, is that under the law that 
the Congress gives us, in many instances we have no authority or 
discretion other than those standards that are set by the Congress. 

Now, I am not saying that the Congress in its wisdom—— 

The CuatrMAn. Governor, you would not want any standards set— 
you have been around a long time, you were a distinguished attorney 
general and Governor of your State. You would not want any such 
laws passed in the State of Georgia. 

Mr. Arnau. I think I made it plain to the committee when you 
passed on my confirmation that it a ll be my very sincere effort to 
cooperate with the Congress in carrying out its wishes and mandates. 
On the other hand, from time to time I told you I was going to make 
recommendations, and I am going to do that, and if you bear with 
me we will try to get along as fast as we can. 

The Cuairman. I will bear with you. 

Mr. Arnauu. This striking contrast clearly demonstrates where in- 
flationary pressures today are most acute—in those segments of in- 
dustry that are closely related to the mobilization program, including 
the expansion of our industri: al capacity. 

This second category, in which 96 percent of all prices are at or 
very close to the pe ak or ceiling, covers slightly over half of all trans- 
actions in primary or wholesale markets. Inclusion of exclusively 
military items would add another sizable amount to the volume of 
business transacted at peak prices. 

In regard to the first category, which includes mainly consumer 
goods and their raw materials, the complexity of the present price 
situation is vividly illustrated by the fact that the proportion of price 

declines in primary or wholesale markets is substantially greater than 


is in 
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A good example of this is the sequence of hides, leather, and s 


Hide prices are roughly 


are about 


or 


» percent below ceiling. 


45 percent below ceiling. 


about 7 percent below ceiling. Yet at retail, 
cussed tabulation of the Consumer Price Index for 
1951, shows children’s shoes and men’s work shoes 
levels—— 

The Craik MAN. Why is that? Why do they 


Leather price 
Wholesale shoe pric es are 0} 
the previously di; 


December 
at their 


? 
Le 
i 


take advantage 


children’s shoes when the wholesale prices are so low—not only c! 


dren, but 


any body else / 


come from States where hides come from. 


Why is it? 
ARNALL. 


Mr. 


The farmer does not get it. 


Wek 


Senator Schoeppel and Senator Dirks 


Let me say this: When we approach the question wit 


the assumption you have in mind, we assume all prices started off « 
2 level position. 


The ¢ 


“HAIRMAN. 


higher: is that right ? 


Mr. 


ARNALL. ’ 


sale, and the parallel line shoes at retail. 


Now, you see, in early 1950, this was the relationship. 


Chis chart shows prices of hides, leather 
percentages of June 1950 prices. 
the solid line represents leather, 


Now, then, here is the date we put on the price freeze, and at tha 
time you will see hides had gone up much more than either leather, 


shoes at wholesale, or shoes at retail, because, if you remember in tho Ist 
days after Korea, the raw commodities shot up. 


most raw materials, they went up, and got completely out of line 
when the price freeze came in, we found that situation. 


Now. 
leather 
little. 


today, 


this is the situation: 


But they have gone down 45 percent, and the pric 
of children’s shoes is what it was when leather prices were 45 percent 


. and shoes, as 
The broken line represents hice: 
the dotted represents shoes at whol 


That was true of 


Hides are way down, whereas 
is down less, wholesale shoes still less, and retail shoes only a 


There has been a complete flop over from the time of the freeze t 


the present. 


The raw material, 


become by far the che “apest. 


Senator CAPEHART. 


itself in lower wholesale and retail prices ¢ 


Mr. 


ARNALL. 


and sincerely so: 
With that great disparity there between the hide factor, and th: 


finished product out of that, there is a great ¢ 
a long way. 


Now. 


here is a thing I am wondering about. 


which was then the dearest, 


Do you not think as weeks go on it will reflect 


Eithe 


has nov 


I think one of two things has got to happen, Senator. 
You cannot have an economy operating that way for long. 
hides and leather will rise, or shoes will fall. 


Senator ScHorerreL. I would like to ask you one question, Governor, 


gap, and it has gone quit 


We have established 


ceiling prices, a lot of ceiling prices, and commodities are selling quite 
a long way under these ceiling prices. 


Yet the raw goods that go into these are down. 
advantage of this factor. 





Somebody is taking 
They say lawfully and legally you have 
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set a ceiling price, and I can ride it on out. IT think it contributes 
materially to holding the price of that finished article up when the raw 
material price is going back into it and putting it on the shelves at a 
greatly reduced factor. How are we going to meet that? Is that a 
fair statement / 

Mr. Arnauy. Senator, lam happy for you to ask me that question, 
and I believe that if the Senator will bear just a little with me I am 
voing to answer it to your satisfaction, and I hope to your pleasure. 

[ think those situations may well call for some action, and I think 
if the committee will stay along here 

The CHamrMan. I am going to stay right here. 

Mr. Arnau. I think we have some approaches to this problem. 
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The Cuarrman. You know Madam Perkins one time said sore «f 
the southern people did not wear shoes because they were tov ¢ 
pensive, in 1932 or 1933. I imagine a lot of people are not b 
shoes now down where you and I come from, 

Senator Brenton. But the manufacturers are not making | 
money. It is one of the depressed industries. 

Mr. Arnau. Senator Benton, I believe that we have in mind 
procedures that I hope the Senate committee will be impressed 
and approve, and encourage us in undertaking. I think that wi 
have some possible devices that we are studying that might be | 
in obviating that type of thing which is in imbalance. 

The Cuarrman. Go ahead, Governor. 

Mr. Arnau. At retail, men’s oxford shoes are within 2 pe. 


and women’s shoes within 3 percent of their peak levels. A si: 
situation exists in a number of other so-called soft areas, whe: 
reality, price softness is pronounced only for the raw materia 
hardly present at all in the retail store. 

This does not necessarily mean that processors’, manufacturers’, 
distributors’ margins have become excessive or that retail prices } 
now be expected to follow the downtrend noticed at earlier levels 
Instead, this contrast largely reflects the fact that in the months afte 
Korea raw materials generally advanced much more than manufs 
turers’ prices. Many “of those high raw material prices were ley 
reflected in the retain prices of finished products. In contrast to 
situation a year ago, the structure of prices from raw material to re. 
tail is now in most instances relatively normal, even though the ray 
material prices may be far below ceilings based on last year’s freeze, 
and final product prices very close to ceilings. 


CHART 4 


PRICES OF TEXTILE RAW MATERIALS AND PRODUCTS 


INDEX JUNE 1950+ 100 






SYNTHETICS 
t 
| 
oe ‘oe | 200 |}-— —_};- 
Row ag —_ 
| Wholesale ucts oo 
180 = - wscanlil Appore! ot Retoil ewneee 


(querterty dote) 





| @mOPS PRICE FREEZE 
s 60 


1950 195! 1952 1950 195! 1952 1950 1951 1952 
SOURCE OEPARTMENT OF LABOR PREPARED BY OFFICE OF ECONOMIC POLICY, OFFICE OF PRICE STAB. TAT" 
WeEws YEAR-ROUND SUITS 
 ® COMESTIC APPAREL WOOL 


i as leeeeeeeeeeeeeeeeeeeeeeeee 





we 


DEFENSE PRODUCTION ACT AMENDMENTS OF 1952 165 


CuHart 5 
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Summarizing the entire picture of today, the unmistakable fact is 
that most prices, both at wholesale and retail, are either at ceiling o1 
very close to it. Although there are some soft areas, their extent has 
been exaggerated. 

There are certain items that are soft, I want to emphasize it again. 
I know that, and the facts and figures demonstrate that, but in many 
instances the softness in our general markets has been exaggerated 
and overemphasized. 

Futhermore, we must not forget that many prices that are now 
relatively soft could rise rapidly as a result of developments as un- 
predictable as the weather and the size of agricultural crops. A poor 
cotton crop, for example, could have serious effects on the general 
price level—precisely as the stabilization program in 1951 was etfec- 
tively supported by the wholehearted cooperation of our cotton farm- 
ers, Who increased the crop from one year to the next by 50 percent. 
I am sure that our cotton farmers, and all American farmers, will 
make equally great efforts this year. But, we cannot be sure that the 
weather will permit them to harvest crops just as large as last year, 
let alone as large as they should be to meet the rising demands of a 
growing population with increasing incomes. 

These incomes will continue to rise, if only because of the effects 
of our mobilization program. In spite of the adjustment of the pro- 
gram, defense spending will increase this year, I am told, by many 
billions of dollars. I am told that: that is what I read; and that is 
what I understand. 

The Cuairman. That is what I am told as a member of the Appro 
priations Committee. You have been a governor and attorney gen- 
eral, and I want you to get after these fellows with four or five stars 
on their uniforms who do not, in my judgment, rush forward this 
mobilization program as fast as they should. 
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I say in 1948 the same people there now came before the Appropri 
ations Committee and said 28 billion was plenty. Now they have « 
hundred billion, and I do not know where it is going. T cannot 
understand it. 

Mr. Arnau. I have always believed that the military authorities 
should be subordinate to the civil authorities. 

The Cnatrman. If they are not, we are not going to have a country. 

Mr. Arnaty. Moreover, it seems highly doubtful that we can make 
adequate provision for our national security without incurring a sub 
stantial deficit in the Federal budget for possibly 2 or 5 years. 

Now, Mr. Chairman, I am told that. Iam not advocating that, not 
passing on it. There was a lot of talk about it. 

The Cuamman. [I am told the same thing as a member of the Mil 
itary Subcommittee on Appropriations. 

Mr. Arnau. This condition, while it lasts, is a source of unusual 
inflationary danger. It arises from Communist imperialism which 
forces us to seek better protection against the threat of violent attack 
and political blackmail. Our national security also requires that we 
protect ourselves against the equally de: idly threat of serious inflation. 

The committee has heard me before say that im my judgment the 
greatest threat to our country is the danger of w recking our internal 
economy. As important as our military preparation is, we have got 
to keep our economy sound. 

Surely this is no time to start demobilization, whether the demobili- 
zation of our external protection or the demobilization of our stabil 
zation program. The people want to see this program through to a 
final successful conclusion. They do not want demobilization or de 
control now. 

At the same time the American people do not want to burden the 
economy with restrictions and procedures that serve no useful pur- 
pose. I am convinced that it is my duty to administer the program 
in the simplest way consistent with my responsibility to keep prices 
stable. Therefore I am very pleased that as I have become acquainted 
with my staff T have found that they share the same conviction. 1 
find that a sincere effort has been made to avoid needless restrictions 
and burdensome procedures by adjusting regulations as closely as 
possible to traditional business practices. 

And we intend to increasingly rely on our business advisory groups 
to bring this about. 

The CuatrmMan. Lam certainly glad to hear that. 

Mr. Annan. Tam delighted that the chairman is pleased. 

The Cramman. Now, you have been practical all your life. You 
have had every honor that the State of Georgia could give you, 
attorney general, Governor. But you can understand association with 
business people, whether you agree with them or not, to listen to their 
side of the questions and try to work this thing out satisfactorily. 

Senator Carenarr. What was it the Governor of South Carolina 
said to the Governor of North Carolina ? 

The CHamman. That was Georgia. 

Mr. Arnane. That can wait until after the committee meeting, 
Senator. 

Senator Scnorrren. The very thing that the chairman has pointed 

out here, the very attitude that you have expressed here, which is most 
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wholesome, | want to say to you, sir, it lends itself to much encourage- 
ment. This committee, every member that attended the hearings 
knows that when they set up these regulations, the Congress wrote 
it into the act that they should consult with the advisory committees. 
We had instance after instance, and I do not need to repeat them, be- 
cause they are in the old record, where representatives of business 
that had been chosen in the good old American way, through the 
hard old school, were designate ad as members of the committee. They 
came to Washington and testified before this committee that the only 
part they had to play was when they were handed a sheet and told 
this was going into e fect next Wednesd: iv at 10 o¢ te ‘k. 

You attitude i is at considerable variance with that. 

Mr. Arnauy. I hope we will be able to seek the advice and guidance 
of business groups, and I assure the Senator we will undertake to 
try to do that. 

I also have come to understand increasingly the complexity of the 
problems with which OPS has to deal. During its first year of op- 
eration OPS had to fight acute inflation, restore a healthier pee 
structure, and develop sound regulations, and all this while the organ- 
ization was being built from scratch. 

Now that much of the ground work has been laid—and T will again 
give my predecessor and his staff credit for that. because they are 
deserving of it—we shall try to make further progress in simplifying 
controls and procedures. 

The CHAIRMAN. That is the thing to do. Governor. simplify those 
procedures, We had to do it as governors. 

Mr. Arnaus. 1 had the pleasure to serve at the time Senator 
Schoeppel was Governor of Kansas. and we worked together on many 
things. 

Senator Cargnarr. | have never been a governor, but you have to 
do it in business to keep from going broke. 

Mr. Arnau. Senator, I know you speak the truth. 

I have found that OPS has recognized from the beginning the de- 
sirability of removing controls from items which are insignificant 
either in the cost of living or the cost of doing business. Hundreds of 
such items have been decontrolled. 

Senator Carenarr. TL wish vou would give consideration to section 
102 (f) of the existing act, which Tam not too certain does not give 
you the right to decontrol or suspend, whichever word you want to 
use, 

Mr. Arnau. I like the latter much better. 

Senator Carenarr, This says, and | am quoting now from the act : 

The President, in or by any regulation or order, may provide exemptions for any 
materials or services, or transactions therein, or types of employment. with 
respect to which he finds that (1) such exemption is necessary to promote the 
national defense; or (2) it is unnecessary that ceilings be applicable toe such 
Iaterials or services, or transactions therein, or that Compensation for such 
types of employment be stabilized, in order to effectuate the purpose of this title 


Tam not so certain but that vou do not have the authority right in 
that section to suspend prices, and Wages on given items, or given 
industries, 

Mr. Arnauy. I thank the Senator for his observation. I agree em 
phatically with the Senator. I think that is right. 

Senator Carruarr. I believe you have the authority right there. 
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Mr. Arnau. I think we have the power we need in that provision 
that the Senator so well points to. 

Some thought also was given as long ago as late summer to the tem- 
porary suspension of controls from more important items whose prices 
had declined below ceilings. That condition, however, was then con- 
sidered too temporary to justify any action. Businessmen in these 
soft areas generally shared the belief that strong market pressures 
would soon reassert themselves and demonstrated their confidence by 
continuing a high rate of production despite difficulties in moving 
inventories previously accumulated. 

The Cuamman. You are so right, and we are going to have to de- 
pend upon the farmers today, to hope that these inventories of cot- 
tonseed, soy beans, and all will be moved out by planting time, be- 
cause this is, after all, a production act. 

Mr. Arnaut. When these pressures failed to materialize by the end 
of 1951, consideration of the problem within OPS again received more 
attention and, finally, about 5 weeks ago, my predecessor decided to 
concentrate responsibility for further clarification of these very com- 
plex problems in a special committee. I am very glad that he took 
thi s step—I only regret that this committee came to be known by the 
— ading name, Decontrol Committee. 

Candidly, I do not like that word, but we may arrive at the same 
ultimate goal through another nomenclature. 

Senator Carenarr. Call it the common-sense committee. 

Mr. Arnatu. That isall right. I hope we can demonstrate common 
sense, Senator, 

Senator Caprnart. I think you can. 

Mr. Arnati. The committee quickly recognized that in this period 
of military build-up and steadily expanding purchasing power, the 
dangers of resurgent market pressures and renewed scare buying were 
too great to permit the risk of decontrol. Instead, it is finding other 
ways to avoid needless burdens on business. In some areas where the 
danger of an early renewal of heavy buying pressures seems least, 
it will be possible to suspend ceiling prices as long as markets remain 
soft. In other instances, it will be possible to simplify or suspend 
record-keeping and reporting requirements 

The Cyatrman. That is the thing that worries me. It has nothing 
to do with the national economy, nobody on this committee wants in- 
flation, but why keep all these books and records. 

Mr. Arnau. If we can suspend, in some areas, record-keeping and 
reporting requireme nts, while ceiling prices would remain in effect, 
they wo wld 3 impose no burden or irritant upon business. 

The Cuamman. I was up in New York yesterday, and I found that 
certain ceiling prices exist in certain States, with certain ceiling prices 
in other States not the same. Is that correct? 

Mr. Arnatyi. In what particular article? 

Phe Ciaran. I was told the ceiling price in one State is not the 
= ig price in another State. 

Mr. Arnatu. I know we have a problem on tobacco. Then you have 
got it in milk where it is covered by a milk-marketing agreement. 

The CHatrman. Where a State regulates anything, we have never 
attempted to regulate it. 

Mr. Arnati. There is a conflict. Sometimes we give way to the 
States, and sometimes we do not, depending on what ought to be done, 
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as 1 understand it, but I do not know exactly what the Senator has in 
mind. 

The CHarrmMan. You have given an illustration: tobacco, which 
differs depending upon the labor. I wondered how far that went. 

Mr. ARNALL. I do not know of any, but we will look into it. 

The CuairMman. I wish you would report for the record how far 
‘t goes. You have given milk and tobacco as two big instances. 

Senator SPARKMAN. Mr. Chairman, I am not sure that 1 understand 
that. My understanding is that certainly insofar as retail is concerned, 
vou may havea different price level even within the same city, and as 
between two adjoining stores. Is not that correct ¢ 

Mr. ArnaLy. That is right. 

Senator SPARKMAN. I wanted to be certain. 

Phe CHairMAN. I was speaking purely on the wholesale level. 

Mr, Arnau. The conditions under which suspension actions can be 
taken—and I would like very much to have the chairman’s and Sena- 
tors’ attention on this, because I think this is the milk of the coconut 
with respect to some of these statements we have been making. 

Phe conditions under which such actions can be taken are now under 
study, This much has already become clear: 

|) Suspension of ceilings will in no case be used as a means of per- 
mitting higher prices than the ceilings would have pe ‘rmitted. It 
will be used only where there is no visible prospect of. prices going up 
io ceilings in the near future, and only in such a way that controls can 
again be made fully effective before there can be penetrations of 
present ceiling leve ‘Is. 

Phe Cuarrmman. I would say within 48 hours. 
Mr. ARNALL. Just as quickly as we can; yes, sir. 
If prices should climb above present ceilings it would be very diff- 

t indeed to roll them back again, and in some cases impossib le under 
the present law. 

2) Standards must be developed and are now being developed for 
selection of commodities whose ceilings can be suspended for the time 
being and for the selection of price regulations whose reporting or 
re ord. keeping requirements can be simplified or relaxed. Procedures 
must be devised and are being devised for determining if and when 
such suspensions would-have to be withdrawn and for making controls 
again imme “<liate ‘ly effective if that should become nec essary. 

Here let me interpolate. I do not want anyone on this committee, 
the audience, the press, or the public to get the idea that for 1 minute 
we are undertaking to tell this committee that we are advocating 
going into a program of helter-skelter suspension of ceiling prices. 

The Cuatrman. I can only speak as chairman of the committee. 
If any differ with me they will say so. The committee would never 
expect you to do that. 

Mr. Arwatn. What our thought is, frankly, in many instances is 


to experiment, to try some procedures to see what answer we come up 
ith. 


5) Neither the standards nor the procedures required can be uni 
form for all kinds of commodities and regulations. For 
standardized raw materials whose prices are uniform and published 
every business day can be dealt with in ways that are unsuitable for 
widely diversified finished goods whose ceiling prices can be set only 


instance, 
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by formula methods. Selective suspension of controls, like thei 
lective imposition, must take account of the different levels of |) 
duction, processing, manufacturing, and distribution. It must |, 
flexible, and, in the beginning, largely experimental. It must tak 
account of the influence of any action on other parts of the econo 
including, of course, its impact on wage stabilization. 

While the committee has not yet reached any formalized decision. 
it has made considerable progress in clarifying the facts as well 
the problems. For example, the particular st: atistical studies of pric 
at retail and wholesale on which I based an earlier part of my pr 
sentation to you, were initiated for the purposes of that committee 
I am confident that we shall find ways for reducing whatever burde 
our regulations impose on business in areas where close control is yor 
currently required, 

Yet no such suspension or simplification could be undertake: 
we were to be faced once more with the threat of run-away inflatio 
which was brought under effective control only a little over a yea 
ago. Under present conditions, it is not inconsistent to speak on tl 
one hand of relaxation of controls in a few areas yet of strong control: 
elsewhere. The fact that some prices are well below ceilings Is no 
adequate protection against inflation. We cannot afford to let price 
run away where they already are high and under continuing pressiry 
We need strong legal authori ity to control such prices. That is why | 
recommend the extension of the Defense Production Act in thy 
strengthened form which the President has requested. 

Senator Sparkman. Before the Governor goes into these amet 
ments, I think I will have to leave, and IT would like to ask him on 
or two questions relating to roll-backs. I do not see where vou discuss 
roll-backs at all. 

Are we to understand by that that you do not contemplate any 
general roll-back program ¢ 

Mr. Arnau. Senator in the first part of the statement immediately 
following the point where we now are, I talk about section 402 (d) (4 
of the Defense Production Act. There are those who use various 
names to describe it, but I prefer the numerical designation. 

Let me tell you this. If the Congress in its wisdom brings about 
the repeal of that particular feature of the act. then we would imme 
diately evaluate the cost increases and price increases that have r 
sulted from that, and in some instances I am sure we could resort 
roll-backs under those situations when we analyze them. 

Senator SpARKMAN. Let me be a little more specific. 

Most of the complaints that have come to me—you have had dif 
ferent ones to speak as governors and as businessmen. Now T want 
to speak as a farmer. Most of the complaints that have come to me 
with reference to roll-backs have had to do with the business wit 
which you are familiar, and that is the textile business, which. of 
course, is one of these soft areas that vou have been discussing, and | 
run into the same problem with reference to cotton. 

Today the Government is trving again to get the cotton farmer: 
to plant a crop that will produce 16 million bales of cotton. Of cours 
they cannot just turn the spigot on and off. When the seed is in t! 
ground, they do not know what nature is going to bring out. It mig 
bring out a crop that will be 2 million bales over, or 2 million bale: 
under. There is a great deal of fear on the part of the farmers, w 
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a great deal of fear on the part of the textile people with reference 
to roll-backs, because those prices are far below the ceilings now. 

As I reeall, Mr. DiSalle gave us the assurance that he was not going 
to roll back cotton, raw cotton, if I recall correctly. 

The CHAIRMAN. You are absolutely correct. They cannot roll 
them back unless Governor Arnall consults the Secretary of Agri 
culture. 

Mr. Arnati. Let me here and now make a statement to you that 
will cut through this discussion. 

Our gener: al policy has been stated a number of times. It does not 
involve : a general program of roll-backs; but, consistent with fairness 
and equitability under the law, we should have authority for proper 
and selective roll-backs. 

Now insofar as cotton, if that is what you are interested in, I here 
and how give you my assure ance that we do hot contemp rnlate a roll-baeck 
on cotton. I think I can go so far as to say that in the absence of 
some earthshaking development, which I hope will never come about, 
we would not even for a moment consider it. 

Senator SPARKMAN. Whether it is true or not, I had the claim made 
to me many times that it is the uncertainty of that thing that greatly 
affects the texile market. 

Now, I know there are many other things, because the same thing 
happened in textiles after Korea that h: ap spened with hides and things 
of that kind. It has created a lot of unemployment in this country, 
both in our area and in New England. 

Mr. Arnaut. What assurance do you wish from the Director of 
Price Stabilization on that point ¢ 

Senator SPARKMAN. It seems to me you have been specific. 

Mr. Annan. I want to assure you that you and your friends need 
have ho concerh about il roll back on cotton. 

Senator SPARKMAN. IT wanted the record to show that. 

Mr. Arnaun. 1 hope the record will show that. 

The CHairman. The reason you want no roll-back on cotton is 
because the secretary ot Agriculture is out begging the farmers to 
produce enough cotton. We cannot have the Secretary of Agriculture 
going out and requesting the farmers to plow up their fields. and then 
on the other hand have another agency of the Government, with all 
respect to you, say we are going to roll back what the Secretary of 
Aericulture did. That is the attitude that Mr. DiSalle took. and the 
attitude you take, and it is the right attitude. 

Mr. ARN ALL. We vet all these rumors . LOO. I want to tell you what 
I think about many of those rumors. M: any of those rumors are in- 
spired by people who want to create so much dissension, confusion 
and trouble that we will have trouble bringing about the extension 
of this law, and deing the job. 

Now, we have not put out that misre ‘presentation, and I do not say 
anybody has purposely done it, but those things just spre: ud around. 
I have had people call me and say, “What is this we hear?” and you 
do. too. 

Senator ScnorpreL. What you said about cotton, and what I want 
to say hurriedly probably has a direct relationship. Lam sure you 
do not have any idea of rolling back prices on any more of these 
beef cattle. 


96315 —52—pt. 1 
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Mr. Arnau. Senator, I hope you will not pin me down to where I 
do not have any leeway here in operating this thing, but I do want to 
say this, and I think you know that I mean it very sincerely, 

Before any such action were ever contemplated, I would certainly 
talk with you people here on the committee who have a stake in this 
thing, and I hope that that will never be necessary. 

Senator Scnorrret. I think we can convince you awfully quick it 
will never be necessary. 

Mr. Arnau. The Senator is very persuasive, and I will be happy to 
talk with him in the event the circumstance arises. 

Senator Brenron. I hope the Governor will talk about slaughter- 
house quotas In the same conversation. 

Mr. Arnau. Yes, sir. 

Senator Scuorrret. I will be interested in that, too, Governor, be- 

cause the preceding witness made very obviously clear to me some 
things there were no necessity for. 

Mr. Arnau. Well, I think the preceding witness was a very fine 
witness and a very fine man, but there were one or two points, and 
we will not get into that at the moment, on which he and I are not quite 
in harmony. 

You see, Senator, when we do have a harmonious presentation, then 
somebody says we are just parroting what is given us, and if we do 
not, then we get involved, but we will try to get along. 

Senator Scuorrrer. On that question that the Senator from Con- 
necticut raised, it is one of the President’s recommendations. I am 
glad that you are going to get into that, because when you do you 
are going to get plenty of company that is going to join some of us. 

Mr. Arnau. Several amendments approved at the last session of 
Congress have had the result of weakening the effectiveness of price 
control and should be repealed. These amendments are section 402 
(d) (4), section 402 (k), and the last sentence of section 101. 

The CHarrman. You would not have any objection—would you 
worry if we repealed the Capehart amendment ? 

Mr. ArnaLt. Would I worry, or would he? 

The Cuarrman. Would you? 

Mr. Arnau. No: I think it ought to be done. I really think that 
I can do a better job for you in this job that I have got, to work with 
you, Senator, and your committee. I really think we can do a better 
job, and I would like for the committee to recommend that it go out. 

The CuarrMan. Well, the committee recommended a version of the 
so-called Capehart amendment which you are familiar with. 

Mr. Arnau. Yes. 

Now let me tell you why I think it handicaps us. Of course that 
section, the so-called Capehart amendment which I referred to in 
another way, but to simplify the thing I suppose it is all right to talk 
about the Senator’s amendment now that he has gone anyway. 

The CHairman. Since I was chairman of the conferees, and since 
Senator Capehart has gone, I am going to have to take his part. 

Mr. Arnauu. Let me say this. I discussed this at some length with 
Senator Capehart, I spent an hour with him. I do not know that we 
are too far apart in many things. I think we are all trying to go to 
the same place. We may differ on procedure. 

The Cuatrman. Do you know the reason for that amendment ? 

Mr. Arnatn. No, si 





DEFENSE PRODUCTION ACT AMENDMENTS OF 1952 1a 


Che Cuarrman. I will tell you this, and this is the truth to my 
way of thinking. 

The OPS and EPA, all of them together, were not fully prepared 
to know what to suggest. I see somebody in the audience I talked 
to that night who said it was all right. I will not call his name. It 
happened in the conference committee. 

Vir. ARNALL. I want to assure the chairman of this committee and 
the committee members that I have the greatest degree of confidence 
in your efforts to do the best possible job | for the people. I know that 
the amendment came about because you believed that it was the thing 
wide at the time, and I do not want to be in a position, please under- 
sand me. of being critical of the actions of the committee. I am 
merely making a recommendation, which you can take or leave, but 
I hope sincerely you will take it. I believe that we can do a better 
job inthe program that we have set out to undertake tor the American 
people if that provision is eliminated from the extension of the 
Defense Production Act. 

the CHarrMan. You have been a member of the legislature 
have been Governor of your State, and you know the agreements 
reached between the senate and the house in Georgia, together with 
vour stenature are the same as those reached between the House of 
Representatives and the Senate with the President’s signature here. 

Mr. ArnwaALL. I understand. 

The CuamMan. Much as you want to do one way, and another 
wants to do it another way, vou have Vol to be willing to olive and 
take. You have always been willing to give and take, and I have 


but some people want to take epee and some want to 
everything. 


» YOu 


olve 


Mr. Arnauy. It is a wholesome thing in our Government 
time to time we are in that position, 
vether. 


that from 
because then we can work to 


[ do not know, does the committee want me to discuss the 

nt?’ ILwillbe glad to. Perhaps I had hest diseuss it. 

F irst, that amendment prohibits rollbacks below prescribed levels 
Second, it requires OPS to allow any individual seller coming with 
u the scope of the amendment to obtain an adjustment of his ceiling 

» based on the highest pre-Korea price, plus all cost increases up 
on 26, 1951, except those determined to be unreasonable or ex 
esslvVe, 

Let me make this statement. I remember when I was here first 
Lay there was a colloquy between Se hator Moody and Senator Cape 
lurt as to “excessive and unreasonable.” Now, this C apehart amend- 
nent does not relate to fairness of price, but fairness of cost, and 1 
vant to make that plain. We cannot measure it except on that basis. 

The Cuamman. You know that this was what was going on in 

ptember of last year. There were certain things that were more 

oft than they are today, and that is the reason for it. 

Mr. Arnatn. Let me show you why it is so hard for us to admin- 
ster this. It is just terrible. You talk about why we have to have 
staffs, manhours, and where we are slow. 

The Cuairman. You ought to decontrol those. 

Mr. Arnauty. This application—I do not think it is right to name 

© company involved here—but this application is in the field of one 
of the hardest markets that there is in our 


amend 


American economy today. 
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It is one of the few things where the demand probably exceeds ¢)|\ 
supply, and people are willing to pay any price for these items. 

This application is from just one company that has filed under t 
Capehart amendment for adjustments. You see, as long as we ca 
have an industry standard—and I wish that I had been here wl 
you had Mr. Putnam talking about how we would handle these 1 
dividual cases, if you did away with the Capehart amendment. W) 
have got a number of formulae and standards that will take care of 
the individual businessman. You do not need the Capehart amen 
ment to do it. Weecan take care of him, if he can show he is entitled 
to be taken care of. We have a procedure—a number of standards, 
but I do not want to discuss that at the moment. 

The Cuarrman. Will your staff have time to take care of thes 
individuals ? 

Mr. Ack.ey. I think we could well offer the committee a list of the 
individual adjustment provisions that are in our regulations, and the 
number of cases that have been handled under iaes: provisions. 

The Cuarrman. But the Governor said that they could take care 
of these people, he thought, if the bY woul | appeal in«iv ilu: ally. Now. 
Lask you frankly if you have the time, the money, and the emplovees 
to do that ¢ 

Mr. Arnati. Well, we would just have to try to do it. 

The CHamman. But that is one thing, if vou are going to do it, 
another thing. 

Mr. Arnaty. We will do it. then. I say we are doing it here unde 
the Capehart amendment, and look what happens. You see, a com 
pany has to allocate costs for each item, Senator, and then you have 
got to study it and compute it. Here is— 

Senator Benron. What is all that ? 

Mr. Arnauy. This is the application of one company that has cone 
in under the Capehart amendment for price increases. 

Senator Benton. Is each sheet a different product or item ? 

Mr. Arnau. There are about 10 items to the sheet. 

The Cuarrman. Let me get this straight again. You do not hav 
time to do all that under the Capehart amendment ¢ 

Mr. ArNaun. I think I had better show you these figures. We hav 
received 5.800 applications, and although we have been working 01 
them now, we have actually acted on about 700, 

The Crairman. Then you have not had time, if vou only acted o: 
700 out of 5,000. That is the same ¢ compl: unt I got here. 

Senator Benron. They are coming in at a more rapid rate, we ar 
told. 

Mr. Arnauu. There are many areas that none have come in from. 
and when they begin hitting us, you talk about—— 

Senator BENToN. Mr. Wilson’ said he e ‘xpected a sort of avalanche 

Mr. Arnauy. Answering the Senator’s question, when you hav 
time to do it, sure, we can have time to do it. but here is what you get 
into. 

The Cuarrman. But you have processed 700 out of 5,000. Hoy 
long have they been pending? 

Mr. AckLry. Senator, most of these applications under the Cape 
hart amendment are self-executing, subject to review by OPS. Thes\ 
- ices are in effect. and the vy are being reviewed as fast as we can handle 
them, 
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The CHArrMAN. How long does it take to review it ¢ 

Mr. Arnai. Let me get this one thought across, and you will see the 
problem. You can recompute your price under the Capehart amend- 
ment, you know, if you have had a cost increase. So here is a manu- 
facturer Who manufactures 40 different items, and he hus given his 
personal chauffeur a wage increase. The question is which item are 
you going to charge the increase to, all are at a different price, all in 
different categories. Are you going to divide it by 40, even though 
one item sells for #2 and one for $300? You get into that involved 
mechanies, and that is why I tell you, gentlemen, and I would like 
for Senator Capehart to hear me say this—as a layman, and not as 
an expert—that is why I say that you have built a barricade for us 
that makes it almost impossible to do the things that we ought to do 

and need to do for the people. 

The Cuarrman. I can say this for the Senator, he had an engagt 
ment, and had to catch a 6 o’clock plane. He is going to read every 
line of what you have to say. 

Senator SPARKMAN. Governor, let me see if I can get this clear. Is 
this not the situation, that under the Capehart Amendment, the person 
who is interested sets his price up at what he thinks is right. In other 
words, it is a self-executing proposition. 

Mr. ARNALL. Subject to our review. 

Senator SpaRKMAN. And that higher price is going on all the time 
while you are reviewing these. In other words, he did not come in 
and petition you for the right—— 

Mr. ARNALL. In some cases he does. For example, in the steel case. 
they have petitioned. We have got to set up a regulation on that. 

Senator SPARKMAN. Let me see if I am correct in this? 

Generally speaking—— 

Senator Benton. On all those sheets, did he get his price / 

Mr. Arnau. Yes, every one of them. 

Senator Sparkman. Generally speaking, he comes in and makes a 
showing to you against a rollback, is that it? In other words, that 

higher price was running all the time? 

Mr. Arnaut. That is right. 

Senator Sparkman, And vou have to review that, and until you 
do review it, the consuming public is paying the higher price. 

Mr. Arnati. That is true in many of these self-executing applica- 
Lions. 

Senator Benton. Is that true of all those sheets there / 

Senator SCHOEPPEL, Senator Sparkman, has that condition not been 
permitted by reason of the regulation of the department, not by the 
law? 

Senator SPARKMAN. I am sorry I do not have the law before me. 

Senator ScHorpreL. That ought to be checked, L am sure I am 
right. 

Senator SPARKMAN. The law reads that no roll-back shall be allowed 
unless these things are shown. 

Mr. Arnau. Let me say this, Senator. If we did not permit most 
of the applications to be self-executing, and had to compute each one 
of these things, we could never do it—it would be almost physically 
impossible. 

Senator Scnoerren. I grant that, and I agree with you thoroughly. 
Let me ask you something else along this line. Before the Capehart 
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amendment came into existence, before it was even in its embryo), 
stages, you had thousands and thousands of applications down th e 
under the old law that never had even been touched because of 
physical impossibility to get to them, is that not true ¢ 

Mr. Arnaui. I do not know, Senator. 

Senator ScHorprPeL. That was the report. 

Mr. Arnaty. They say we had a lot of them, but not that many 

Senator ScHorrret. And we were months and months behind 
getting to them. That makes me wonder how we are going 
adapt—— 

Mr. Arnau. Let me tell you why I am concerned by the Capel 
amendment. When I was offered this place as Price Stabilizer, 1 « 
clined it, and probably I was wise in doing so, but later on I did take 11 

Sut I said at the time, “It looks to me as though that operatio; 
pretty much of a mechanical operation.” I thought you could take a 
pencil and compute the price under the Capehart amendment that a 
man was entitled to, and you can imagine my surprise and dismay to 
find that it is not a mathematical formula. You can start out one 
way and get one answer, and another way and get a different answer, 
and that is what amazed me. As I told you, the question of where 
you are going to put these cost items, how you are going, through a 
bookkeeping and auditing st: indpoint, to say what overhead cost, for 
example, should be charged against this or that item; and each tin 
you come up with a different result. Do you see that, Senator? You 
get a different result. 

Now, I am not going to go into all of the questions you asked Mr. 
Putnam, because I want to move along, but I do want to tell you, and 
some time I will be glad to talk to you individually about it, if you 
will permit me to. But I do think that nothing will be lost, and mu 
can be gained by eliminating this amendment. 

The Cuatrman. And you will not be disappointed ? 

Mr. ArnaLy. No, I would like for you to do it, sir. 

This committee held hearings during the last session of Congress 0 
p — to repeal or modify the provision and reported out a subst 
tute bill which was a compromise designed. to retain the principles of 
the amendment consistent with removal of the serious administrativ 
difficulties it creates. The Senate passed this bill. In the course of th 
hearings last fall before this committee, Mr. Wilson and Mr. DiSall: 
testified as to why repeal was necessary. Those reasons, I think, ar 
equ ally applicable now. Therefore, I shall limit myself to a summary 
of those reasons. 

The provision raises prices unnecessarily. It permits increases 11 
ceilings independently of any consideration or showing of hardship 
and even where ceilings are already generally fair and equitable unc 
standards which OPS has developed. It has never been the practice of 
industry to translate all cost increases into price increases, and it is not 
unreasonable to expect that business will continue to find ways | 
absorb some cost increases. 

I have some more good charts, but I think we should move along 

The CHarrmMan. Whatever you want to do, Governor. 

Senator Benton. How much do you estimate lies ahead if we kee) 
the amendment, and operate under the amendment? We already hav 
three-quarters of a billion, if this is only the beginning, how muc! 
more is coming? 
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Mr. Arnau. There is no way we can estimate it. 

Senator Brenton. It may be several times that. 

Mr. Arnau. It may be several times, we do not know. 

Senator Benron. Mr. Wilson estimated that the three-quarters of a 
billion might be as much as a half of it. 

Mr. Arnau. There are 300,000 manufacturers, and only 1,500 have 
applied. 

Now, the ceiling price increases which have already occ — under 
this amendment have reached almost three- -quarters of a billion dol- 
lars—and this is only the beginning. 

Senator Scuorpren. Governor, I would like to ask you one question, 
because frankly I do not know; you raise this question of three-quar- 
ters of a billion dollars, and 1,500 have already applied. You do not 
mean to infer, do you, or am I to understand that under the other 
applications that might be made if this were eliminated you would not 
have to make an increase at all? 

Mr. Arnatu. No, no. 

Senator Scuorpre.. That is the point I want to stress. 

Mr. Arnatyi. Let me make it very plain to the Senator. I had better 
say this to you. You asked Mr. Putnam, or one of the members of 
the committee did, if you did away with the Capehart amendment, 
what assurance would you have that these business people would get 
what was equitable and fair in that case. I left the room, and I do not 
know whether he answered it to your satisfaction or not. That prob- 
lem is over in our part of the shop, so probably I had better bring you 
right up to date on that. 

‘We would still act on those cases that deserved to be acted upon, 
and we have a number of standards that we use for that purpose. 

One is the industry-earnings standard, with which you are familiar. 
That uses the 4 years, 1946 to 1949, and you take three of the years, the 
best years, and 85 percent for an industry average. That is called the 
industry-earnings standard. 

Now, then, among other individual adjustment provisions, we have 
a regulation which permits any manufacturing company that is losing 
money to at least get a break-even. That is one thing I do not know 
that we all recognize. You at least have the assurance, for a manu- 
facturer, for example, that he is not going to lose money. He at least 

can come in and get a break-even point. 

The CHatrmMan. Provided he can sell his product. 

Mr. ARNALL. Based on the figures he shows us, we can give him an 
adjustment. 

Then we have another stand: = called a product standard, and that 
is for a particular product, or line of products, where we give an 
adjustment for particular items even though the industry is well above 
the earnings standard. We still can encourage, so to speak, lines of 
products, or particular products under that standard. 

Now, in most regulations, we also have individual adjustment provi- 
sions which let the individuals apply for relief because of financial 
hardship, or because their prices are out of line with the industry ceil- 
ing. Ifthey come in ands aves a hardship case we can adjust that, and 
we do it, too. 

Finally, an essential supply standard is provided to deal with cases 
where it is necessary to insure a supply of these items, and unless we 
did allow some increase, they would not flow. 
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Senator Scnorrren. Some of that can only be limited to a break- 
even point. 

Mr. Arnau. One of those standards, but not all of them. 

Senator Scuorpren, And you could not pursue that very long and 
have a man do much business, just break even. You would have to 
take a lot of circumstances into consideration there. 

Mr. Arnaty. Yes; but a man can break even or even lose money 
on some items, and make a good profit on others. 

Senator ScuHorrpreL. Now, I want to make one other point here. 
I want this record to stand actually as it should stand. 

Let us assume that where we have this three-quarters of a billion 
in under this one amendment, the Capehart amendment, now, is it 
not quite likely that under your standards some of these very same 
ones could come in under your formula, and you would have to provide 
for many increases that would run it up. too! 

Mr. Arnaut. We might have to do ms ves. In other words, what I 
want to assure the Senator, is this. As I understand our role here, 
while we want to fight high prices, yet we also have in mind the sta 
bilizing of prices in relationship to wages and other costs, and that 
is something we may forget at times. 

Senator Scnorrret. I am glad to hear the Governor say that, be 
cause that goes to the heart of this thing. 

Mr. Arnau. I do not want to get away from the idea that we want 
not only to stabilize prices. We also want to keep them within the 
realm of reason. 

Automobile prices have been increased by an estimated average of 
S65 per car, as the result of the operation of this amendment at the 
factory level, pyramided to about S87 at retail as required under the 
second of the 1951 amendments, the so-called Herlong amendment. 
These figures do not include the increases on optional equipment. 

In previous testimony, OPS officials have stressed the serious dif 
ficulties of administering section 402 (d) (4). Actual experience 
has convinced us that these difficulties were not exaggerated. The 
provision assumes that measurement of changes in all costs, inelud- 
Ing overhead, is a matter of simple iaaaie.. easy for sellers to 

calculate and for OPS to check. But accounting measurement is 
instead a matter of infinite complexity and variety. OPS has strug- 
gled to write regulations and develop procedures which steer a mid- 
dle ground between the extremes of unreviewed self- pricing, and in- 
ordinately long delays. But even our simplest procedures require 
desk audits ranging from an estimated average 10 man-hours per 
application for applic ations under Ceiling Price Regulations 22 and 
50, SO man-hours under General Overriding Regulation 21, and 
from 150 to 300 man-hours under the automobile regulation. As I 
pointed out a moment ago, although about 5,800 applications have 
already been received, and strenuous efforts—to the exclusion of other 
urgent work—are being made to expedite review, only a small pro- 
portion has been processed. In the meantime, most of the higher 
prices must be allowed to go into effect pending review, whether 
correctly computed or not, and experience shows that a large pro- 
portion has not been correctly computed. 

Senator Benron. Would you explain the sentence again about these 
desk audits? I do not understand these initials you use in here. 
How does it go from 10 to 300 man-hours / 
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Mr. ARNALL. Well. because some of these regulations and over 
riding regulations are more intricate than others, they require more 
work. 

Senator Benton. What is this automobile regulation that takes 
300 hours, and what is the simple one that takes 10 hours / 

Mr. ARNALL. It is the one we use under the Capehart amendment to 
grant adjustments to automobile manufacturers; and of course 1 want 
to point out to the Senator another fact. 

Senator Brenton. Is that the same as the Capehart amendment, 
when you say “automobiles” 

Mr. Arnau. All of them are under the Capehart amendment. We 
have developed different routines trying to act under the Capehart 
amendment. 

Now, let me say another thing to the Senator. Do von realize that 
we have to take the figures of the peop le that come and give them to 
us, and even checking figures is quite an intricate Job, as vou know. 

Senator Benton. Would you describe for me what this one is that 
takes 300 man-hours / 

Mr. Arnauy. That is the automobile regulation which implements 
the Capehart amendment. 

Senator Benron. Under the Capehart amendment, an automobile 
company comes in and wants an increase in price and it takes you 300 
man-hours to check its application. 

Mr. Arnauw. Because of the infinite complexity of the automobil 
industry and the manner in which it costs and prices its production. 

Senator Benton. If it is a screw-driver, it is 10 hours, and if it is 
an automobile, it is 300 7 

Mr. Arnau. These are various kinds of Capehart prov isions which 
apply to different commodities and different regulations, some very 
simple, some extremely comple - 

The CHatrMan. I am going to add this, because T happened to be 
on the subcommittee that wrote the amendment. and I know all about 
it. The trouble is, Governor, I think, these people down in your shop, 
if I might say so, make all these rules and regulations to answer some- 
thing that is very simple, if they had followed the law. They get 
lawyers and go on and on and on with regulations to find out if your 
fingernails are white. 

Senator Scnorpre.. There is a question I wanted to ask. 

The CiarrMan. Do you think I would bother with 300 man-hours 
in my office ? 

Mr. Arnauy. Let me say this to vou, ne I do not know, 
because I have not done this. This is a new job, but I do want to say 
this to the distinguished Senator, that when you compute the cost. of 
each item constituting an automobile, and the prices, it is quite an 
involved transaction. 

The CuairmMan. We wrote the amendment, and we wrote the repeal 
of the amendment. Down there you Saeh 4 so many orders I have 
written you letters 10 days ago, and you have never seen them. 

Mr. Arnau. Senator, I think we have a wonderful staff. 

The Cuarrman. I do not question that. 

Mr. Arnauy. It is my desire to work with the staff as I learn the 
job, and: insofar as we can, I assure you, as I told you when I was 
confirmed, it is my ambition to simplify these procedures. 
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You will remember what we said about the law. I said sometimes 
I have a hard time understanding your laws, too, and they could be 
simplified. We talk about simplification, but it is hard to do. I told 
you we were going to try to do it, and we will. 

The Cuarmman. That is the thing to do, simplify your work down 
there. 

Senator Benron. If I understand it, the man goes ahead and in- 
creases his price. He then puts his application in here, and maybe 
weeks or months roll by while he is getting a higher price. Your ac- 
countants have to come in and spend maybe 300 hours examining 
his application. Suppose you decide against him? What happens 
about this period in which he has had the higher price / 

Mr. Arnau. Not a thing in the world. 

Senator Benron. He has had his prior price. 

Mr. Arnau. He got it; yes, sir. 

Senator Brenron. All you could do is make him roll it back. 

Mr. Arnati. That is right. 

Senator Benton. What kind of things do your accountants run 
into that they would regard as unfair on the part of a claimed cost 
increase ¢ 

Mr. Arnatu. Well, here is a chart which illustrates it. 

Senator Benton. I think this is the most important part of your 
testimony, Governor. 

Mr. Arnauy. Here is an illustration. I want you to-look at this, 
because I still do not understand it, but that is what they say, so 
I reckon it is right. 

Here are figures for one reputable company: Net sales, net operat- 
ing profit, net profit, net operating profit as a percentage of net sales, 
net profit as a percentage of net sales. 

You see, in the first half of 1950, this enpeny had net sales of 
over two and a half million dollars, and in 1951, the same period, 
they had net sales of 3.3 million dollars. 

Now, their net operating profit in that period of 1950 was $179,000. 
In 1951, their net operating profit was $257,000, 

Their net profit in 1950 was $184,000, and in 1951, $265,000. Now, 
all the time they are having a better year in 1951, according to my 
arithmetic. 

Now, the net profit as a percentage of net sales in 1950 was 7.28 
percent. The net profit percentage of sales in 1951 is 7.91 percent. 
The net operating profit was 7.09 percent in 1950, 7.67 percent in 
1951. Yet, under this amendment that we are talking about, the 
Capehart amendment—listen to this—they have computed an in- 
crease of 19 percent, and they are making more money than they 
ever made. 

Now, my arithmetic is faulty, or the chart is, I just do not under- 
stand it. 

Senator Benton. What the chart demonstrates is that businesses 
aiming toward profits are not necessarily influenced by the kind of 
cost formulas implicit in the Capehart amendment. 

Mr. Arnatu. If you up your cost, you get more money. Now, I 

cannot explain that, Senator. 

Senator Benron. It shows a lack of reality. 

Mr. Arnaut. Here is a company making more money than they 
made the year before, and yesterday they came in and said in this 
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period of time they had a cost increase, and under the Capehart 
amendment they got an increase of 19 percent. 

Now, I do not understand that. 

Senator Benton. They go ahead and put it up 19 percent, and it 
goes on While your acc ountants try to catch up with a review of these 
figures. If at this point you then say we do not agree on this ap el 
cation here, in the meantime, during that period, they had the higher 
price, there is nothing you can do about it. 

Mr. Arnauu. They said they were entitled to it. If we reject it, 
this would go off at the time we rejected it, but up until then they 
would have ‘gotten the 19-percent increase. 

Senator Benron. You do not think that is an untypical case. 

Mr. Arnaty. I cannot answer that. I imagine it is an outstanding 
case. I suppose that is true, but | imagine there are many variations 
of it up and down. 

[ am trying to demonstrate to the committee, you talk about writing 
formulas into an act, and the Senate means the best in the world, and 
the Congress does, you are very sincere in trying to do a thing, and yet 
sometimes that device is tortured out of the context and out of the 
use for which you intended, whereby it does something you really did 
not mean for it to do. 

Senator Scnorprre.. Governor, one other point I want to make 
clear, about this long man-hour proposition. 

Now, if you go back, if the ( Capehart amendment was out, in some 
of these complicated cases in the automobile industry can you tell 
me now that you would not spend several hundred hours likewise figur- 
ing out what you should do? 

Mr. Arnaut. I will tell you what I think about that, Senator. I 
think if we had the Capehart amendment out we could devise a simpli- 
fied procedural operation whereby it would still take a lot of man- 
hours, but I think we could save many man-hours. 

Senator Benton. Are your accountants fast enough to adjust them- 
selves to every conceivable different pattern of accounting used by 
these manufacturers 4 

Mr. Arnau. No; and everybody has a different system. 

Senator Benton. That is the point. You just mentioned 300,000 
manufacturers who come in with 300,000 different kinds of accounting. 

Mr. Arnati, One auditor makes an audit here, and another firm 
here, they use different techniques. 

Senator Scuorrret. We find that with Government departments, 
Governor. 

Mr. Arnauti. [ am sure you do. Figures are very baffling, and 
every man has his way of construing them. And I will tell you what 
business is going to do, and I do not blame them, they are going to 

onstrue these figures to their advantage, and use them as self-serving 
leclarations. 

Phe Cuamman. They would be stupid if they did not, Governor. 

Mr. Arnau. I will say they would be stupid, Senator Maybank, 

e you do. 

The CHAIRMAN. But it is not right. 

Mr. Annan, No, it is not right, but that illustrates what you get 

to when you handcuff the people you put in charge of this thing. 
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My-plea is give us the act like it is with the amendments that 
object to taken out, and if we cannot administer it to vour satisfaction, 
get somebody who will. 

The CHairmMan. We do not have that privilege. 

Mr. ArNnauy. I will give you my resignation whenever you want 
The Cnairman. I did not suggest that. We were very happy 
confirm you, but this committee does not know who might be named 

if you should resign. I would rather vou be there. 

Mr. Arnacw. I will deliver it with pleasure the minute you say y 
are unhappy. 

Senator Benron. Can a manufacturer go out and pay above ceiling 
prices for copper, and then put in a claim, under the Capehart amet 
ment, that his costs are higher, and therefore he is entitled to an 
crease in price, or what is to prevent him from doing things of that 
kind ¢ 

Mr. ArNnauy. He is not supposed to. 

Well, let us get along with this. 

The CHatrMan. Do you want to put the rest of this in the record / 
1 believe we have discussed everything except one thing I did want 
to ask. I want to ask you one thing about which I have had some 
compl aints. It was the desire of this committee not to have the OPS 
inter fering with bodies regul: ited by States or cities. It was not thi 
intention of this committee in the law to interfere with those bodies, 
and Senator Knowland has written me a letter— 

Mr. ArnaLt, Are you speaking of public utilities? 

The CHairman. That is right. 

Mr. ARNALL. We do not regulate them. 


The CHarrMan. The people are fearful that you are trying to 
so. I know how jealous you were as Governor of Georgia, as I was as 
Governor of South Carolina, and Senator Schoeppel was of Kansas to 
have people coming in and checking on our States, but [ have a lette 
here from Senator Knowland that has just come up in which he state 


I would greatly appreciate it if when the extension of the Defense Production is 
before your committee and Governor Arnall, that you take under considerati: 
the problem encountered by the port of Oakland so that if the law is not cl 
the necessary provisions may be enacted. 

Now, he says, and I do not know a thing about it— 

Mr. Arnauy. If you will deliver me that letter, I assure you we w 
look into it and give you a report, and try to do what is intelligent. 
proper, and logical. 

Now. I have two other things, but T am tired, and I know you are. 
and would it suit you just as well to put it in the record, on Herlong. 
and slaughter quotas’ In that way the Senator from Kansas and | 
can avoid a discussion. 

Senator Scnorpre.. It is all right with me, Governor. 

Mr. Arnavy. Mr. Chairman, if you will permit, I will read 
rest of the statement into the record. 

The CHatirman. Anything you wish. 

Mr. Arnau. Another difficult y is that the individual adjustment: 
permitted by the amendment interfere seriously with the necessary 
program of developing uniform, workable regulations, tailored to 
specific industries or products, unless the price is established at tl 
highest point permitted to any individual seller under this amend 
ment. 
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[ think it important to note that even immediate repeal of section 
juz (d) (4) would not mean canceling out price increases already 
vranted. As a matter of fact, even with immediate repeal, fairness 
would require us to give certain companies, which have not taken 
advantage of this provision, increases commensurate in amount with 


those obtained by their competitors. However, repeal would enable 
us to a . further widespread and unnec essary price Increases in 
many fields in which the amendment has not yet been invoked. 


The aes behednn amendment is section 402 (k). This pre 
vents OPS from fixing ceiling prices which allow wholesalers and 
retailers less than their custom: ry pre-Korea percentage margins. 

As a practical matter considerations of fairness and equity would 
today a aaniéde require preservi ition of pre- Koren percentage mar- 
gins. However, in other cases a reduction in this margin might be 
perfectly fair to all concerned. Yet such a reduction would not be 
legally possible. 

The amendment has the particular effect of preventing dollars 
ind-cents pass-throughs of increased costs, unless the pass-through 
was provided in existing regulations, even though such a pass-through 
would be entirely equitable to the distributive trades. 

An illustr: ition of the impact of section 402 (k) was evident when 
manufacturers’ excise taxes were raised several months ago. Ordi- 
narily it would have been a sound technique of price control to allow 
wholesalers and retailers a dollars-and-cents pass-through of those 
increases. However, section 402 (k) required OPS to atford these 
distributors their regular pre-Korea percentage margins on the tax 
nereases, This group obtained, therefore, what amounted to a profit 
onthetax. Ce ‘lings had to be increased to pe rmit distributors a wind- 
fall of about $140 million, over and above the amount of the excise-tax 
nerease, 

Lhe amendment, of course, has the further effect of pyri amiding the 
price increases granted at the manufacturing level under section 402 

(d) (4). 

Phe third amendment weakening the control program is the last 
sentence of section LOL. This outlawed the slaughter quota program 
which had previously been established by OPS. The purpose of this 
program was to assure that each legitimate sl: nughte rer would get a 
fair share of the total available supply of livestock. Such a program 
s of particular importance when the livestock situation is tight 
as it again may well be this spring and summer—in order to assure 
fair distribution of livestock. For that reason, it is essential that 
slaughter quota authority be restored in the act, either in the form 
proposed by this committee or in the form of direct appeal of the last 
sentence of sec tion 101. 

[ urge that the act be extended in the form recommended by the 
President. We cannot afford to gamble with our economic stability. 
We must not permit inflation to jeopardize or disrupt the defense 
mobilization program. 

I would like permission to insert anything at a later date before 
the closing of the record. 

The Cuairman. We have about 50 witnesses coming, as you know. 

Mr. Arnau. Permit me to express appreciation to the chairman 

d the Senators of the committee. If nothing else has been gained 
ron) the discussion, it has been mV very sincere desire to Hnpress you 
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with the fact that it is my desire to do what you want done, and | 
want you to give me the best possible act I can get to do the job. Ii 
you give it to me, we will tr y to do the job you want done. 

Senator Ben‘ron. Mr. Chairman, I have one comment. I spol 
briefly about Governor Arnall on the floor today, and inserted in t! 
record his statement when he took the oath of ollice in Atlanta, anc I 
congratulate him now publicly on that statement and on his appea 
ance this afternoon. I think it is a great tribute to him that a? is 
taken these heavy responsibilities, and I feel greatly reassured j 
from listening to him today as to the way they are going ‘by 
handled. 

Mr, Arnaui. Thank you, Senator, I appreciate your kindness vei 
much, 

The CuarrMan. I am always glad to be here with the former Go 
ernor from Georgia. 

Mr. Arnauu. Thank you, Mr. Chairman. 

The CuatrrmMan. We have a number of statements and letters fro 
various Government departments, which without objection will |x 
inserted in the record. 

(The statements and letters referred to follow :) 


EXECUTIVE OFFICE OF THE PRESIDENT, 
OFFICE OF DEFENSE MOBILIZATION, 
OFFICE OF THE DIRECTOR, 
Washington, D. C., March 7, 1952 
Hon. BURNET R. MAYBANK, 
Chairman, Committee on Banking and Currency, 
United States Senate, Washington, D. C. 

DraR SENATOR MAYBANK: Last year when I aypeared before your committe: 
1 urged that authority be provided to stabilize all residential rents in defens 
nreas. In recognition of the emergency which confronted us then—and whi 
still confronts us today—the Congress approved the Defense Production Act 
amendments of 1951 (Public Law 96). That law authorized the establishment 
of rent control for all types of housing accommodations in areas certified 
critical defense housing areas by the Secretary of Defense and the Director ot 
Defense Mobilization, acting jointly. In areas not so certified, rent cont: 
where it exists, is limited and does not apply to new construction and conver 
sions completed on or after February 1, 1947, hotels. motor courts, and certa 
other transient and nonhousekeeping accommodations. 

In another law, the Defense Housing and Community Facilities and Services 
Act of 1951 (Public Law 139), the Congress authorized special assistance and i 
centives for the provision of housing and community facilities for military per 
sonnel and defense workers in critical defense housing areas. Under Pub! 
Law 139, critical areas are designated by the Director of Defense Mobilizatio: 
under a delegation of authority from the President. The conditions required 
for certification are similar to those under Public Law 96, since both laws ar 
designed to cope with a closely related group of problems in defense areas. | 
practice, the procedure for certifying areas through the use of the Adviso 
Committee on Defense Areas, which I will describe in detail for Public Law % 
is also used for certifying areas under Public Law 139. In fact, each area th 
comes up is considered for certification under both authorities and certificati 
are recommended under one or both laws, as the facts justify. 

It was apparent that your committee and the Congress were concerned wo! 
merely with providing temporary protection against excessive rents in criti: 
areas, but with doing something about the underlying housing shortage whi 
caused these excessive rents. Your concern was expressed not only in the pas 
sage of Public Law 139 but in the provision of Public Law 96 that in every criti: 
aren real estate construction credit controls imposed under title VI of the Defers: 
Production Act of 1950 should be relaxed to the extent necessary to encoura: 
construction of housing for defense workers and military personnel. Furthe: 
more, full rent stabilization could not go into effect in an area until the Pre 
dent had determined that the required relaxation had taken place. 
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My thought in writing this letter is that your committee would be interested in 
knowing how the provision for the certification of,critical defense housing areas 
has been applied. A separate report on the operation of the rent control program 
itself is being submitted by the Director of Rent Stabilization. 

Public Law 96 spells out the conditions which must exist in an area before it 
can be certified. It must have a new or expanded defense plant or installation 
which requires substantial in-migration of defense workers or military personnel. 
There must also be an existing or impending substantial shortage of housing 
required for such defense workers or military personnel which has resulted or 
threatens to result in excessive rent increases and which impedes or threatens to 
impede defense activities. 

In order to obtain the facts and advice necessary to determine whether these 
conditions existed in any area that might be considered for certification, the 
Secretary of Defense and I established an interagency Advisory Committee on 
Defense Areas in the Defense Production Administration. This committee is 
made up of representatives of the Department of Defense, the Department of 
Labor, the Housing and Home Finance Agency, the Economic Stabilization 
Agency (of which the Office of Rent Stabilization is a part), the Federal Securit) 
Agency, and the Defense Production Administration. For each area considered 
by the committee, surveys are made by the member agencies to ascertain all the 
pertinent facts. 

The Department of Defense, the Department of Labor, and the Defense Pro 
duction Administration submit information identifying the military installa 
tions and defense plants in the area, 

The Department of Labor submits information on the in-migration of defense 
workers since June 1950, as well as the anticipated future in-migration, and its 
judgment as to whether this volume constitutes a substantial in-migration. 

For each area where military activities are involved, the Department of 
Defense submits information on the in-migration of military personnel since 
June 1950, as well as the anticipated future in-migration of such personnel, its 
judgment as to whether this in-migration is substantial, an indication of the 
permanency of the military activities, and the family honsing requirements for 
military personnel and essential civilian workers. Much of the information 
supplied by the Department of Defense is classified for security purposes. 

The Housing and Home Finance Agency provides information on the present 
and future housing supply in the community in relation to the needs of military 
personnel and defense workers, and its judgment as to whether, in view of the 
in-migration and other factors, a substantial shortage of housing for defense 
workers or military personnel exists or impends in the area. 

The Office of Rent Stabilization reports the rent-control status of the area, 
information on rent increases since June 1950, or since the decontrol date if the 
area was decontrolled after June 1950, and its judgment as to whether, in view 
of all the circumstances, excessive rent increases have resulted or threaten to 
result in the area. 

Kach agency also submits any other relevant facts or judgments which are 
developed in its study and which have a bearing on the criteria for certification. 

After a preliminary analysis by the advisory committee staff of the reports 
submitted by the various agencies for a particular area, the committee, which 
meets regularly, carefully weighs all of the assembled facts and judgments to 
arrive at a collective judgment as to whether the criteria for certification estab- 
lished in the law have been met. If it concludes that they have been met, the 
committee recommends to the Director of Defense Mobilization and the Secre- 
tary of Defense that the area be certified as a critical defense housing area. 

\ special procedure may be followed in small or isolated areas in which mili- 
tary activity or activity directly related to the military program is the sole or 
principal defense activity. For such areas the recommendation for certification 
lay be made by the Department of Defense itself rather than the advisory 
committee. Under this procedure the Department of Defense, before making 
its recommendations, carefully coordinates and considers the facts and judgments 
of the member agencies of the advisory cominittee and all the facts which ii 
has collected through its own facilities. 

As of March 1, 1952. a total of 99 critical defense housing areas had heen 
certified under Public Law 96. A list of these areas is attached n 72 of the 
W9 critical areas, the principal defense activity was a military installation or 
activity directly related to the military program, Activities of the Atomic 
Knergy Commission were predominant in 4 areas, and defense industrial pro- 
duction in 10 areas. In 13 areas the defense activities included both military 
installations and defense industrial plants. 
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The certification of critical defense housing areas is not a rigid One-way process. 
It is recognized that the conditions which made certification necessary may 
change, either because of a change in defense plans or because the construction 
of defense housing has relieved the housing shortage. Along with the responsi 
bility for certifying critical areas, the Secretary of Defense and the Director of 
Defense Mobilization have the responsibility of certifying that areas are no 
longer critical when the statutory conditions for certification no longer exist. We 
are initiating a systematic reexamination of conditions in critical areas in order 
to carry out this responsibility. 

Although it may be possible to withdraw some certifications, it is clear that 
in most areas the pressures upon housing and rents will become intensified as 
defense activities are stepped up. In all areas where such pressures are mount 
ing. | believe that the relaxation of credit restrictions and the full rent stabili 
zation program authorized by critical area certification must be maintained in 
order to prevent housing shortages and excessive rent increases from impeding 
vital defense activities. 

Sincerely yours, 
CHARLES E. WILSON, 


NINETY-NINE CRITICAL DEFENSE-HOUSING AREAS CERTIFIED FOR RENT-CONTROL 
Purposes Unper Pusiic LAw 96 (DEFENSE Propucrion ACT AMENDMENTS 
oF 1951). AS OF MARCH 1, 1952 


(These areas have also been certified as eritical defense-housing areas for “Hous 
ing and community facilities” aid under Public Law 139 (Defense Housing and 
Community Facilities and Services Act of 1951) ) 


Anchorage, Alaska | Quad Cities, Hl. 
Fairbanks, Alaska Columbus (Camp Atterbury). Ind. 
Kodiak, Alaska Indianapolis, Ind 
Anniston, Ala, } Salina, Kans. 
Camp Rucker, Ala. Topeka, Kans 
Huntsville, Ala, | Wichita, Kans. 
Flagstaff, Ariz. | Camp Breckinridge, Ky 
Fort Huachuea, Ariz. Kort Campbell, Ky 
‘Tucson, Ariz. Fort Knox, Ky. 
Benton, Ark. Paducah, Ky. 
Camden-Shumaker, Ark. Camp Polk, La. 
Pine Bluff, Ark. Presque Isle-Limestone, Maine 
Barstow, Calif. Aberdeen, Md. 
Camp Cooke, Calif. Bainbridge-Elkton, Mad, 
Camp Roberts, Calif | Fort Meade-Laurel, Md. 
Lancaster, Calif. Patuxent, Md. 
Marysville-Yuba, Calif Gulfport-Biloxi-Pascagoula, Miss 
Monterey-Fort Ord, Calif. Fort Leonard Wood, Mo. 
Oxnard-Port Hueneme, Calif. Knob Noster (Sedalia Air Forse Base), 
Pittsburg-Camp Stoneman, Calif. | Mo. 
Pleasanton-Livermore-Hayward, | Ggreat Falls, Mont. 
Calif Sidney, Nebr. 
San Diego, Calif. | Hawthorne, Nev 
Solano County, Calif. Dover-Denville, N. J. 
Colorado Springs, Colo Fort Dix. N. J. 
Bridgeport, Conn. | Alamogordo, N. Mex. 
Hartford, Conn. Clovis-Portales, N. Mex. 
Dover, Del Camp Lejenne, N.C 
Cocoa-Melbourne, Fla. Fort Bragg, N.C. 
Green Cove Springs, Fla Kinston, N.C. 
Key West, Fla. | Fort Sill (Lawton), Okla 
Palatka, Fla | Umatilla-Hermiston, Oreg. 
Pensacola, Fla Bucks County (Bristol-Morrisville), Pa 
Sanford, Fla | Indiantown Gap, Pa. 
Camp Stewart, Ga, | Midland, Pa. 
Marietta (Cobb County), Ga Atomic Energy Commission, Savannal 
Moultrie, Ga. River, S.C, 
Valdosta, Ga, | Parris Island, S.C, 
Arco, Blackfoot, Idaho Falls, Idaho | Rapid City-Sturgis, S. Dak. 
Mountain Home, Idaho Smyrna, Tenn 
Braidwood (Joliet), 1 | Big Spring, Tex 
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sorger, Tex. Camp Pickett, Va. 
Brazoria County, Tex. Newport News, Va. 
Florence-Killeen, Tex. Norfolk-Portsmouth, Va. 
Hondo, Tex. | Quantico, Va. 

Kingsville, Tex. Bremerton, Wash. 

Lone Star, Tex. Hanford-Kennewick-Pasco, Wash. 
\Mineral Wells-Weactherford, Tex. Othello, Wash. 

San Marcos, Tex. | Port Townsend, Wash. 

Wichita Falls, Tex. Whidbey Island, Wash. 


Tooele, Utah. | Camp McCoy, Wis. 


CRITICAL DEFENSE-HOUSING AREAS CERTIFIED FOR “HOUSING AND COMMUNITY 
FactLities” Alp (PUBLIC LAW 139) Bur Nor ror RENT CONTROL, AS oF MARCH 
1, 1952 


Yuma, Ariz. Carlsbad-Artesia, N. Mex. 
Corona, Calif. Las Cruces, N. Mex. 
Herlong, Calif. Sampson Air Force Base, N. Y. 
Imperial County, Calif. Star Lake, N. Y. 
Inyokern-Ridgecrest-China Lake, Calif. | Utica-Rome, N. Y. 

Trona, Calif. Townsville, N. C. 
Victorville, Calif. Lorain, Ohio 

New London, Conn. Wright-Patterson Air Force Base, Day- 
Eglin, Air Force Base, Fla. ton, Ohio 

Bainbridge, Ga. Altus, Okla. 

Fort Benning, Ga. Ardmore, Okla. 

Warner Robins, Ga. Astoria, Oreg. 

Soda Springs, Idaho Allentown-Bethlehem, Pa. 
Rantoul (Chanute Air Force Base), Ill. | Charleston, 8. C. 

La Porte, Ind. Sumter, S. C. 

Parsons, Kans. Edgemont, S. Dak. 
\lexandria, La. Tullahoma, Tenn. 

Lake Charles, La. Brady, Tex. 

Brunswick, Maine Bryan, Tex. 

Winter Harbor, Maine Victoria, Tex. 

Frederick, Md. Rockdale, Tex. 
Ishpeming-Negaunee, Mich. Chincoteague, Va. 
Babbitt, Minn. Dahlgren, Va. 

\naconda, Mont. Arlington, Wash. 

Pioche, Nev. Wenatchee, Wash. 

Reno, Ney. Baraboo, Wis. 

Monmouth County, N. J. 





NotEeE.—In most of these areas, because of the operation of State rent control 
r the nature of defense activities in relation to the particular situation in these 
reas, excessive rent increases or the threats of such increases were not found, 
nd the criteria for certification for rent control, therefore, were not met In 
he remaining areas the facts are being studied to determine whether the criteria 
ive been met for certification for rent contro! 


STATEMENT OF RAYMOND M. FoLey, ADMINISTRATOR HOUSING AND Homi} 
FINANCE AGENCY 


Under the Defense Production Act of 1950, as originally enacted, the Presi- 
ent could establish such credit restrictions, including minimum down payment 
nd maximum maturity requirements, on new residential real-estate construction 
s he found necessary to release materials for defense production and to combat 
nflationary pressures arising from an expansion of housing credit. In the case 
' Government-aided home loans, the President’s authority extended to control 
ver credit for the financing of old as well as new houses. The actual adminis 
ition of residential real-estate controls for conventional home loans was 

entrusted to the Federal Reserve Board, which issued its regulation X in 
October 1950, after obtaining required concurrence from the Housing and Home 
Finance Administrator. Parallel controls for Government-aided real-estate 
credit, which were initiated by the Housing and Home Finance Administrator 
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at the same time, were consistent with regulation X terms, except that relativ: 
preferences in credit terms which the law accorded to veterans were, of cours: 
preserved. 

On September 1, 1951, the discretionary authority which the original Defens 
Production Act of 1950 permitted in the fixing of credit terms was limited by 
the addition of a proviso which now appears us the second proviso of section 
605 of that act and by the addition of a new section 606. These limiting pro 
visions read as follows: 

“Sec. 605. * * * And provided further, That no more than 4 per centun 
down payment shall be required in connection with the loan on any home mad 
or guaranteed by the Veterans’ Administration pursuant to the Servicemen’s 
Readjustment Act of 1944, as amended, and the sales price of which home does 
not exceed $7,000; and no more than 6 per centum down payment shall be re 
quired in connection with any such loan where the sales price exceeds $7,000 
but does not exceed $10,000; and no more than 8 per centum down payment shal 
be required in connection with any such loan where the sales price exceeds 
$10,000 but does not exceed $12,000. * * * 

“Sec. 606. Not more than 10 per centum down payment shall be required pur 
suant to section 602 or section 605 of this Act in connection with the loan on any 
home not made or guaranteed by the Veterans’ Administration and the trans- 
action price of which home does not exceed $7,000; nor more than 15 per centum 
in connection with any such loan on any home the transaction price of which 
exceeds $7,000 but does not exceed $10,000; nor more than 20 per centum in con 
nection with any such loan on any home the transaction price of which exceeds 
$10,000 but does not exceed $12,000. The term of any loan referred to in the 
preceding sentence or in the last proviso of section 605 shall not be required to 
be less than twenty-five years.” 

Section 104 (b) of S. 2645 would repeal the quoted proviso in section 605 of 
the Defense Production Act of 1950, as amended, and section 104 (c) of S. 2645 
would repeal section 606, thereby restoring the flexible authority which the 
original Defense Production Act of 1950 had granted to the President. Our 
entire experience to date in the administration of residential real-estate-credit 
controls makes it clear that such a restoration is necessary if we are to remain 


In a& position } 


Oo conserve critical materials and to combat inflationary forces 
under circumstances which change from time to time, often very suddenly. 

The issuance of housing credit regulations following the start of the Korean 
war was the first attempt in the history of this country to control the demand 
for housing through credit restrictions. Without benefit of prior experience, 
a credit control mechanism had to be devised in a relatively short time to reduce 
the volume of new housing construction which was then operating at a his 
torically high level to a level consistent with the availability of critical materials 
and the financing requirements for an accelerated rearmament program. The 
basic device of requiring increased down payments was recognized and accepted 
by all concerned. However, the scale of minimum down payments which had 
to be applied in order to achieve the desired reduction in new housing construc- 
tion could not accurately be known. As a practical matter, the degree of 
stringency at which minimum down payment requirements (or maximum loan 
amount schedules) could be set varied over a fairly wide scale. The range of 
this scale could vary in possible end results from a high of 1,500,000 new dwelling 
units per year, the approximate annual rate of new housing starts in mid-1950, 
down to a rate equal to perhaps 40 percent of the mid-1950 rate. It was known, 
of course, that the greater the degree of severity of the credit restrictions the 
lower would be new housing activity, but there was no available information 
in the fall of 1950 which would permit reasonably accurate predictions. It was 
necessary to accumulate more data and also to learn by experience involving 
some trial and error. 

The regulations formulated and adopted on October 12, 1950, were an attempt 
to reduce the annual rate of new housing starts to about 800,000—850,000 per 
year. It was announced at the outset that the credit restrictions would be sub- 
ject to continuing review and that, as experience was gained or as circumstances 
changed, revisions would quickly be made either in the goal itself or in the 
terms established to meet it. By mid-1951 it was apparent that the housing credit 
regulations, in conjunction with the diminishing supply of new residential credit 
which occurred following the March 1951 change in Federal Reserve Board 
Treasury Department policies, had achieved the desired effect. Indeed, there 
were indications that the trend might continue to a point where it would bring 
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about a lower level of housing output than had been thought desirable for a 
balanced defense production economy. Furthermore, data had been gathered 
which indicated that the reduction in housing volume was proportionately 
reater for moderate and low priced houses. The entire experience of changes 
n home financing under the credit controls of October 12, 1950, to September 1, 
1951, has been reviewed in some detail in Home Financing 1949-51—Changes 
Under Credit Controls, a recently published article prepared by the Housing 
and Home Finance Agency. Copies are attached. 

On the basis of the developments which have been outlined he and which 
are presented in greater detail in that article, staff negotiations were carried 
forward between the Housing Agency and the Federal Reserve Board, with a view 
toward relaxing the credit restrictions for the purchase of lower priced homes 
In fact, following discussions between the two technical staffs, on August 9, 1951 
the Housing Administrator presented to the Board of Governors of the Federal 
Reserve System the facts which indicated the need for a relaxation of credit cor 
trols as they affected the purchase of lower and middle-price homes rhe twe 
agencies agreed on a revised minimum down payment schedule, but by that time 
congressional action on the same matter was so far advanced that it was con 
sidered inappropriate to revise the credit regulations by administrative action 
The congressional action was intended to ease the purchase of homes in the 
lower and middie-priced brackets, but it could not be estimated with any 
of accuracy what increase in new housing production would follow 
laxation 


ST 
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‘om the re 


It should also be noted that the tight mortgage money market which had 

rked in conjunction with the credit restrictions since March of 1951 also began 
oease up after about 6 months. Many of the large mortgage lending institutions 
id been able to reduce the volume of their pre-March outstanding finan 
mitments. Therefore, although no longer obtaining funds for new invest! 


t 


ne com 
nt by 

mmitments for 

rigage financing using the regular inflow of funds from other sources 
the 
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ling Government bonds, they could now make new advance ¢ 


At »end of 1950 and the beginning of 1951, the seasonally adjuste innual 
rate of housing starts had remained at close to 1.500.000 This high level was 
ntained for several months after the issuance of the credit regulations becaus 
the large volume of new housing for which financing had been arranged | ‘ 

t itions were issued. Subsequently, as the O ber 105 r ns 

| ime effective. this declined quite steadily and WOstantial hroug!l Lileé 
of 1951. Since then, following the September 1. re atic prescribed by 
statutory amendment, after taking account of seasonal factors, there has been 
a progressive, significant increase in monthly housing starts. The rela v high 
mon hly volume of new housing starts reported n November thy ugh Ja nary 


te the possibility of as many as 1,000,000 new housing starts in 1952 


Present indications are that the rise in the rate of housing starts may continue 


The FHA-insured loan and VA-guaranteed loan programs, wh ire heavily 
weighted by homes costing under $12,000, have shown marked increases in month 
vy applications and appraisal requests related to proposed construction of new 

ies. This is shown (along with other information) by the table which appears 


below as appendix I. 
\s compared with the same months of the previous years, the total of FHA 


new home applications and of VA appraisal requests have shown marked in 
creases in recent months. In the 2 months preceding the September 1, 1951, 


relaxation of credit controls, FHA applications for commitments to insure loans 
n new homes were 69 percent and 60 percent below the comparable months of a 
year before. In September, the year-to-year decline was Only 35 percent as the 


relaxation of restrictions for homes costing less than $12,000 began to have an 
effect. In November and December 1951 and January 1952, applications received 
ceeded those of the: same month of a year ago by 85 percent, 28 percent, and 
oa percent, respectively. The October comparison has been omitted because in 
October 1950 an unusually high proportion of applications was received as 
builders sought FHA financing aid before the deadline of October 12 This factor 

so may have reduced the November and December 1950 volume more than 
seasonally so that the increases shown for the last three months are somewhat 
exaggerated. It is nevertheless clear that a very significant revival of activity 
n FHA applications has occurred as a consequence of the September 1 relaxation 
f the credit restrictions. 


ey 
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A similar pattern is discernible in the monthly receipts of VA ap) 
requests for new homes. The month-to-month comparisons show the fo 
changes : 

Percent cha 
the year b: 
1951 July 

August__ 
September 

October Se cedaicas 
RPI isn ceacenccsannictind 
RINE ao carne 
1952—January-— 


After September there was an upturn in FHA and VA starts which f 
the increase in applications and appraisal requests. As a result, the FHA 
VA starts have constituted an increased proportion of total starts in 
months. This proportion, which in 1950 had averaged 51 percent of the Bb 
of Labor Statistics measure of total private nonfarm starts, was down 
percent by July of 1951 and reached a low of 82 percent in September 
Since then, however, the FHA and VA starts (which lag behind the appli 
and appraisal requests) accounted for 37 to 39 percent of the total private start 
in each month. The increase in FHA applications and starts has undoubted 
been supported by the rise of activity in title [IX defense housing. However, 
this segment of housing activity can be expected to increase in future n 
and should not be segregated for purposes of judging the trend of total ho 
volume under the credit regulations. The fact that the proportion of 
starts accounted for by FHA and VA starts has not increased more sh 
despite the rather marked increase in the number of FHA appiications and 
appraisal requests, indicates that the increases in this program have hy 
means been offset by a decline in conventionally financed housing starts. 
rise in FHA applications and VA appraisal requests indicates rather that 
market for homes under $12,000 (which is most dependent upon FHA and 
financing aid and which was probably the most affected under the October 
1950, regulations) is now returning toward its previous proportion of the 
market. A part of this recent increase may be due to the fact that some bu 
rushed to obtain commitments and start houses early this year in anticipat 
of more stringent materials use controls. 

At the present time there is no need for a change in present down paym 
other credit requirements. However, if the level of housing activity ind 
in coming months, that housing construction will require more materials 
will be available after defense production needs are met, it will be essent 
the defense effort to further restrict housing credit. It is because of the 
fluidity which continues to characterize the entire materials supply-dema! 
uation and the credit situation, as well as the housing demand picture 
that flexibility in the administration of the credit controls is a necessity 

In this connection it should be noted that the two provisions which w 
repealed by sections 104 (b) and (c) of S. 2645 prevent flexibility in the « 
of a more substantial segment of the housing market than appears to 
case at first sight. The provisions proposed to be repealed provide for ma 
down payments which can be established for houses costing $12,000 
However, as a practical matter, in order not to create highly artificial 
and quality distortions in the home-building industry, it is necessary t 
very sharp increases in the down-payment requirements applicable to t] 
higher price range. Therefore, the present limitation, in effect, also intro: 
large element of inflexibility into credit controls governing houses costi! 
$12,000 to $14,000 or $15,000. Thus, as a result of present law, there is 
great element of inflexibility in credit controls governing’ the market 
houses costing up to $15,000. 

Finally, it is important to understand the relationship between credit 
trols and materials controls. Materials flow to residential building co 
tion in extensive pipelines and in patterns which vary for different ma 
for different size and types of building operations, and regionally. Theref 
if reliance is to be placed on materials controls alone to achieve a desir 
duction in housing starts, the controls would have to be detailed in | 
probably involving formal applications by all builders and a comprel 
priority and allocation system. So far, we have been able to permit b 
of one-to four-family dwellings to obtain materials on the basis of a s 


i 
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self-authorization procedure. If, under an inflexible system of credit controls, 
housing starts—inecluding starts in nondefense areas—should exceed materials 
actually available, it may become necessary to adopt a rigid form of direct con- 
trols in order to meet defense production and defense housing needs. This is 
a step which we have so far avoided by means of credit controls. In order to 
have any assurance that we can continue to do this, with the uncertainties 
existing in both the materials supply and credit fields, it is essential that uuthor 
ity for flexible controls over housing credit be restored. 


APPENDIX I 





FHA new home applications VA new home 
raisal requests 
Percent | Percent 
Total change Num} change 
number from Sec. 8 | See. 203) Sec. 611) See. 903 from 
of year home vear 
homes before before 
) 1 852 32, 049 x3 18, 400 
1, 197 0,379 Ol 4, 400 
t4 19, 285 ltl 20. 00) 
427 34, 47 ") y yw) 
4157 9, 550 0 AK) 
916 | 11,1 ] 4 
1. 097 13,0 ) 650 
February 887 | 13,514 21 12, 127 
March 1,457 | 18, 209 st 17, 587 
A pril 173 20, 2S: 200 20, SS4 
May 1, 731 19, 672 2, HUF 
June 171 13. 10 100 » { 
July —Ho O67 9, 215 ] 7, 742 4 
August — 77s 11, 37 RIN » 41 —72 
September 5 585 12,4 ( os 61 
October... S28 | 17,318 ) { ( 
November +5 1, OSO 13, 379 0 4, 03S RO —9Q 
December : +25 SUS 11,99 0 0) } ) 
January 21,420 +50 359 | 17,010 0 4,051 8 
No comparison is made between October 1950 and October 1951 because the imposit lit controls, 
ffective Oct. 12, 1950, was preceded by an unusually high number of FHA applicatio VA appr al 


luring October. 


[Article from Housing Research] 
HoMrE FINANCING 1949-51—CHANGES UNDER CREDIT CONTROLS 


This article reviews changes in mortgage financing patterns which developed 
during the first year of emergency real estate credit restrictions. The basic 
information presented here, much of it previously unpublished, has been gathered 
principally under contract and by staff activity of the HHFA Division of Housing 
Research, This discussion includes pre- and post-Regulation X comparisons of 
housing volume, house price distribution, and income distribution of home buyers. 
The article was prepared by Henry B. Schechter, under the direction of Dave 
Lowery, HHFA Financial Economists. ) 


HIGH LIGHTS 


Several significant changes in the home financing field have developed during 
upproximately the first year of operation under the October 12, 1950, credit 
restrictions, These changes cannot be attributed solely to credit restrictions 
nor can the effects of credit restrictions be isolated. Rather the changes occurred 
as a result of a complexity of factors, including the tight mortgage money situ- 

tion. The latter factor may have been just as much or more responsible than 
credit restrictions for the developments in the housing and mortgage markets 
Which are discussed. 

New housing starts in the second and third quarters of 1951 were down sharply 
from 1950. During the first half of 1951, Federal Housing Administration appli- 
cations and Veterans’ Administration appraisal requests also were drastically 
reduced. The consequent large decline in FHA and VA new home financing vol- 

me Was not uniform among various price classes. The variations were evident 


in changes in the price distributions of new homes financed with FHA-insured 
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mortgages and with VA-guarantied mortgages during the first half of 1951. 
compared with the price distributions immediately preceding the imposition 
the initial credit restrictions in 1950. In the 1951 period, the price distribu; 
of new homes financed under each of these programs showed that a smaller jy 
portion of the homes purchased were priced at $10,000 or less and a larger 
portion were priced at more than $10,000. Construction cost increases we 
important element in this change in price distribution. 

The only recent data available on incomes of buyers were for incomes of bu 
of homes financed with FHA-insured mortgages. These figures show t] 
greater proportion of the buyers had incomes of $400 or more per month in 
1951, as compared with a similar distribution for the year 1950. 

Special tabulations of Burean of the Census information on the 
of homes purchased during 1949 and the first haif of 1950 revealed the 
regulation X divergent patterns of mortgage terms and price distribution of 
homes financed with Government-aided mortgage loans and of new h 
financed with conventional mortgage loans. The FHA-insured and VA-z 
anteed loans, with high ratios of loan-to-purchase price, helped finance the 
chase of new homes mostly in the middle price brackets. Conventional fina 
with lower loan-to-purchause price ratios, was far less important nume 
and percentagewise in the middel price ranges of new homes than Govern: 
aided mortgage lending. However, conventional financing was much more 
portant in the under $6,000 and over $15,000 new home price range. 

Another survey of preregulation X financing showed that almost 16 perc 
of new and existing home purchases were all-cash purchases and that th 
was a significantly higher proportion of all-cash purchases in the under $5,000 
and over $15,000 price ranges. Also, buyers of higher-priced homes ( 
frequently had liquid assets remaining after purchases, which could have be 
used to make higher down payments. 

The purpose of this article is to review certain changes in mortgage fina 
patterns which have developed during approximately the first year of horny 
financing under credit restrictions. This review is necessarily limited 
scope because of statistical and informational gaps and the complexity of fa 
tors involved. Financing patterns were affected not only by the credit restri 
tions but also by changes in construction Costs, in incomes, in money market 
conditions and in certain statutory provisions in the Government-sponsored 
programs. Moreover, since the 1950-51 credit controls were the first attemp 
at eredit controls in the housing field, there is no comparable experience. It is 
apparent, therefore, that the effect of credit controls during the period under 
discussion cannot be isolated. However, additional statistical information hus 
been made available recently on mortgage characteristics under the home | 
programs of the FHA and the VA as well as under conventional finan¢ 
for the preregulation period. This information provides a basis for reviewing 
and analyzing certain types of changes which have taken place. 

It will be recalled that housing credit restrictions were instituted in the eco- 
nomic climate of scare buying which followed the Korean invasion. In order 
to dampen this general inflationary wave, certain credit restrictions on Govern- 
ment-aided housing finance programs were adopted in July of 1950. These restric 
tions were superseded on October 12, 1950, by the more comprehensive credit 
restrictions issued under the authority of the Defense Production Act. Under 
this authority regulation X, applicable only to conventionally financed new 
housing, was issued by the Federal Reserve Board with the concurrence of the 
Housing and Home Finance Administrator. Also, accompanying credit regula- 
tions were issued governing mortgages on both new and existing houses insured 
by FHA or guaranteed by VA. On September 1, 1951, the regulations were re- 
laxed in accordance with provisions of the Defense Housing and Community 
Facilities and Services Act of 1951. Revised housing credit regulations were 
issued which called for substantially lower down payments in the purchase of 
homes costing $12,000 or less. 

Under the October 12, 1950, regulations, larger minimum down payments were 
required than prior to the Korean invasion, in order to reduce the effective 
demand for housing and thus reduce construction and credit volume. Limitations 
were also placed on the maximum maturity of the loan. However, the primary 
deterrents to home purchases were the higher down payment requirements which 
were graduated according to purchase price. As the price of the house rose, tli 
down payment schedules called for a progressively higher down payment as a 
percent of the purchase price. 

The advent of the housing credit regulations pointed to the need for specialized 
additional data on home financing which would aid in the administration of the 
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regulations. A number of research projects have been initiated since October 
1950 which have yielded valuable information in this respect. The new data 
permit a review of home financing in the period immediately preceding the im- 
position of credit controls and an analysis of certain types of changes which 
occurred during the period from October 12, 1950 to September 1, 1951. As a first 
step, it is necessary to review financing patterns as they existed prior to the 
imposition of the credit restrictions. 


TABLE 1—Number and percent of new, owner-occupied, one-divelling unit mort 
gaged properties acquired during 1949 and first half of 1950, by type of first- 


i 


mortgage financing, by amount of first mortgage as percent of purchase price 
[Number of units for which purchase price was reports 
United States 
Percent irst mort eas total—FHA, VA, FHA ired \ ‘ i 
percent of pur¢ Wri a ry nai fir { t I lt t 
first mortgage 
Number | Percent) N I Perce \ / N } 
\ rt pro} ‘ 18 l 2 10 
Le thar iD t lis. TE 14.8 4, 402 ] y, We S 
() AQ | reent 70 994 QQ S FTS 1 F 4 F ‘ st 
HO-+i4 percel 15, 84 6.4 10, 162 1 (2 . 2,68 
£5-89 nereent ( ; 6.4 1 12% g 2 9 399 97. 8S 
70-74 percent 1,274 7.3 (), 248 11.8 9 8 ) s 
75-79 percent 68, 850 9.6 46, 204 Is. 1 £35 l - 
80-84 percent 87. 440 12,2 4. 89 9 i! l t 
x5, 89 percent —"s OR 10.6 $4, O7 19.1 1 1(y x 13 2 
90-94 percent 15,614 6. 5 19, 900 7.7 13, S&S 5 12,8 } 
95-99 percent 22, 524 3. 1 949 1 15, 092 10.1 1S 
100 percent or more 06, OO7 13.4 3, 783 1.5 75, S64 " le 
SovrceE: Bureau of the Census, 1950 Census cf Housing, Survey of Residential Financing, Tabu 


for Housing and Home Finance Agency. 
PREREGULATION X FINANCING PATTERNS 


A wealth of statistical information on the financing of homes purchased 

ing 1949 and the first half of 1950 has been provided recently by special tabula 
tions from the sample survey of residential financing made in connection with 
the 1950 Census of Housing.’ These preliminary data revealed the extent of the 
differences in mortgage-to-purchase price ratios under the Government-sponsored 
home financing programs and under conventional mortgage lending during the 
preregulation period. For instance, as can be seen from table 1, more than six 
tenths of the new, owner-occupied, one-family homes purchased with conventional 
first mortgages during 1949 and the first half of 1950 were financed with first 
mortgages equal to less than 65 percent of the purchase price of the house. 
This compares with less than one-tenth of the FHA-insured or of the VA-guaran- 
teed first mortgages which were equal to less than 65 percent of the purchase 
price. On the other hand, first mortgages equal to SO percent or more of the 
purchase price accounted for less than one-fifth of the conventional first mort- 
gages, almost three-fifths of the FHA-insured first mortgages and more than 
four-fifths of the VA-guaranteed first mortgages.’ 


‘The discussions which are t6 follow are confined to financing of owner-occupied, single 


family homes. Current data on the financing of rental properties during the period of credit 
regulations are not presently available. The special tabulations of census data from the 
survey of residential financing on characteristics of mortgage-financed paeen ises d ng 
1949-50 were prepared by the Bureau of the Census under a contract with the Housing 
and Home Finance Agency Strictly speaking, the census figures repré sent an inventory 
of mortgages, as of the approximate date of enumeration, about August 1, 1950, on prop 
erties acquired since January 1, 1949, but exclusive of those which had not reached a 
completion stage of having doors, floors, and windows installed by April 1, 1950 





All figures included in these special tabulations are preliminary. In addition, since 
they are based on sample data of mortgaged properties acquired during 1949 and 1950, the 
figures are subject to sampling variability to the extent shown in the appendix on the 


re ‘lis ibility of sample data. 

These mortgage-to-price ratios are based on the amount of the first mortgage only 
Bloweve ‘r, almost half of the properties financed with FHA-insured mortgages iin g 1949 
and the first half of 1950 had VA-guaranteed second mortgages, and 8 percent of the 
conventionally financed (first mortgage) properties also had second mortgages. If data 
were available and the loan-to-value ratios could be derived on the basis of combined first 
and second mortgage amounts as a percent of purchase price, the proportions of FHA- 
insured and conventional mortgages with loan-to-value ratios exceeding 80 percent would 
be somewhat higher than found on the basis of first mortgages only. The proportions with 
loan-to-value ratios of under 65 percent would not be changed by more than a negligible 
amount. Only one-half of 1 percent of VA-financed (first mortgage) properties also had 
second mortgages. 
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The most distinctive finding in these census figures on mortgage-to-purcha 
price ratios is that over one-half of the new, owner-occupied, one-family home: 
purchased with GI loans had first mortgages equal to 100 percent or more o;} 
the purchase price. (The mortgage loan could be equal to more than 100 pe 
cent of the purchase price where the loan amount included closing costs.) The 
comparable proportion for new, owner-occupied, one-family homes purchased 
with conventional first mortgages was 5.3 percent, and for new homes purchase! 
with FHA-insured first mortgages, 1.5 percent.® 

The census data showed that conventional mortgage lending served buyers 
in house price areas which were different from the areas served by the FH. 
and VA programs, although, of course, there was considerable overlap. I 
example: over half of the new, owner-occupied, one-family dwelling units 
quired with FHA-insured mortgages during 1949 and the first half of 1950 ha: 
purchase prices of between $7,000 and $10,000. The same holds true for new 
one-family homes acquired with the aid of VA-guaranteed first mortgages. 0; 
the other hand, only 20 percent of the new one-family homes whose purchase was 
financed with conventional first mortgages were in the $7,000 to $10,000 pric 
range. FHA-insured and VA-guaranteed loans accounted for more than thre¢ 
fourths of all mortgage financing of homes in this price range. Thus, mortgag: 
lending terms generally were different in the various price ranges, reflecting th 
effect of different proportions of Government-aided and conventional financing 

Secondary financing was also reported in the Census’ Survey of Residentia 
Financing. The figures indicated that about one-fifth of all new, owner-occupied 
one-family homes acquired with mortgages during 1949 and the first half of 1950 
had second mortgages as well as first mortgages. VA-guaranteed second mort 
gages in conjunction with FHA-insured first mortgages had accounted for near}, 
84 percent of all secondary loans on new, owner-occupied, one-family homes 
(table 2). According to the census data, four of every nine veterans who had 
purchased new homes with the aid of VA-guaranteed mortgages between January 
1, 1949, and June 30, 1950, had obtained combination loans (FHA-insured first 
mortgages and VA-guaranteed second mortgages), and five had obtained onl) 
VA-guaranteed first mortgages. However, VA secondary loans, were not per 
mitted after October 1950, in accordance with the Housing Act of 1950. 


TABLE 2.—Number and distribution of new, owner-occupied, one-dwelling unit 
mortgaged properties acquired during 1949 and first half of 1950, by type of 
financing 

{Number of units for which purchase price was reported] 


Percent of 
United 
States 
grand 

total 


Percent of 
United 
States 


subtotals 


Num ber 


Perce! I 
of units 0 


progra 


typ 


Type of financing 


United States total—FHA, VA, and conventional first mort- 


gages 


First and junior mortgages 100.0 
First mortgages only 73% : 100.0 


FHA-insured first mortgage 


First and junior mortgages 
First mortgages only 


VA-guaranteed first mortgage 


First and junior mortgages 
First mortgages only 


Conventiona! first mortgag¢ 


First and junior mortgages 
First mortgages only 


Source: Burean of the Census, 1950 Census of Housing, survey of residential financing tabulatio 
Housing and Home Finance Agency 


em 


31f the number of purchases where there were first and second mortgages are added t 
the number with first mortgages only, the Proportion of all conventionally finanéed pi 
chases with total loan amounts equal to 100 percent or more of the purchase price was ¢ 
percent ; the comparable proportion of all purchases financed with FHA-insured mortgages 
was 21 percent. Second mortgages on top of VA-guaranteed first mortgages were negligib|: 
in number. 
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Conventional secondary loans accounted for the other 16 percent of all new 

home secondary loans; less than 8 percent of new home purchases financed with 
conventional mortgages had both first and junior mortgages. About half of the 
conventionally financed purchases having first and second mortgages were in the 
£5,000 to $10,000 price range. 
‘ (his, briefly, was the pattern of mortgage lending at the time the credit re- 
strictions were imposed. Since then a number of factors, including the credit 
restrictions, have produced several discernible changes. The most obvious 
change was in the new housing volume. 


HOUSING VOLUME 


By the end of the first quarter of 1951 the evidence of change was apparent 
in the form of a declining volume of applications to the FHA for commitments 
for insurance of mortgages on new homes and a similar decline in requests for 
VA appraisals of proposed new homes in order to obtain certificates of reason- 
able value. This forecast a decline in new housing starts, at least for the 
Government-aided sector of the market. 

Toward the end of the first quarter another factor entered into the mortgage 
finance picture which strongly reinforced the restrictive effects of the credit regu- 
lations. This was the accord reached by the Treasury and the Federal Reserve 
Bourd that the latter would remove its market support of United States Govern- 
ment long-term bonds. Following this action, market prices of bonds, including 
Government bonds, declined with a consequent rise in their yields. As the 
prices of bonds declined, and particularly Government long-term bonds which 
lending institutions had been selling for purposes of investing their proceeds 
in mortgages, the prices which buyers of FHA-insured and VA-guaranteed mort- 
gages were Willing to pay also declined. With lending institutions reluctant to 
sell their bonds at a loss, there developed a shortage of mortgage money for 
new loan commitments. 

The resultant difficulty of obtaining advance mortgage commitments, added to 
the credit regulations, gave impetus to the decline in new home building. In 
April, May, June, July, and August 1951 the number of private, permanent, non- 
farm dwelling units started was below the comparable month of a year ago by 
30 percent, 33 percent, 37 percent, 41 percent, and 38 percent, respectively. 
Furthermore, there were indications that a lower volume than in 1950 would 
prevail during coming months, as seen in the volume of FHA applications for 
commitments to insure mortgages on new homes and VA appraisal requests to 
obtain certificates of reasonable value on new homes. During August 1951 FHA 
applications were 60 percent below what they had been in July 1950, and VA 
appraisal requests were 83 percent below August 1950. 

A new relaxed down payment requirements schedule was issued at the be- 
ginning of September in accordance with provisions of the Defense Housing and 
Community Facilities and Services Act of 1951. The new schedule eased pur 
hase terms in the lower and middle price, mass market of housing. 


PREREGULATION BUYERS INELIGIBLE UNDER REGULATIONS 


Although the over-all decline in housing volume has been apparent, it has not 
heen possible to ascertain whether all house price classes have been affected 
equally. Data are not available for measuring the extent of change, pre- and 
post-regulation X, in price distributions of all new homes financed conventionally. 
However, some indication of the probable change may be obtained from the 
census data for homes purchased during 1949 and the first half of 1950. It is 
possible to arrive at a conservative estimate of the number and proportion 
of purchases in each price class which would have been ineligible under the 
regulations. For instance, under the October 12, 1950, regulations, a conven- 
tional mortgage on a $13,000 house could not exceed 72.1 percent of the purchase 
price. Therefore, it was estimated that among the homes which were purchased 
for between $13,000 and $14,000 all of the purchases financed with conventional 
mortgages equal to 75 percent or more of purchase price would have been in- 
eligible under credit regulations.‘ 

The conservative estimates derived by this method indicate that the financing 
on less than one-third of the new owner-occupied homes purchased with FHA- 


*In the census data, the nearest interval of loan-to-purchase price ratio above 72.1 
percent was 75-79 percent. Similar procedures were adopted to prepare estimates for each 
purchase-price group. 
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insured first mortgages during 1949 and the first half of 1950 would have been 
ineligible under October 12, 1950, regulations because the first mortgage would 
have been in excess of the amount allowed under the regulations. However, 4} 
most one-half of the homes acquired with FHA-insured first mortgages during 
the period covered by the census survey also had VA-guaranteed second mort 
gages. Since most of the purchases made with combination loans would have 
been ineligible, it is likely that more than half of the purchases made with the 
aid of FHA-insured mortgages would have had total loan amounts in excess of 
that which is permitted by the regulations. On the basis of first-mortgage loan 
amounts only, the bulk of the FHA loans which would have been ineligible would 
have been for the purchase of homes in the $8,000 to $9,000 class, where 82 percent 
would have been ineligible ; in the $9,000 to $10,000 class, where 58 percent would 
have been ineligible; and in the $10,000 to $11,000 class, where 43 percent would 
have been ineligible. 

From the census data it has been estimated that about two-thirds of the 1949 
first half of 1950 volume of VA-guaranteed first-mortgage loans to finance pur- 
chases of new homes would have been ineligible. The primary factor in this 
connection is that over half of the VA-guaranteed first-mortgage new-home loans 
were for 100 percent or more of the purchase price, indicating no down-payment 
requirements. The minimum down-payment requirement for veterans under the 
credit regulations was about 5 percent of the purchase price for houses of 86,000 
or less; above $6,000, a higher percentage of the price was required as a dow! 
payment. Census information showed that the bulk of new homes purchased in 
1949 and the first half of 1950 with the aid of the VA-guaranteed loans which 
would have been ineligible under the credit restrictions were in the $7,000 to 
$8,000 price class where 88 percent of the purchases would have been ineligible; 
in the $8,000 to $9,000 class where 70 percent would have been ineligible; and in 
the $9,000 to $10,000 class where 74 percent would have been ineligible. 

Thus, it was estimated that, based on the amount of first mortgage as a per- 
cent of purchase price, at least one-third of the new home purchases financed 
with FHA-insured loans and about two-thirds of the new home purchases financed 
with VA-guaranteed loans would have been ineligible. The comparable estimate 
of ineligible conventionally financed new home purchases would have been only 
18 percent under the regulations.© The census data suggest that most of the 
purchases with conventional financing which would have been ineligible were in 
the $15,000 to $20,000 price class where 35 percent would have been ineligible 
and in the $20,000 to $30,000 price class where 58 percent would have been 
ineligible. 

However, the analysis of proportions of buyers in each price group who might 
have been prevented from purchasing homes under the housing credit regula- 
tions because of mortgage amounts in excess of the permissible maximum can- 
not be taken at face value in estimating the proportions of buyers in each price 
class who would be excluded from the market. A survey of relevant con- 
siderations in recent home purchases in urban areas during the 18-month period 
of 1949 and the first half of 1950 revealed that many buyers retained portions of 
liquid assets—savings bonds or bank accounts—which they reported they could 
have used in making a higher down payment on the purchase of the house. 
This survey showed that among the purchasers of new and existing homes cost- 
ing $15,000 or more, over one-half of the veterans and almost two-thirds of the 
nonveterans had additional liquid assets which they could have used in the pur- 
chase of the houses. About one-fourth of the veteran and also of the nonveteran 
buyers of these high-priced homes had $2,000 or more of liquid assets remaining 
after purchase which they reported could have been used. Therefore, it would 
seem that the effects of the credit regulations upon buyers of higher-priced 
homes could be overcome in many instances by the use of additional available 
liquid assets, 

The survey also showed that, among buyers of homes costing between $7,500 
and $15,000, about half had usable liquid assets remaining, although only 





® Less than 0.5 of 1 percent of the purchases with VA-guaranteed first mortgages also 
involved second mortgages. 

* Based on the combined first- and second-mortgage amounts as a percent of purchas¢ 
price, it is probable that not more than 20 percent of the purchases financed with conve 
tional mortgages would have been ineligible. 

7The sample survey on relevant considerations in recent home purchases was co! 
ducted by the Survey Research Center, Institute for Social Research, University of Michigar 
pursuant to a contract with the Division of Housing Research, Office of the Administrator 
Housing and Home Finance Agency, authorized under title III of the Housing Act of 1948 
as amended. The complete study is being prepared for publication. 
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between 10 and 15 percent had usable liquid assets left in the amount of $2,000 
or more. Of those who bought homes which cost less than $7,500, only one- 
third had any usable liquid assets left and the majority of these who had usable 
assets left after purchase had less than $1,000. Thus, it would seem that, as 
the price of the home decreased, there was less likelihood that any liquid 
assets were available and could have been used toward meeting higher down 
payments. 

‘he above figures also show that, among buyers who had usable liquid assets 
remaining, after purchase, the amounts remaining declined with the price of 
house. However, this would not necessarily indicate declining ability to over 
come the high down payment requirements of the credit regulations, since the 
down payment requirements are smaller as the purchase price is lower. 

The .credit regulations would, of course, have no effect to the extent that 
homes were bought entirely for cash, that is, without resort to mortgage 
credit. From the following information on purchases of new and existing 
homes in urban areas provided by the Survey of Relevant Considerations in 
Recent Home Purchases, it is evident that the cash home purchasers were 
relatively more frequent among buyers of homes costing less than $5,000 and 
of homes costing more than $15,000: 

Percentage of 
purchases in 


each price 
class with ne 


Prices paid by house buyers: eartaniies 
Under $5,000 es 4 
$5,000-S7 4900 3 9 
$7. 500-89 OOD 0 0 
S10,000-814,.999 e 
S15.000 or more 29 9 
All purchases In. ¢ 


Here is another indication that credit regulations would be partially in 
effective in curtailing housing demand, but particularly for very low-priced and 
comparatively high-priced homes.* 


HOUSE PRICE DISTRIBUTION 


Satisfactory factual information on changes in the over-all price distribu 
tion during the period under study is lacking, although current price statistics 
ou the BHA and VA segments of the market and preregulation price distri 
butions for all segments permit a view of changing price distribution in at 
least an important part of the tharket. 

\ comparison was made between the distribution by price class of a sample 
of new one-family homes on which FHA-iusured mortgages under section 203 
during May and June, 1950, and a similar distribution of new homes subject 
to the credit regulations on which FHA had committed to insure mortgages 
under section 208 during March, April, May, and June 1951. The comparison 
ler proportion of home-building activity in lower price brackets 
and a larger proportion in higher price brackets in the more recent period. 
(See charts IT and Il.) Thus, during May and June 1950 almost three-quarters 
he new one-family homes on which FHA-insured mortgages under secti 
205 were priced at under $10,000; whereas during May and June 1951, only 
about 45 percent of the new houses subject to the regulations on which FHA 


itted to insure mortgages under section 203 were priced at under $10,000 


showed a smal 


In addition to credit controls a number of market factors, particularly cost 
increases, contributed to the change in price distribution. In order to form some 
Judgment as to the effect of cost increases upon the price distribution, May and 
June 1950 price data were adjusted for an estimated 10 percent cost increase in 
each price bracket to reflect the effect of the price rise during the ensuing yeur. 
Th idjustment had the effect of reducing the proportion of homes in the under 
$10,000 price brackets during May and June 1950 from almost 75 percent to 
about 5S percent, as contrasted with about 45 percent during the comparable 
months of 1951 


8 


lore than four-fifths of all homes which cost less than $5,000 purchased with or wit} 
out a mortgage. were previously occupied, and probably a very } h 


purchases at under $5,000 also involved previously o pied ] es 
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The data on prices of homes purchased with VA-guaranteed loans during 195] 
are not as refined as the FHA data for purposes of this analysis. Statistics op 
VA home loans closed during the first half of 1951 have not as yet been segr 
gated with regard to loans subject to the credit regulations and loans on houses 
that are exempt from the credit regulations. However, the price distribution 
of new homes on which VA-guaranteed first mortgages were closed during Apri 
May, and June 1951, as compared with June 1950, showed changes similar 1, 
those evident in the FHA data. For instance, during June 1951 about 54 
percent of the houses purchased with VA-guaranteed loans (both those sub) 
to regulations and those exempt) were priced at under $10,000 as compared with 
89 percent of those purchased during June 1950, prior to the regulations, whic! 
were priced at under $10,000. As in dealing with the FHA data, the June 195) 
VA price data were adjusted to reflect an estimated 10-percent cost rise. Th 
adjustment had the effect of reducing the under $10,000 proportion in June 1950) 
from S89 percent to 60 percent as compared with 54 percent during the sain 
month in 1951. The proportion of higher-priced homes among those purchased 
with VA loans increased progressively during April, May, and June 1951 as the 
proportion of homes exempt from the regulations among VA-financed homes pur 
chases declined (chart III). It is believed that, when the statistics have been 
segregated, the price distribution for houses subject to credit regulations in June 
1951 will show a greater decrease in the proportion of homes at under $10,000, 
as compared with June 1950, than the present nonsegregated statistics show 

Whether the changes in price distribution of new homes financed under the 
FHA and VA programs were representative of changes in the over-all price 
distribution of new homes is dependent upon whether similar changes occurred 
in conventional financing. A lack of current data to show what was happening 
in the conventionally financed segment of the home-building and mortgage market 
hinders analysis of over-all price distribution changes in the market. However, 
some light may be shed on this question by a comparative review of the price 
distributions of FHA-financed, VA-financed, and conventionally financed new, 
one-family, owner-occupant homes acquired during 1949 and the first half of 
1950, based on the Bureau of the Census’ Survey of Residential Financing 
According to this survey, new homes financed under the FHA and VA progranis 
were concentrated in the $6,000 to $10,000 price brackets. Over six-tenths of 
the FHA-insured new home loans and also of the VA-guaranteed loans were on 
new homes in this price range. On the other hand, less than three-tenths of 
the conventionally financed new home loans were secured by homes in this price 
range. Another three-tenths of the conventionally financed new homes were in 
the under $6,000 class and more than four-tenths were in the over $10,000 price 
range. 

The census figures also indicated that FHA and VA financing generally a 
counted for between one-half and two-thirds of all the new homes purchased in 
each of the $1,000 price brackets in the $6,000 to $10,000 price range (table 3 
In the lowest and highest price ranges, however, conventional financing was 
dominant. Conventional mortages were responsible for the financing of more 
than 70 percent of the new homes costing $15,000 or more and also of the new 
homes which cost less than $6,000. Thus, a significant majority of homes in the 
$6,000 to $10,000 price brackets were being financed with Government-aided 
high-percentage loans, where the impact of the regulations and other factors 
was greatest in the FHA and VA programs. 


o 
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TABLE 3.—Percent distribution, by types of financing, of 1-dwelling unit, owne 
occupied, mortgaged properties acquired during 1949 and the first half of 19 
by price class 


[All percentages relate to United States total in each price class] 


Price classes 


999 


Type of 
financing 


5,000 to $19,999 | 


2 


$13,000 to $13,999 
$20,000 to $29,999 


$12,000 to $12,999 | 


$10,000 to $10,999 
$11,000 to $11,999 


$5,000 to $5,999 

$6,000 to $6,999 
7, 

$8,000 to $8,999 


$9,000 to $9,999 
$30,000 to $ 


$7,000 to $ 


$1 


0 100.0 109 0. 100.0100 


x 


Alltypes, total |1 


New : 29.0 42.- 9.¢ 9.9; 52.9) 49. 4.0 44.4) 42.9 
Previously 
occupied 7 . 57.6, 50. . : 5 » 56 55. 6 


FHA, total 2. 3 . 1) 31.7) 31.0) ¢ 39.0) 36.2) 32.3) 27 


New } 9: 24.3 .3| 22.3 ‘ 15. 
Previously 
occupied 6 1 3) 13. 2.7] 13.4 .2) 11.5 


VA, total 


New 
Previously 
occupied 


Conventional, i 
total 8.4) 69.6) 47 37. 2} 33.9) 3 ; 3) 56 56.1) 53 70. 6) 85 a 91 
New -| 19.4} 20. ; . § ; 2.9} 16. 5 9 : | 37.3] 3 16.3 
Previously 
occupied _| 67 49.1) 32.8) 36.3) 2: 20. 5] 24.3) 2% 35.9) 34.7) 3 33.3) 50.5) 5 45.4 





Source: Bureau of the Census, 1950 Census of Housing, Survey of Residential Financing, Tabulati 


On the basis of information presently available, it is not possible to determine 
what changes in the price distribution of conventionally financed new homes 
have accompanied the sharp reduction in volume during the past year. There 
fore, it cannot be ascertained whether changes in prjce distribution in the 
conventionally financed sector have or have not offset the effect of changes in 
the Government-aided sector, and in turn the effect upon the over-all pric: 
distribution. 

The changes in price distribution reflected not only increases in cost, but 
also increases in the average size and quality of new homes. This cbservatio1 
is based upon information compiled by the Bureau of Labor Statistics on stru 
tural characteristics of new one-family houses. For houses started in six 
metropolitan areas (Boston, Chicago, Miami, New York, San Francisco, an 
Washington), the percentage having more than 1,000 square feet of floor art 
rose from 38 percent in the third and fourth quarters of 1949 to 46 percent 
the second and third quarters of 1950, and to 59 percent in the first quarter ot! 
1951. There were also significant increases in the proportion of new homes 
with more than one bath and in the proportion having metal instead of woo 
window frames.’ 


INCOME DISTRIBUTION OF BUYERS—-FHA PROGRAM 


The effects of the housing credit regulations upon different income group 
of buyers would be difficult to ascertain. From 1949 through 1950 and in 1951 
disposable incoine rose but there were also sharp rises in construction costs an 
house prices. Whether one of these increases has outweighed the other cannot 
be judged with any degree of certainty. 

The comparison of income class distributions of purchasers of homes on 
which FHA insured mortgages under section 203 during 1950 with the income: 


* For further details, see New Housing Trends in 1949-51, Monthly Labor Review, J 
1951, particularly p. 14. 
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distribution of purchasers of homes on which FHA committed to insure mort- 
gages subject to the regulations in March, April, and May 1951, indicates that 
there has also been a change in the distribution of new-home buyers by income, 
A greater proportion of the buyers have been in higher income groups in 1951 
than in 1950.“ For instance, during the year 1950 about 26 percent of the 
purchasers had monthly incomes of $400 or more, as compared with about 44 
percent who had monthly incomes of $400 or more in May 1951 (chart IV), This 
would be expected from the general rise in incomes which occurred, and from the 
change in the price distribution of houses during the period of credit regulations 
since higher home prices are associated with higher buyer incomes. 


Th FHA e ncept f ine m refer d t at thi point i h stimat 1 

10 e 0 0. ome fe re Oo 8 Dp s the est ed amoun of the 

mortgagor's earning capacity which it is estimate w F € irs ( e 
d i 1 prevail during he first third of th 
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APPENDIX: SOURCE AND RELIABILITY OF SAMPLE DATA ™ 


Source of data.—The census estimates dealt with in this analysis of mortgaged 
properties that were acquired in 1949 and in the first half of 1950 are based on a 
sample. The sample was selected by sampling from the schedules of the 1950 
Census of Housing. A two-stage sampling plan was used in this selection. A 
sample consisting of 8320 sample areas was first selected, SO in each of the four 
regions in the country. In general, each sample area consisted of a county or 
group of counties. Within each of these areas, a sample of owner-occupied and 
renter-occupied properties was selected. The final over-all sampling rate for 
owner-occupied one-dwelling-unit properties was approximately 1 in 125. 

The census estimates are based on a tabulation of all completed schedules 
that represented properties acquired during the stated time period. No estimates 
or adjustments have been made for properties for which no reports were received 
It is provisionally estimated that the over-all nonresponse rate for the survey does 
not exceed 3 percent. 

Reliability of estimates.—Because the census estimates in the foregoing analy 
sis are based on sample data, they are subject to sampling variability. The 
following table presents the approximate sampling variability of estimates of 
selected sizes. The chances are about 19 out of 20 that the difference due to 
sampling variability between an estimate and the figure that would have obtained 
from a complete count of mortgaged, residential properties is less than the sam 
pling variability indicated below: 


Estimated mortgaged Estimated | Estimated mortgaged Estimated 
properties : variability properties—Con. variability 
i aa Y 600 | 50,000 icicecmleecnta’ : ED 

| a ; 900 | 100,000___— 10, 000 
2000... os 1, 400 | 250,000____- 2 17, 800 
5.600... : 2, 000 | 500,000____- sii ccd cmascinaintdease, aaa 
70000... 2... ; 2,900 750,000 : 400 
25,000 pueden ciate 4, 600 LO non seu 1, 200 


OFFICE OF RENT STABILIZATION 
Washington D. C., March 5, 1952. 
Mr. JosepH P. McMvuRRay, 
Staff Director, Committee on Banking and Currency, 
United States Senate, Washington, D. C. 

Dear Mr. McMurray: This is in response to your recent letter enclosing a copy 
of S. 2594, which had been referred to the Senate Committee on Banking and 
Currency, and concerning which you requested my opinion as to its merits. 

I shall limit my comments to section 2 of the bill which affects the operations 
of this Office. This section would extend for 1 year, to June 30, 1953, the pro- 
visions of the Housing and Rent Act of 1947, as amended, providing primarily 
for the stabilization of residential rents, and for veterans’ preference in the 
sale or rental of certain new housing accommodations. 

In view of the present international situation and military demands on our 
economy, I believe it is essential, among other things, to continue the Housing 
and Rent Act of 1947 as amended. However, in view also, of the pro- 
jected program of production expansion extending into 1954, as outlined by the 
President in his message to the Congress (H. Doc. 347, 82d Cong., February 11, 
1952) and the resultant need for continuation of economic stabilization controls 
through that period, I recommend that the Housing and Rent Act of 1947, as 
amended, be continued for two years, to June 30, 1954, and that section 2 of S. 
2594, therefore, be appropriately modified. 

I shall, of course, be pleased to forward any additional information you may 
request. 

Sincerely yours, 
TIGHE E. Woops, 
Director of Rent Stabilization. 


This appendix is based on a statement furnished by the Bureau of the Census. 
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STATEMENT OF TIGHE E. Woops, Director or RENT STABILIZATION, ON S. 2645 


When I appeared before you last spring I testified to the urgent need for 
extending and strengthening the Federal rent-stabilization program. This action 
was required to further the mobilization program which this country was forced 
to launch upon the outbreak of the conflict in Korea. The Congress passed the 
necessary legislation last summer, and I should like to give you a brief report 
on the manner in which rent stabilization has been administered under the 
present law. 

CRITICAL DEFENSE HOUSING AREAS 


The 1951 rent-stabilization law provides for the joint certification of critical 
defense housing areas by the Secretary of Defense and the Director of Defense 
Mobilization. In such areas, rents may be stabilized for all types of housing 
accommodations, without exception. The law specifically restricts certifications 
to areas where the following conditions exist: 

(1) A new defense plant or installation has been or is to be provided, or an 
existing defense plant or installation has been or is to be reactivated or its 
operation substantially expanded ; 

(2) Substantial in-migration of defense workers or military personnel is 
required to carry out activities at such plant or installation ; and 

(3) A substantial shortage of housing required for such defense workers or 
military personnel exists or impends which has resulted or threatens to result 
inexcessive rent increases and which impedes or threatens to impede activities 
of such defense plant or installation. 

The Office of Rent Stabilization is one of the agencies represented on the 
Advisory Committee on Defense Areas, which makes recommendations for the 
certification of critical defense housing areas to the Director of Defense Mobili- 
zation and the Secretary of Defense. For each area considered by the Advisory 
Committee, the Office of Rent Stabilization is responsible for reporting to the 
committee information on rent increases, its judgment as to whether in view 
of all the circumstances excessive rent increases have resulted or threaten to 
result, and its own recommendation as to whether the area should be certified 
as a critical defense housing area. 

Since August 1, 1951, 99 critical defense housing areas have been certified. 
Of these 52 are areas where the rent-stabilization program was not in effect 
immediately prior to the certification, and 47 are areas where the limited rent- 
stabilization program was in effect just before certification. In these latter 
areas, the effect of the certification was to extend the program to housing ac- 
commodations which had been decontrolled by the 1947 legislation, such as new 
construction, conversions, hotels, tourist courts, ete. 

As a result of these designations the rents of approximately 540,000 additional 
housing accommodations have been stabilized. The total population of these 
communities is approximately 8,000,000. 

While the Office of Rent Stabilization is only one in the group of agencies which 
advises on the designation of critical areas, it does bear full responsibility for 
the administration of the rent-stabilization program. One important phase of 
the extension of rent stabilization to critical areas is the determination of the 
level at which rents will be stabilized in each individual area. The law directs 
that due consideration be given to the rents prevailing during the period May 
24 to June 24, 1950, and that allowance shall be made for subsequent develop- 
ments such as general increases or decreases in property taxes and other costs 
within the area. With this standard before us, we carefully consider all the 
relevant information we can obtain concerning each area which has been desig- 
nated as critical, and tentatively decide upon a “base date.” The level at 
which rents are stabilized in the area is the level which prevailed upon that 
date. I must emphasize that the selection of this date is tentative. Whenever 
possible we discuss this tentative date with informed people in the community, 
and we are guided by their advice. 

In most cases we seek the advice of the members of the local rent advisory 
boards. In other cases we seek the advice of elected public officials, such as 
the mayors or city councilmen of the larger communities in the area. Thus we 
have the benefit of the informed judgment of the leaders of the community, and 
can therefore feel confident that we are obtaining, not merely a formal but 
also a realistic compliance with the standard of the law. 

You may ask whether the “base dates” selected as a result of these consulta- 
tions have produced a dramatic roll-back in rents. Although all the returns 
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are not yet in, my answer would be that there has not been a sensational reduc 
tion in the general rent level in the majority of these communities. Quite 
frankly, that has not been our objective. The goals we have set are more modest 
and—lI believe—more consistent with the purposes the Congress had in mind 
when it authorized the complete rent stabilization program in critical areas: 

(1) We have stopped the desperate bidding up of rents for scarce accommo 
dations. 

(2) We have reduced what we call the sore-thumb rents—the especially high 
rents which have been exacted by the gougers and the greedy. 

I must admit that we have not yet fully attained our second objective. How 
ever, as we continue to improve the organization of our offices, and as our per 
sonnel in new areas gain greater familiarity with their duties, greater progress 
is being made each month in reducing the sore-thumb rents to fair levels which 
will no longer hurt. 

Before leaving the subject of critical defense housing areas, I would like to 
mention briefly one other provision of the 1951 rent legislation. This provision 
prohibits the substitution of Federal rent stabilization for a local rent contro! 
program which has been placed in effect in a community by its own governing 
body—unless rents in that community have increased more than the average 
increase in rents throughout the country. Under this provision the Federal rent 
stabilization program has replaced a municipal rent control program in only 
one city, Wichita, Kans. In this case, the Bureau of Labor Statistics found that 
rents in Wichita had increased 8 percent between March 15, 1951, and Septem 
ber 15, 1951, which was substantially more than the 2.1 percent by which rents 
in the country generally had increased during the same period. Because of the 
sharp increase in rents in Wichita, and the increasingly serious impact which 
the mobilization program was making upon the community, Wichita was certi 
fied as a critical defense housing area, and the Federal rent stabilization pro 
gram was put into effect there on December 14, 1951. The base date selected was 
March 1, 1951. 

DECONTROL 


While the present law provides for the extension of rent stabilization to new 
areas, it continues the provisions we have had in previous years for the remova! 
of rent controls. As you know, this may be accomplished under the law in sey 
eral different ways: 

(1) The governing body of a municipality or county may take action to re 
move Federal rent stabilization if it finds that there is no longer such a shortage 
in rental housing accommodations as to require the continuation of rent contro! 

(2) A State legislature may take action to remove Federal rent stabilization 
if it declares by law that the program is no longer necessary. 

(3) A. local rent advisory board may recommend the removal of rent contro! 
if it finds that the demand for rental housing of a particular class, or in a par 
ticular locality, has been reasonably met. 

(4) Finally, I am required by the law to decontrol when the demand fo: 
rental housing has been reasonably met. 

I have said many times that I am anxious to terminate rent control as early 
as conditions permit, and I renew my assurance to you that the Korean contlict 
has not changed my views. Clearly, however, the mobilization program has had 
varying impact in different communities. This fact, together with our ex 
perience in previous years, has caused me to rely primarily upon the people i: 
the local community for advice leading to decontrol. Accordingly, since August 
1, 1951, I have acted on my own initiative to remove controls from noncritica! 
areas in only 15 instances. Relying on the advice of the rent advisory boards 
I have removed controls in five other localities. Finally, controls have heen re 
moved in 126 localities by action of the municipal authorities, and in 8 eases 
by action of county authorities. As a result of all of these actions, 171.614 
dwelling units in noncritical areas were decontrolled, 

Incidentally, upon the advice of the rent advisory boards decontrol actions 
have been taken in eight critical defense housing areas. These actions, however 
with one exception have affected only certain types of accommodations—sucl 
as hotels or tourist courts—which the advisory boards found were in plentifu! 
supply in their localities. Finally, in five cases, local governing bodies hav 
acted to remove controls completely from communities in critical areas. We ar 
watching developments in these latter areas closely, and we sincerely hope that 
the termination of controls there will not impede the defense effort. 
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20 PERCENT INCREASE PROVISION 


The Congress made another important change in the rent stabilization program 
last summer when it provided for increases in maximum rents of up to 20 percent 
of the maximum rents in effect for controlled accommodations on June 30, 1947. 
Through January 25 applications for these increases had been received for a 
total of 1,472,663 dwelling units. I am happy to say our area rent offices have 
completed processing of 98 percent of these applications. The applications 
resulted in rent increases for 1,382,223 units. Only 58,571 units were found 
ineligible. The average rent increase for the eligible units was 10.6 percent. 

The reason why some units were not eligible, and why the average increase 
was not the full 20 percent, is that many landlords had already received sub- 
stantial increases in their maximum rents for the relief of increased operating 
costs prior to August 1, 1951. The 20 percent provision of the law of course 
required that account be taken of any relief for increased costs which had 
already been obtained. 


OTHER RENT ADJUSTMENTS AND OPERATING RESULTS 


At the same time as the 20 percent rent increase applications were being 
processed, the agency continued to grant adjustments under all of the grounds 
which had previously been provided in the regulations. For instance, since 
August 1 adjustments have been granted on 191,148 units for such reasons as 
improvements to the property and for the addition of services and equipment. 
Rent adjustments were also authorized for 188,806 units because the 20-percent 
increase provided by law was not sufficient to offset the actual increase in the 
landlords’ operating expenses. 

During this same period 146,183 complaints have been received from tenants, 
and almost 140,000 of these have been satisfactorily adjusted. In 11,919 cases 
overcharge refunds totaling $1,437,425 were received from violating landlords. 
Iam happy to report that we have had to resort to litigation to obtain compliance 
in only 1,543 cases since August 1. While tenants continue to receive protection 
from illegal evictions, permission was granted landlords to evict tenants for 
proper reasons in $2,753 cases, 


LOCAL RENT ADVISORY BOARDS 


I hope I have not given you the impression that all of the important policy 
decisions during the past year have been made by the paid employees in our 
Washington office. Nothing could be further from the truth. We are firmly Ccon- 
vinced that the rent stabilization program can be effective and acceptable only 
if it fits the needs of each of the individual communities and is responsive to 
public opinion in the communities. In line with this thinking, we have given 
much of the control over the program to the local rent advisory boards. Four 
hundred and nineteen boards—all of whose members are volunteer representa- 
tives of landlords, tenants, and the general public in their community—are 
directly participating in this program today. I have frequently told the heads 
of our area rent offices that in handling individual cases they must follow the 
advice of their boards so long as it is within the legal scope of the regulations, 
and I have said this in the presence of the board members. The result has been 
a measure of home rule which many of us thought would be impossible in any 
Federal program. 

A brief sketch of a typical board in one of our larger New England cities 
will show you how this is working out in practice. Two landlords, two repre- 
sentatives of tenants’ interests, and 10 other prominent citizens of the comn unity 
make up the board. Every Wednesday afternoon two five-man committees of 
the board hold oral hearings, at which landlords and tenants appear together to 
describe their problems. In most cases decisions are made at the hearing, so that 
the answers are not only impartial but are speedy. In addition to the weekly 
meetings to hear individual cases, the entire board meets once a month. At the 
monthly meetings the general policies of the office are reviewed, and the board 
uses the knowledge it has gained in hearing individual cases during the past 
month as a basis for changing and improving the general policies which it has 
previously laid down for the euidance of the office. While all of these board 
members are very busy people, they are giving their time to the program without 
compensation because they are convinced that their participation has made the 
program responsive to the needs of their community. 





208 DEFENSE PRODUCTION ACT AMENDMENTS OF 1952 


Boards like this one are meeting every day all over the country. Since August 
1 these boards have considered over 25,945 individual cases. Equally significant 
is the fact that the paid personnel of the rent offices—who, of course, handle a 
much larger number of cases—are following policies and ground rules which 
have been laid down for them by the members of the advisory boards. 

I do not wish to take the time of this committee to repeat what I am sure 
is obvious—that in this mobilization effort there have been and will be sudden 
and unforeseeable shifts of population as defense plants and military installa- 
tions are opened or reactivated. Unfortunately, housing is not a commodity 
that can be shifted to trouble spots. The Housing and Rent Act protects defense 
workers and the military from unscrupulous rent gougers and stabilizes rents 
while the housing supply is catching up. At the same time, the act also protects 
tenants from unwarranted rent increases in other communities which, while 
they do not qualify for the critical area designation, still have a serious housing 
shortage. In these classes of areas, rent control, in my opinion, is still necessary 
Therefore, I respectfully ask this committee to extend rent stabilization until 
June 30, 1954, as provided in S. 2645. 


STATEMENT By Tertrorp TAyYLorR, ADMINISTRATOR, SMALL DEFENSE PLANTS 
ADMINISTRATION 


In response to the announcement of your committee, I wish to set forth the 
views of the Small Defense Plants Administration with respect to the proposed 
legislation to extend the Defense Production Act of 1950, as amended, including, 
among other things, section 714, which provides for the existence and authority 
of this Administration. Our operations thus far have not reached the point 
where we can tell with certainty whether changes in our substantive authority 
will be necessary in order to enable us to carry out the mandate of Congress, but 
it is clear to us that our agency and at least its present authority will have 
to be continued if small business is to receive the protection and assistance 
which was intended. 

One of the great sources of this country’s strength through the years has been 
the continuing awareness of Congress of the importance to the Nation’s econ 
omy of strong and vigorous small-business concerns. This awareness has been 
evidenced by the many steps taken to sustain and promote the growth of small 
business, from the earliest days of our existence down to the significant measures 
taken during World War II. During the early months of that war, tens of 
thousands of small companies found their normal business being strangled 
through lack of supplies or of markets. Nearly 1 out of 20 closed their doors, 
and Congress was forced to act to save other thousands from certain doom. 

These lessons were not lost on Congress when events in Korea made necessary 
the considerat’on of new legislation. In passing the Defense Production Act 
of 1950, the Congress recognized at the outset the probability of injury to small 
business from a tremendously stepped-up defense program. This awareness 
was demonstrated in section 701 (a) of the act, which stated, “It is the sense 
of the Congress that small-business enterprises be encouraged to make the 
greatest possible contribution toward achieving the objectives of this act.” 

By this section, Congress showed its belief that the conservation of small 
enterprises is in accord with one of the oldest and strongest of our economic 
principles, that of preserving and promoting the competitive element in Ameri 
ean business. Congress likewise made plain that the country would be stronger 
for having maintained intact its small-plant capacity. 

By the end of the first year of accelerated rearmament, however, many small 
business concerns were in danger. Increasing shortages of critical materials, 
financial difficulties, and the concentration of Government procurement in a rela- 
tively few companies were causing a deterioration of the position of small 
business. It was clear that the intent of Congress, as expressed in section 
701 (a), was falling short of attainment. This was true, despite the sincere 
efforts of the Government agencies concerned to carry out this intent; their 
primary responsibilities were in other fields than that of preserving small busi- 
ness, and it was probably inevitable in the nature of things that small business 
was rapidly becoming the stepchild of the defense effort. 

To make certain, therefore, that small business would be maintained as a vital 
part of the Nation’s ecouomy and would play a significant role in the defcuse 
program, Congress in the latter part of 1951, without a single adverse vote, 








DEFENSE PRODUCTION ACT AMENDMENTS OF 1952 209 


added section 714 to the Defense Production Act, setting up the Small Defense 
Plants Administration, an agency which would have no primary function or 
interest other than the preservation and promotion of small-business enterprise. 
Accordingly, Congress provided that the Administration “shall not be affiliated 
with or be within any other agency or department of the Federal Government.” 
All of the powers and functions vested in the Administration by section 714 are 
to be carried out in the interest of small-business enterprise, within the general 
framework of the national economy. Most immediately, Congress was con- 
cerned that the defense mobilization program, and its inevitably consequent 
dislocations, shall not damage the Nation’s economic structure by further con- 
centration of economic power, or by diminishing the opportunities and participa- 
tion of small-business enterprise. To this end, the Administration is given vari 
ous recommendatory, review, consultative, and coordinating functions, primarily 
in the fields of credit, materials allocation, and procurement. 
sponsibility for the most part is, however, committed 
agencies. 

The primary aim of section 714 of the amended Defense Production Act, 
which brought the SDPA into being, was not only to help the small-businesss 
man, but to get the small-business man to help the defense effort. This the 
Congress proposed to do in three principal ways. In section 714 (b) (1) (A), 
it authorized SDPA to recommend to RFC, and RFC to make, loans to small 
business concerns engaged in defense or essential civilian activities. It stated 
in section 714 (f) (2) that it had “as its policy that a fair proportion of the 
total purchases and contracts for supplies and services for the Government 
shall be placed with sma]l-business concerns.” In section 714 (f) (8) it com- 
manded that “whenever materials or supplies are allocated by law, a fair 
and equitable percentage thereof shall be allocated to small plants unable 
to obtain the necessary materials or supplies from usual sources.”’ 

In short, Congress proposed that small companies should get their propor- 
tionate share of the defense contracts they could handle, that they should 
receive their fair share of materials whenever it was necessary to put them 
under allocation, and that they should obtain the financial assistance they 
needed to participate effectively in defense and essential civilian business. 

Since it is the recommendation of this Administration that SDPA be ex- 
tended, we feel it appropriate that we account to your committee concerning 
our operations during the brief period that we have been in existence 
plans for the future. 

While SDPA was created on July 31, 1951, the existence of the agency actually 
dates from October 19, 1951, at which time I took the oath of office as Admin- 
istrator. On November 1, 1951, Congress appropriated $350,000 to enable the 
agency to be organized and the nucleus of a staff assembled pending further 
study of the Administration’s program at this session of Congress. 

Within the limitations of the the available funds and a small staff, substantial 
progress has been made in establishing a program and putting it into effect. 

One of the most pressing problems of small-business concerns in the current 
mobilization period is that of obtaining the necessary financial assistance to 
enable them to participate in the defense effort. In the metal consuming indus 
tries particularly, the necessity of obtaining defense contracts is especially 
urgent as the supply or criitcal materials allocated to normal civilian produce 
tion continues to be severely constricted. But defense contracting generally 
requires much larger financing than small firms are able to secure from ordinary 
financial sources. Under section 714 (b) (1) (A), SDPA has been empowered 
to recommend to RFC loans to small concerns for defense and essential civilian 
purposes. A $100,000,000 funds has been authorized for the making of such 
loans by the RFC. The necessary procedures for carrrying out this authority 
have been agreed upon with RFC and, in the interest of efficiency and economy, 
the RFC field offices are being used for the filing and investigation of loan 
applications under section 714. The first loan was recommended to RFC on 
December 29 and since that date an additional 19, totaling $2,397,729. Ten 
applications have been found ineligible or unfavorably recommended. Of the 20 
loans favorably recommended, RFC has thus far approved 7 in the total amount 
of $651,000. Requests for financial assistance are increasing rapidly: as of 
March 3, 1952, 108 applications had been received, involving a dollar amount 
in excess of $62,000,000. 

As operating experience is developed, the procedures for handling section 714 
loans can no doubt be improved. Decentralization of authority, so that small 
loans can be handled entirely on a local basis by RFC and SDPA field offices, 


Operational re- 
to other Government 
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may well prove necessary to enable the expeditious processing of applications 
particularly those for working capital. 

“In addition to the loan authority contained in section 714, loans guaranteed 
by the three military departments under section 301 of the Defense Production 
Act (commonly called V-loans), progress payments, and advance payments 
are of great importance to the effective utilization of the productive capacity 
of small concerns. Evidence before this Administration indicates that mili 
tary contract financing policy has been subject to restrictions which are neither 
required by law nor necessary to protect the Government's interests, but the 
effect of which is to diminish drastically the availability of these devices t 
small-business concerns. Representations are being made to the Department 
of Defense to eliminate these restrictions. 

In the field of materials allocations, the Administration is empowered b 
section 714 (d) (2) “to consult and cooperate with appropriate government: 
agencies in the issuance of all orders limiting or expanding production b: 
or in the formulation of policy in granting priorities to, business concerns,’ 
and such agencies “are required, before issuing such orders or announcing 
such priority policies, to consult with the Administration * * *" Sine 
November 1951 SDPA has been represented on the DPA Requirements and 
Program Adjustment Committees and on the industry committees of NPA 
Through its membership on these committees, SDPA has worked closely wit! 
DPA and NPA to insure recognition of the special problems of small businesses 
in connection with materials distribution. Through the joint efforts of SDPA 
and NPA, a special small business hardship account was established in January 
for the purpose of supplementing the materials allocations to small concerns 
which had been cut below a break-even point of operation. SDPA is represented 
on the panel administering this program. 

SDPA is also planning a program for obtaining necessary machine tools and 
equipment needed by small concerns for defense production. 

Tax amortization benefits granted by DPA under the facilities program hav: 
gone to larger firms in such proportions as to raise serious concern for th: 
future competitive position of small business in many industries. SDPA 
has consequently urged DPA to insure that small companies have a fuller oppor 
tunity to share in this program in the future, suggesting specifically that 
fair proportion of each projected expansion program should be set aside for 
small-business concerns: to provide that separate, expeditious treatment be 
accorded applications from small-business concerns for necessity certificates 
and to end the present tendency to regard the granting of a certificate of 
essentiality for loans under section 302 of the Defense Production Act as 
factor unfavorable to the granting of a certificate of necessity, and vice versa 
Discussions with DPA with respect to these recommendations will commence 
shortly. 

Perhaps the most important, and certainly the most difficult, task of 1) 
Administration is to broaden the participation of small-business concerns 
Government procurement. In addition to protecting our competitive econon 
a greater diffusion of military procurement will speed production, spread know 
how, increase strategie dispersal of industry, and retain the productive pote 
tial of small plants. 

Last year, when section 714 was added to the Defense Production Act, the 
Congress determined that small business was not receiving a fair share of 
Government procurement contracts, and established this Administration 
large part in order to create an agency whose principal responsibility was 
assist small business in that direction. Despite limited time and a skeletor 
staff, we have taken a number of steps to carry out this mandate. But mucl 
more needs to be done. A report of the Munitions Board shows that the doll 
volume of military prime contracts placed with small concerns has been steadil 
decreasing. In fiscal 1950 the percentage was 24.5, in fiscal 1951, 20.9, and 
the first half of fiseal 1952, 19.7. There is no basis for believing that the revers 
ing of this trend will be a short or easy task. It will require the best efforts 
of and fullest cooperation between the procurement agencies and this Adminis 
tration. It will also require the use of all techniques anthorized by law. 

The most important of these techniques is that contained in section 714 
(2) authorizing this Administration and the procurement agencies to enter 
into joint determinations that it is in the interest of the national defensé 
program that specific procurement shall be placed with small-business co! 
cerns. The legal effect of such a determination is to restrict the award 
specified procurement to small firms. This authority, if exercised in a spirit 
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of cooperation by the procurement agencies, should serve to channel substan 
tially larger parts of defense procurement to small-busines concerns, and in the 
fields in which small business is particularly well qualified to produce. 

SDPA has been negotiating for some time with the Department of Defense 
with respect to a procedure for implementing the joint determination function. 
This will involve the placing of its procurement specialists in the major con- 
tracting offices of the armed services. Such specialists will be able to screen 
proposed procurements, ascertain those susceptible in whole or in part of being 
performed by small business, and propose joint determinations in appropriate 
cases. Similar negotiations are progressing with the General Services <Ad- 
ministration, Atomic Energy Commission, and other procurement agencies. 

During the past month a limited number of SDPA personnel has been placed 
in certain of the planning and procurement offices of the armed services to 
study procurement practices. 

A similar program of joint screening was adopted by the Smaller War Plants 
Corporation and the procurement agencies during World War Il. The official 
history of the Purchases Division, Headquarters, Army Service Forces, credits 
this measure with having played a significant part in boosting the small- 
business share of their procurement from 12.6 percent in 1945 to 26.7 percent 
in June 1945. During the next few months it exceeded 30 percent. 

The Administration has also obtained a ruling from the Comptroller General 
permitting greater flexibility in the awarding of contracts to small-business 
concerns where competitive bidding techniques are employed. If this authority 
is translated into action by the procurement agencies, it can be of considerable 
assistance in spreading procurement more broadly. 

SDPA is empowered, in section 714 (e) (6) and (f) (1), to certify small- 
business concerns as competent with respect to credit and capacity to perform 
a specific contract, and procurement oflicers are directed to accept such cer- 
tification as conclusive. This is one of several devices by which Congress 
sought to end the vicious circle whereby small concerns could not obtain con- 
tracts if they lacked financing and could not obtain financing unless they had 
contracts. It has been employed by SPDA on a few occasions thus far, and 
should be used increasingly when our budget permits a staff large enough to 
make the necessary investigations. 

We are likewise engaged in encouraging and assisting in the formation 
of production pools, consisting of manufacturers who pool their resources to 
fill defense contracts on a joint basis. The first of the certificates of com- 
petency which we issued was granted to one such pool. The practicability of 
these pools. was demonstrated during World War II, when 250 of them re- 
ceived $600,000,000 in war contracts, 

In addition, this agency has given advice and assistance to hundreds of small 
companies, directing them to agencies from which procurement contracts might 
be forthcoming, enabling them to be placed on bidders’ lists, contacting local 
procurement officers on their behalf, and giving technical assistance within the 
limits of our present budget. 

SDPA has endeavored to increase the share of small business in defense 
subcontracts and studies in this field are continuing. It plans to work with 
a selected group of large prime contractors to encourage and assist them in 
placing more subcontracts with small-business concerns, and has recommended 
to the Renegotiation Board changes in its proposed regulations which would 
authorize more favorable consideration in renegotiation of prime contractors 
which “farm out” substantial quantities of defense work to smaller firms. 
Another project which will be useful in both prime and subcontracting is the 
development of an inventory of productive facilities of small concerns. 

It can readily be seen that the foregoing activities in large part have merely 
set the stage for the more substantial contribution which SDPA will be able 
to make as the procedures which it has advocated are put into effect in 
addition to the cooperation ef the procuring agencies of the Government, to 
operate effectively SDPA will have to complete its organization and establish 
necessary field offices. These field offices will be concerned not only with con- 
tract procurement but also with any other major aspect of SDP A's activities, 
Establishment of field offices has proceeded as rapidly as possible within the 
limitations of our present appropriation, and six regional offices are now open, 
in New York, Boston, Chicago, Seattle, Dallas, and Minneapolis, with another 
Seven planned as soon as funds are available. Regional advisory boards have 
been named for the Boston, Seattle, and San Francisco regions. And when 
appropriations have been made for the revolving fund authorized by Congress, 
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we will be able to take prime defense contracts ourselves in appropriate cases 
and subcontract them to qualified small-business concerns, as provided for in 
section 714 (b) (1) (B) and (C). 

As its field force is augmented, as its representatives are placed in k¢ 
Government contracting offices and other centers influencing procurement, as 
joint determinations earmarking contracts for small-business concerns are 
entered into, as certifications as to competency are issued in increasing numbers, 
there is reason to believe that substantial improvement in the position of smal! 
business will follow. But that stage has not yet been reached, and cannot ly 
attained unless the initial steps which we have taken are implemented in the 
months to come. 

The history of the first year of the Defense Production Act clearly demor 
strates that congressional policy to preserve small business is not self-executing 
but requires the full attention of an agency entrusted with that single respons 
bility. The programs which Congress has entrusted to SUPA and which have 
only recently been put into effect must be continued in force and energetically 
administered if they are to achieve their purposes. We urge the committee 
recommend the extension of section 714. 


DEFENSE TRANSPORT ADMINISTRATION, 
Washington, March 4, 1952 
Hon. BurNer R. MAYBANK, 
hairman, Committee on Banking and Currency, 


lnited States Senate, Washington, D. C. 


DEAR SENATOR MAYBANK: In connection with the measures pending before your 
committee proposing an extension of the Defense Production Act of 1950, as 
amended (S. 2594 and S. 2645), IT should be pleased to have your committee co: 
sider certain problems which lie within the area of responsibility of the Defens« 
Transport Administration, as a delegate under the act, with respect to domestii 
transportation, storage, and port facilities in the United States and in its Ter 
ritories and possessions, 

In October 1950, following a careful study of the domestic freight car situation 
DTA recommended to the National Production Authority a program for the con 
struction of 10,000 freight cars per month for each of the 30 months January 1, 
1951, to July 1, 1955. This production, it was contemplated, would take care 
of anticipated retirements and permit of an increase of 125,000 cars in the size 
of the freight car feet. It was a goal intended to bring freight-car ownership 
uyy to a point where the national fleet could reasonably meet the needs of national! 
defense. 

In 1951, the number of domestic freight cars actually produced was 84,218, or 
50,782 cars less than the figure recommended by the DTA program, Allocations 
of controlled materials for the production of freight cars during the first 9 
months of 1952 indicate the actual production will be not more than 62,000 cars, 
er 25,000 cars less than the program goal. The total slippage for the 21 months 
would be 63,782 cars. To attempt to make up this slippage and attain the goal 
of 300,000 cars by July 1, 1955, would call for the production during the last 9 
months of the program period of 148,782 cars, or about 16,500 cars per month 
Having regard to all factors involved, we do not believe such production feasible 
Such softening in the demand for steel products as now appears is not in the 
Classes of products which are required for the production of freight cars, namely, 
plates, and structurals, which will probably be in short supply for the full de 
fense-production period. 

We are in the process of reexamining the freight car program in the light 
of the announced prolongation of the defense production period and will prob 
ably recommend to DPA that commencing October 1, 1952, over-all domestic 
freight car production, which includes tank cars, refrigerator cars, and cars for 
class I, I, LIT, and switching lines and other miscellaneous types of equipment 
for all railroads, should be at about 11,500 cars per month for the 21-month 
period to July 1, 1954. Our estimate includes 12,500 replacements, 72,000 cars 
to reduce car shortages to a reasonable level, and the remainder, 46,000, to 
take care of additional or new freight traffic. These figures do not include re 
quirements for military, industrial, or export. Mention should also be made 
of DTA programs for the construction of rail locomotives and passenger train 
ears which will run into the next fiscal year. 
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Another program which is sponsored by DTA as a claimant agency relates 
to the construction of dry bulk freight carriers for service on the Great Lakes. 
This program which is so intimately tied in with the movement of iron ore on 
the Lakes is running behind schedule, due principally to manpower shortages. 
Our best estimate is that five of these carriers will be in service prior to July 
1, 1952, seven more (including one conversion job) during the balance of the 
1952 navigation season, and the remaining six during 1953. The program is 
that requires continuous attention to its needs for materials and manpower. 

In other areas subject to DTA jurisdiction, namely, street and highway 
transport, inland water transport, warehousing and storage, and port facilities, 
we have sponsored important programs for keeping the various industries 
ubreast of the needs of the defense program. Their requirements for materials, 
equipment, and supplies, and their manpower problems, as so associated with the 
attainment of the objectives of the Defense Production Act, as amended, that it 
is quite necessary that adequate claimant representation on their behalf be 
tinued during the period necessary to attain those objectives. 

With respect to the exercise of DTA’s allocation and priority authority under 
the act, it has been necessary for this agency to institutje certain measures 
und controls and to undertake advance planning to meet greater steps in the 
mobilization effort. In the railroad transport field, it has been necessary f 
DTA, through the cooperation of the Interstate Commerce Commission, to 
exercise definite controls in the fields of traffic movement and conservation, 
particularly in connection with the Nation-wide shortage 
In the street and highway field, supervision over the carriers is also maintained 
through cooperation with the Commission. This is also true in the inland 
water transport and port facilities fields. 

The field activity connected with this work is largely paid for out of DTA 
funds. In the field of port utilization, it has been necessary for DTA to control 
the movement of grain to storage facilities in port terminal areas in order to 
avoid congestion and to assure the movement of essential foreign shipments of 
these materials. In all of the areas subject to DTA jurisdiction, it has been 
necessary from time to time for DTA to solve temporary problems of congestion 
arising from, or aggravated by, defense mobilization, through monsures ealling 
for the voluntary cooperation of Operators and shippers. Also, in all of these 
areas, it has been necessary for DTA to actively assist other mobilization agencies 
in connection with such programs for the financial assistance for industry ex- 
pansion as the tax amortization program and defense loans program; also to 
assist in the scrap recovery program. All of the above activities will have to be 
continued during the period of temporary mobilization. In some fields, as the 
traffic impact of the defense production program increases, more direct controls 
will be necessary. For illustration, the demand for Great Lakes transportation 
of dry bulk cargo in 1952 is estimated to be from 3 to 5 million tons in excess 
of available vessel capacity. Should the actual movement develop 
the estimates, it will be necessary for DTA to exercise some form of 
priority control to assure the movement of iron ore in proper 
steel mills. 

In the foregoing paragraphs I have set forth briefly the nature and manner 
of exercise of the claimant and control functions now being performed by the 
Defense Transport Administration, and indicated the need for their continuance 
during the period of defense mobilization. I should, of course, be pleased to 
submit to the committee such further information as it might desire in connec- 
tion with DTA programs or activities. 

Very truly yours, 
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JAMES K., KNupson, Administrator. 


DEPARTMENT OF THE INTERIOR, 
OFFICE OF THE SECRETARY, 
Washington, D. C., March 4, 1952. 
Hon. BurNet R. MAYBANK, 
Chairman, Committee on Banking and Currency, 
United States Senate, Washington 25, D.C. 

My Dear SENATOR MAYBANK: In the President's message of February 11, 1952, 
transmitting to the Congress his recommendation for the extension and amend- 
ment of the Defense Production Act, he pointed out that in order to complete the 
defense program rapidly and effectively, we must continue to have the authority 
contained in the Defense Production Act—which, among other things he enu- 
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merated, includes the authority to channel materials for defense and to help 
expand essential production. 

I have been informed that your committee has begun hearings on S. 2645, the 
bill which incorporates the President’s recommendations for the extension and 
amendment of the Defense Production Act. In connection with the committee's 
consideration of this legislation, I wish to emphasize a point which I am sure that 
its members already appreciate—namely, that the continuance and success of the 
defense programs within the Secretary of the Interior’s area of responsibility 
depend upon the continuing availability of the powers contained in the Defense 
Production Act, and particularly the authority mentioned specifically above. 

As you know, Interior’s defense responsibilities include those with respect to 
the provision of adequate supplies of petroleum and gas, coal and coke, and 
electric power, and the conduct of a program designed to encourage the explora 
tion for domestic sources of critical and strategic metals and minerals. All of 
the products encompassed in these responsibilities are essential to the fulfillment 
of direct military and essential civilian requirements, and highly important, to 
the expansion of the Nation’s basic industrial capacity to meet the goals of the 
defense mobilization program. In addition, this Department is responsible for 
the supply of fish and fish products—an important segment of our food supply 

The tremendous increase in demand for fuels and energy following the Korean 
outbreak and the initiation of the defense mobilization program has required 
large programs for the expansion of facilities in the petroleum, gas, coke, and 
electric-power industries. These programs, requiring substantial quantities of 
metals, have had to move forward even in the face of short supplies of stee! 
copper, and aluminum, for without increased supplies of fuel and power the neces 
sary expansion in supply of those metals and other very essential materials and 
equipment cannot be attained. Despite our best efforts and the cooperation of 
other defense agencies and the industries themselves, however, shortages of 
materials have limited the rate of expansion of supplies of petroleum, gas, coke, 
and electric power so that they have just barely been meeting demands. In some 
cases, there have been spot shortages requiring special emergency action. The 
progress which has been made would have been impossible without the authority 
provided by the Defense Production Act which enabled us to channel materials 
and products to the points of greatest need and to furnish financial aids where 
they were required. 

Similarly, if the power to allocate materials had not been available, even the 
maintenance of fishery production—our primary objective in this field, as dis 
tinguished from expansion in others—would have been exceedingly difficult, if 
not impossible, for the industry: and without funds made available under the 
authority provided by the Defense Production Act, we could not have made con 
tracts with prospectors and mine operators whereby Government shares in the 
eost and risk of exploration for metals and minerals which we hope will lead 
to discovery of reserves, the ultimate production from which will augment the 
Nation’s supply >of basic materials. 

The thumbnail sketches of selected problems and programs of Interior’s de 
fense administrations presented below will serve to illustrate how the authority 
contained in the Defense Production Act has been employed and how vital its 
continuance is to the solution of the still serious problems which lie ahead. In 
this connection, I should like to observe that many of the projects in the expan 
sion programs are still under construction and that a number of others, not yet 
started, also will have to be completed before our production goals are reached 
Continuing authority to assure that they receive materials and equipment is 
essential if the public and industries’ needs for fuels and energy are to be met 
and such authority will be required until materials are again in ample supply 
Also, the same priorities and allocation powers are needed to make it possible 
to allocate supplies of electric power and fuels if the need for such action should 
e2rise from curtailment of production or disruption of distribution as a result of 
adverse weather conditions or other causes, 


ELECTRIC POWER (DEFENSE ELECTRIC POWER ADMINISTRATION 


Most industrial manufacturing plants can be built in shorter time than th: 
2 to 3 years required for the construction of electric-power steam plants or the 
3 to 5 years required for hydroelectric plants. The new power loads represented 
by our industrial expansion will therefore come into existence hefore the corre 
sponding power-plant expansion—resulting in a general reduction of power re 
serves and, for certain areas, in serious power deficiencies. Power shortages loom 
in Texas for the summer of 1952 and 1953, in the Northwest from the fall of 1952 
to the spring of 1953 and again the following winter, and in the Southeast during 
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the winter of 1952. In addition, shortages are threatened in several localized 
points throughout the country. In order to allocate available power supply in 
the directions necessary for the defense program and the ma nutenance of the 
civilian economy, continuation of the priorities and allocation: authority with 
respect to electric power will be necessary through 1952 and 1953. 

While the allocation of power supply is necessary in time of shortage, it can 
at best merely distribute in a rational manner the inevitable curtailment of 
loads. The problem of power supply to meet the demands of the expanded econ- 
omy can only be solved ultimately by the construction of additional power facil 
ities. The expansion program for the power industry to meet these loads is 
prodigious—calling for an additional 30,000,000 kilowatts in the years 1952, 1953, 
and 1954. If anything, as pointed out by the special advisory committee a ippointed 
by Defense Production Administrator Fleischmann to review the power program, 
it appears that this program is a minimum program to meet expected loads. 

But the program for 1952 cannot be further expanded because of the limita- 
tions on the capacity of manufacturers of power equipment, and for the same 

reason, no significant increase in the 1953 program is possible. The existence of 
these limitations, coupled with continuation of shortages in certain of the basie 
materials for power equipment manufacture and electric utility field construc- 
tion, call for the exercise of the priorities and allocation authority to assure not 
only that adequate materials are made available for the total feasible program, 
but also that equipment and materials are channeled, through scheduling, to those 
areas where they are needed most to overcome present or threatened power short- 
ages. Even with the full exercise of such controls by the defense agencies con- 
cerned, still we can look forward only to the attainment of the minimum required 
power expansion in 1952 and 1953. 


SOLID FUELS (DEFENSE SOLID FUELS ADMINISTRATION) 


A dramatic demonstration of the imperative need for underwriting a continued 
flow of critical materials to an essential defense industry, through the exercise 
of the priorities and allocation powers provided by the Defense Production Act 
is furnished, by the coke industry. The production facilities of this industry 
must be expanded roughly in proportion to the expansion of the steel industry, 
since the need for coke rises in concert with the output of steel. 

As of December 31, 1951, the capacity of byproduct coke ovens then in operation 
was 74,300,000 tons. To attain the defense-mobilization expansion goal of 
S4 million tons of byproduct coke capacity by the end of 1953, new oven capacity 
of 10 million tons must be provided, plus 6 million tons of reconstruction, or a 
total of about 16 million tons. 

As of the end of 1953, the rated capacity of the byproduct coke oven 
reasonably be expected to be 79,250,000 tons. This will be 4,750,000 tons 
of the expansion goal set by the Defense Production Administrat 

The coke-oven-construction program can be achieved only if the large quantities 
of controlled materials required for new construction are received o ‘hedule. 
Some materials which are essential to this program, such as nickel-bearing steel, 
are in extremely short supply, and the continuation of the controlled materials 
plan is the only feasible method of assuring that the coke-ove! trl 
gram would not be undermined or halted by material shortages 

The expansion of coke-oven capacity has created a need for increased tonnag 
of metallurgical coal to make coke, which, in turn, requires a steady flow 
controlled materials for essential metallurgical coal-expansion projects. This 
need has been ampified by the heavier demands for coal-prey paration plants to 
clean and wash the coal which have arisen as the result of the increase in 
mechanized mining in which impurities are not removed as the coal is mined. 

In addition to providing the means of assuring that the material requirements 
of the coal and coke industries are met on time, the Defense Production Act also 
provides the authority which is essential to cope with shortages of these fuels 
which may arise. The authority provided in this act to direct shipments of coal 
and coke to the areas and industries where they are most urgently needed is a 
vital safeguard to minimize the impact of coal and coke shortages on other critical 
defense mobilization goals. 


PETROLEUM AND GAS (PETROLEUM ADMINISTRATION ‘FOR DEFENSE) 


The program developed by the Petroleum Administration for Defense involves 
expansion of all types of facilities on a world-wide basis necessary to the pro- 
duction, refining, transportation, and distribution of petroleum, gas, and their 
products. In many instances the carrying out of the program will deviate from 
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the normal desire of operators under normal competitive conditions. This devia- 
tion will be in the magnitude of the program, in the emphasis which is supplied 
particular branches of the industry, and in the location of facilities. 

The Defense Production Act provides the mechanism by which the quantities 
of materials necessary to carry out this program can be made available and 
channeled to the industry. It further provides the mechanism by which distribu 
tion within the industry can be effected so that materials are sent to points of 
maximum efficient use consistent with an over-all balanced supply program. 
In the absence of the Defense Production Act, there could be assurance neither 
as to over-all quantities made available to industry or as to the distribution 
within industry of those quantities so as to assure maximum efficient use of the 
materials consistent with a world-wide program. 

Turning to the problem of making available adequate petroleum products, when 
and where ne ded, it is obvious that the Defense Production Act continues to be 
necessary. ‘Thus, there is in effect under the act a regulation relating to the 
issuance of directives which provides means for meeting immediate shortages 
of petroleum products when they are encountered by the military or defense 
supporting industries. Under the regulation, adequate quantities of navy special 
fuel oil have been provided for the Navy, and to get the quantities manufactured 
the powers of the Defense Production Act have been used to direct supplies of 
residual fuel oil away from ordinary accounts to the manufacture of Navy 
special. The regulation has, moreover, been used in assuring continuing gas 
supplies to Military Establishments and industries engaged directly in man- 
ufacturing military products. The Defense Production Act powers have been 
utilized to meet the east-coast heating-oil problem, providing mechanisms through 
which additional supplies under a voluntary agreement could be brought to the 
east coast and there channeled through allocation powers to consumers who 
otherwise would be short. Similarly, these powers have been used to forestall 
incrensed demand for gas until such time as added tranmission facilities can be 
completed. 

The shortage of tetraethyl-lead has been met by an equitable distribution 
mechanism under the Defense Production Act, which also is directly utilized 
in building up a strategic stockpile of lead against military necessity. Increas 
ing quantities of aviation gasoline have been made available by utlization of 
Defense Production A powers through the channeling of various base stocKs 
otherwise going to commercial uses, into aviation gasoline manufacture. An 
increase in the lead content of commercial aviation gasoline brought about 
through use of Defense Production Act powers has, in an important part, con 
tributed to offsetting the loss of production of aviation gasoline deriving from 
a shut down of the Abadan refinery. 

In substance, the priorities and allocation powers both as to materials required 
by the industry and products produced in the industry, remain necessary to off 
set the adverse affects of shortages, to increase facilities against additional 
requirements and to channel materials of all kinds to most efficient uses in the 
defense program, The powers properly employed result in equitable distribution 
to all classes, large and small, and eliminate the necessarily restrictive con 
sequences which would result from unregulated distribution of materials. 

The Defense Production Act also provides aids to financing which have been 
called upon in specialized instances to assure needed facilities for defense pro 
duction. In petroleum and gas industries, these monetary inducements have 
not been of great use generally since the industries have been willing to under- 
take expansion with their own or privately borrowed funds so long as accelerated 
amortization was available. However, in special matters such as increasing 
alkylate capacity, the financial aids of the act have been and will continue to be 
of significant importance. Among those matters in which this type of financing 
may be used is the furtherance of a strategic stockpile of tetraethyl lead touched 
on above. 


FISHERY COMMODITIES (DEFENSE FISHERIES ADMINISTRATION ) 


The production of food in adequate quantities is recognized as being essential 
in the current defense effort. Fishery products, with annual harvest of between 
14 and 4.9 billion pounds, contribute substantially to the total food supply of 
the Nation. It is obviously very important, therefore, that our commercial 
fisheries obtain the controlled materials, equipment, and fabricated parts neces- 
sary to maintain or increase production commensurate with the Nation’s re- 
quirements for military and civilian feeding. 

The necessity for continuing the priority features of the Defense Production 
Act is well illustrated by several recent examples where important fish produc- 
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tion would have been lost but for the exercise of powers under the Defense 
Production Act. For instance, during the past few months, the Defense Fisheries 
Administration arranged for a timely allotment of carbon steel which enabled the 
fishery industry to maintain its schedule for fabricating the steel netting required 
for the annual rebuilding of the salmon traps which are the most important 
single type of fishing gear contributing to Alaska’s annual average production 
of 4,500,000 cases of canned salmon. Similarly, serious work stoppages and 
the threatened loss of highly essential! fish meals, oils, and solubles were averted 
by DFA’s timely priority assistance in the procurement of such key operating 
supplies as sulfuric acid, steam dryers, and high alloy metals, thus assuring 
the Nation’s livestock and poultry producers of the feeds so essential to their 
protein food production operations. Also, construction materials allotted to 
various segments of the fishery industry have made possible the operation of 
plants and fleets with a minimum loss of operating time. 

In an industry normally characterized by an unusually high degree of natural 
operating hazards, lost production time resulting from material shortages has 
been kept to a minimum as a result of the exercise of the priority provisions 
contained in the Defense Production Act. 


METALS AND MINERALS (DEFENSE MINERALS EXPLORATION ADMINISTRATION ) 


The efforts of the mining industry since the beginning of World War II have 
been directed to the production and the expansion of production of minerals 
and metals to the detriment of exploration for new reserves. The economic 
situation has been very unfavorable to exploration operations, with the result 
that the Nation’s ore reserves have been much depleted. The present emergency 
made it vital that work should be carried on for the discovery of further reserves 
of strategie and critical metals and minerals. 

The exploration program of Defense Minerals Exploration Administration 
is being carried out for the purpose of promoting and aiding in the discovery 
of such new reserves. The work is limited to those minerals which are his- 
torically in short supply, especially during periods of expanding production, 
and the program is wholly dependent upon funds made available by the Defer 
Production Act. 

fhis program is necessarily a long-range one, because the exploration yv 
itself takes time, and must be followed by operations for development and pre 
duction. It is a program that cannot be stopped and started at will wi 
expectation of success. The mining industry must have reasonabl 

continuing program over a period of years if satisfactory result 
achieved. 

Exploration work is now being conducted on some 212 projects 
projects now being prosecuted, many will require extensions of tir 
tional aid to be brought to completion. In addition to the projects ac y I 
prosecuted, some 436 applications for exploration project contracts are pending 
in DMEA in various stages of processing. Although, of course, many of these will 
not result in contracts, yet much of the work that is being done on them would be 
wasted and many favorable projects not begun if the borrowing authority pro- 
vided in the Defense Production Act should cease to be available. It is antici- 
pated that some 250 additional applications will have been filed by June 30, 1952, 
and that approximately 1,200 new applications will be filed in the next fiscal year. 

The exploration program is really just becoming well-established and its results 
becoming known. Two certifications of discovery have been made, and progress 
in other projects gives assurance that many other certifications of discovery will 
be made if the work is continued. 

The existence of adequate “borrowing authority” under the Defense Production 
Act is important not only to the exploration program for strategie and critical 
metals and minerals but also to the success of programs for the construction of 
certain additional facilities in the petroleum and solid fuels industries. A care- 
ful reappraisal of the estimated defense needs in this regard has been made 
and data have been submitted to the Defense Production Administration. 

I have attempted by way of emphasis to recall to the members of the committee 
the fundamental importance to the whole defense effort of the programs under 
the Department of the Interior and the essentiality of a continuation of the 
Defense Production Act. I strongly recommend that the committee give favorable 
consideration to the bill, S. 2645. 

Sincerely yours, 
Oscar L. CHAPMAN, 
Secretary of the Interior. 
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STATEMENT OF JESS LARSON, ADMINISTRATOR, DEFENSE MATERIALS PROCUREMEN | 
AGENCY 


As Administrator of the Agency responsible for coordinating Federal activities 
with respect to the supply of metals, minerals and other materials, I will contin 
my remarks on the Defense Production Act to the need for continuation of i 
provisions to insure necessary supplies of these basic commodities. 

As the mobilization program got underway, it became clear that we must e) 
pand our basic economy to support military and civilian requirements. Availabl 
supplies of many strategic and critical minerals and metals were insufficient | 
meet these needs. 

Our ability to resist aggression depends to a large extent upon our basic ec 
nomie strength as reflected in available supplies of such commodities as copper, 
lead, zine, cobalt, tungsten, manganese, titanium, fluorspar, sulfur, and nick: 
as well as other minerals some of which are in short supply. Weapons and 
production lines are made from metals. Metals and minerals set the pace of tli 
mobilization program. For many of these materials we are dependent to a large 
extent on imports. Virtually all of our tin, manganese, cobalt and many other 
items come from foreign sources. Increased amounts are needed from Europ 
Africa, Asia, Australia, Latin America and Canada. 

In organizing the structure to bolster American defenses during the current 
emergency, the President established the Defense Materials Procurement Agenc) 
to centralize activities relating to development and expansion of metals and 
minerals supplies, both domestically and abroad. Its job is to insure, so far as 
possible, the flow of materials necessary to meet production and stockpile obje: 
tives and to maintain the civilian economy. DMPA was made responsible for 

1. Purchasing and making commitments to purchase metals, minerals, 
and other materials for Government use or resale ; 

©» Encouraging the exploration, development, and mining of critical and 
strategic metals and minerals; 

3. Making subsidy payments; 

4. Serving as a guaranteeing agency for loans to private business enter- 
prises ; and 

5. Installing additional equipment in Government owned and privately 
owned facilities. 

In addition, DMPA has responsibilities with respect to granting of loans 
and accelerated tax amortization certificates. It also provides priorities and 
allocations assistance for maintenance, repairs, and operating supplies, equip 
ment, machinery, and for construction projects, and assists the mining industr 
in obtaining access roads, manpower, housing and transportation. 

Since its establishment in August 1951, the DMPA has made and is contint 
ing to make intensive studies of requirements and of existing and potentia 
sources of supply. On the basis of these studies we are using authoriz 

ethods to expand domestic sources of supply, emphasizing the developme! 
und exploitation of new resources, Insofar as requirements cannot be | 
hy increased production at home, we are stimulating additional output 
other nreas of the free world. 

Sul ntinl achievements have already been effected in developing basi 
resources and expanding capacity of the mining industry. We are alread 
eettil aterials from some new and expanded facilities. Progress in explor: 

and installation of new facilities should relieve shortages 

his year. Some of the new facilities which are being pr 

not begin production for several years. These facilities 

e extent replace resources being depleted through the defense effol 

ntensive seirch has been initiated for new sources of supply. For som 
minerals, this will result in significant gains; for others, supplies will always 
he limited. Through the Defense Minerals Exploration Administration in the 
Department of the Interior, exploration contracts have been made covering 
numerous commodities. These contracts, together with assistance throuch 
rapid tax write-offs, purchase contracts with floor prices, and direct loans 

will bring substantial results in the next few years. 

Under agreements which have already been entered into with producers 
the rate of annual supply of copper will be increased by more than 200,000 
tons or 10 percent by 1955. 

By 1955, under Government assistance already provided for, the supply of 
zine will be increased by 175,000 short tons or more than 18 percent per year, 
the annual supply of cobalt from all sources will be increased by approximately 
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5 million pounds or over 50 percent; supplies of acid-grade fluorspar, so vital 
to the aluminum program, will be up over 30 percent; and supplies of nickel 
will be up 50) percent, chiefly from foreign sources, 

Through direct purchasing of the output and financial assistance of exploration 
and development projects, increased supplies of critical materials are being ob- 
tained from other countries, Commitments of over $115 million by DMPA and 
ECA have been made for foreign development projects covering industrial 
diamonds, bauxite, copper, aluminum, chromite, lead, zinc, fluorspar, manganese, 
and tungsten, Sizable quantities of some of these materials have been received 
in repayment of advances which have been made. 

I believe we have laid a good foundation for greater expansion of supplies in 
the next few years. However, much more remains to be accoiuplished. 

Expansion of supplies of basic commodities cannot take place overnight. There 
was little slack in the economy when the mobilization program was launched. 
Mines, mills and smelters in general were operating hear capacity. There was 
little margin in our supplies of basic materials. 

For some commodities like aluminum, the problem has been one of expanding 
processing facilities for relatively abundant ores. For others the problem is to 
increase the supply of ore itself. This is generally a long-term undertaking even 
where sources of raw materials are known to be present. Where exploration 
of ores is needed before development can begin, the time required to increase 
supplies is necessarily longer. This is particularly true when supplies are de- 
pendent upon exploration and development in other countries From 2 to 5 
years may be required to bring a new mine into full production, and 10 to 15 
years may be required to pay off the indebtedness to the United States Govern- 
ment without endangering the financial position of the operator. 

Extension of the Defense Production Act is necessary for completion of the 
program which has been started. It is necessary for provision of the additional 
supplies of basic minerals and metals required for fullillment of production 
objectives. The mining industry is basic to the entire defense program. Sup- 
plies of many minerals are not yet adequate to meet consumption requirements, 
Additional amounts are required to meet stockpile goals. The shortage of some 
minerals is such that it has recently been necessary to divert stockpile purchases 
for current industrial use. 

Much time and effort has gone into projects which have not yet been completed, 


i 
Failure to provide for continuation of the work which is under way would mean 
loss of much that has already been done. 
If the act is extended for a 2-year period, as proposed by the President, provi- 


sion should be made for such additional funds as nay be required for nancial as 
sistance necessary to expand capacity and output in the United States and other 
countries. We must not fail to bring the supply of available metals and minerals 
more nearly in line with total requirements. . 

The borrowing authority requiretnents for DMPA through June 30, 1955, are 
estimated at approximately $1.1 billion. This excludes the requirements for 
rubber, machine tools, iron and steel scrap, and aluminuim sheet programs which 
are being prepared by NPA. DMPA has been authorized approximately $1 billion 
in borrowing authority for programs certified through January 31, 1952, includ- 
ing requirements of the programs just mentioned. With the discontinuance 
of the rubber program and adjustments of excess requirements for programs 
presently certified, DMPA can live within the total estimate of $1.1 billion for 
fiscal 1953. However, additional borrowing authority should be provided on a 
contingent basis if the act is extended for a 2 year period. 

You may be assured that I will make every effort to see that funds provided 
are effectively used—to effect the maximum increase in output at the least cost. 
Expansions of supply must be made wisely, with full regard for the health of the 
domestic economy and the American taxpayer. At best, the operation is an 
expensive one and we must make certain that it does not cost the taxpayers a 
single dollar more than is absolutely necessary. 

We must not lose sight of the fact that this is a temporary, emergency pro- 
gram. lHlowever, under the defense program known reserves of metals and 
minerals are being exploited at a rapid rate. At the same time, requirements for 
peacetime uses are continuing to increase. The adequacy of future supplies 
Will depend upon continued exploration and research. The maintenance and 
improvement of our standard of living will depend to a considerable degree on 
conditions favorable to exploration, development, and production of basic raw 
materials, 
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FEDERAL TRADE COMMISSION, 
Washington, D. C., February 21, 1952 
Hon. BurNET R, MAYBANK, 
Chairman, Committee on Banking and Currency, 
United States Senate, Washington, D. C. 

My Dear Mr. CHAIRMAN: We have received copy of your bill S. 2594 as trans 
mitted by your staff director under date of February 6, 1952, with request for our 
opinion respecting the measure which provides for extension of the Defense Pro 
duction Act of 1950 as amended and the Housing and Rent Act of 1947 as 
amended, to June 30, 1953. 

In reply I wish to state that the Commission is of the opinion extension of 
the legislation referred to is necessary in order that the national policy so wel 
expressed in section 2 of the Defense Production Act may be carried out. 

The emergency which called forth these statutes is still with us. It involves 
the great need of strengthening the security of the Nation and seeing to it that 
the national defense is adequately supplied. Continuance of basic legislation 
for these purposes is in our opinion highly important to the public interest. 

The legislation which is proposed to be extended does not directly apply to 
this Commission with the exception of section TOS of the Defense Production 
Act. This section provides for consultation with the Chairman of the Federal] 
Trade Commission in respect to voluntary agreements and programs which may 
be utilized to further the objectives of the act. It also contains provisions for 
the making of certain investigations by the Commission at the request of the 
Attorney General. We feel that this section should continue to be operative 
since it provides some measure of protection against matters which may involve 
violation of the antitrust laws and the Federal Trade Commission Act and 
against factors which operate to strengthen monopolies, injure small business, 
or premote undne concentration of economic power. 

By direction of the Commission. 

Sincerely yours, 
STEPHEN J. SPINGARN, Acting Chairman. 

Pursuant to regulations, this report was submitted to the Bureau of the Budget 
on February 21, 1952, and on March 4, 1952, the Commission was advised that 
there would be no objection to the submission of the report to the committee. 


JAS. M. Mrap, Chairman 


STATEMENT OF SECRETARY OF LABOR MAuRrIcEe J. Tostn 


The President, when the original Defense Production Act of 1950 was enacted, 
recognized that the determination of defense production goals and the exercise 
by the Government under the act of the production, allocation, loan, procure 
ment, and other functions for carrying out the defense production program, 
would create increased demands for labor which, if not carefully planned for in 
advance, might cause a breakdown of the whole defense production program 
Therefore, in delegating his functions under the act, in Executive Order No, 10161, 
issued September 9, 1950, the President directed the Secretary of Labor to utilize 
the functions vested in him so as to meet most effectively the labor needs of 
defense industry and essential civilian employment and to 

“(a) Assemble and analyze information on labor requirements for defense 
and other activities and on the supply of workers. (Executive Order 10200 
placed the determination of labor requirements for defense production with 
the Defense Production Administration. ) 

“(b) Consult with and advise each delegate referred to in section 101 of 
this Executive order and each official exercising guaranty or loan functions 
under part III of this Executive order concerning (1) the effect of contem 
plated actions on labor supply and utilization, (2) the relation of labor 
supply to materials and facilities requirements, (3) such other materials as 
will assist in making the exercise of priority and allocations functions con 
sistent with effective utilization and distribution of labor. 

“(c) Formulate plans, programs, and policies for meeting defense and 
essential civilian labor requirements. 

“(d) Utilize the public employment service system, and enlist the coopera 
tion and assistance of management and labor to carry out these plans and 
programs and accomplish their objectives. 





id 
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“(e) Determine the occupations critical to meeting the labor requirements 
of defense and essential civilian activities and with the Secretary of Defense, 
the Director of Selective Service, and such other persons as the President 
may designate, develop policies applicable to the induction and deferment 
of personnel for the armed services, except for civilian personnel in the 
Reserves.” 

In accordance with the authority and responsibility placed in him by this 
Executive order, the Secretary of Labor organized the resources of the Depart- 
ment for defense manpower. A Defense Manpower Administration was created 
within the Department of Labor, headed by an Administrator with authority to 
supervise and direct as well as coordinate the defense manpower activities of the 
Pepartment, and the responsibilities and activities of the various bureaus and 
offices of the Department with respect to defense manpower were defined. 

A summary of the major manpower programs of the Department, and the 
actions which have been taken to implement them, appears in the First Annual 
Report of the Joint Committee on Defense Production (Rept. No. 1040, 82d Cong., 
Get. 10, 1951, pp. 314-317), and the monthly reports submitted by the Department 
to that committee. However, I would like to summarize the high lights of the 
program here. 

The major manpower problems with which the Department of Labor is deal- 
ing are in the following fields: (1) expansion and distribution of the labor 
force where needed through voluntary decisions of labor and management; (2) 
expansion, conservation, and distribution of specialized personnel having skills 
essential to defense mobilization: (3) assuring the best use and productivity 
of the labor force; and (4) making sure that decisions on production, procure- 
ment, materials, and location of facilities utilize surplus labor in areas where 
it is located. 

The guiding policies under which the manpower program operates have been 
set forth in several policy statements. most important of which are the national 
manpower mobilization policy issued by the President in January 1951 in a 
memorandum to executive departments and agencies, and defense manpower 
policy statements Nos. 1 and 4, issued by the Director of Defense Mobilization, 
the latter effective February 7, 1952. The essence of these policies is found in 
the paragraph in the President’s statement to the effect that 

“Production will be scheduled, materials allocated and procurement dis- 
tributed with careful consideration of available manpower. Whenever 
feasible from an economic and security standpoint, production facilities, 
contracts, and significant subcontracts will be located at the 
labor supply in preference to moving the labor supply.” 

There is no doubt that such a policy is not only in the public interest but 
essential to the sound and efficient functioning of our national defense mo- 
bilization program. To increase facilities and defense orders in areas of full 
employment or already saturated by defense activities means not only the in- 
efficient use of manpower but also the creation of all the attendant problems 
of housing, schooling, and other community facilities. 

In carrying out these national manpower policies, the Department of Labor 
participates in central defense programing, and in decisions with regard to the 
purchasing of goods and services, expansion of production facilities, allocations 
and priorities of materials, and other production matters. In order to insure 
that the demand for labor is created rationally and consistent with labor force 
considerations and limitations, the Department of Labor consults and advises 
with the defense production agencies. Such consultation is effectuated through 
+} 


he Secretary of Labor on the Defense Mobilization 


sources of 


is 


s~oard, and departmental 
resentation on an interagency manpower policy committee and a labor-man- 
agement manpower policy committee, both in the Office of Defense Mobilization, 
and on such boards as the Requirements Committee of DPA, the Program Adjust 
ent Committee of DPA, and the Orders Clearance Committee of NPA. 

The increase in the armed services and defense production has necessarily 
increased our need for highly skilled and technical persons and has created 
actual or potential shortages of certain skills essential to the whole program 
Therefore, the Department, acting under responsibility placed in it by Executive 
Order 10161, established a list of critical occupations, i. e., occupations in which 
an actual or potential shortage of workers exists, which require considerable 
training time, and which are indispensable to their industries. This list of 
critical occupations is revised from time to time. Petitions for changes in the list 
present -d by employers, trade associations, labor organizations and other sources 
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having an interest in specific occupations are given consideration. This list « 
critical occupations was distributed by the Selective Service System to its loc; 
boards to assist them in making determininations on requests for occupation: 
deferment, and was used by the Department of Defense in considering request! 
for delay in the call to active duty of reservists and the National Guard. 

Not only must critcal skills be preserved through proper deferment programs 
but also training programs must be developed to increase our pool of skills 
workers. In this connection, a policy has been adopted of defering apprentices 
already training in critical occupations and the program of the Department « 
Labor for stimulating increased training of apprentices in critical occupation 
has been greatly increased. For example, during 1951 when shortages of high 
skilled metal workers threatened to slow down the machine tool program, th: 
industry was given priority in the recruitment and training of labor, and speci: 
consideration was given to machine tool workers subject to Selective Service or | 
call-up by the Department of Defense as reservists 

The pressing need for the training of defense workers, in general, is being me 
by the Department of Labor in cooperation with other interested agencies and 
management, labor and educational institutions. 

No manpower policy can be operated effectively without constant knowledge of 
and adjustments based on fact-finding and statistical analysis. Here the Depart 
ment of Labor has played an important role. An example of this type of servic: 
is its constantly up-to-date classification of 174 major labor market areas int 
t groups: group I—areas of labor shortage; group Il—areas of balanced lab« 
supply; group I!I—areas of moderate labor surplus: and group [V—areas of 
substantial labor surplus, i. e.. where unemployment is over 6 percent of the 
labor force. The January 1952 labor market figures showed 5 areas in group | 
and 51 areas in group II, 100 areas in group IEI, and 18 areas in group lV. T) 
and other labor market and manpower information is of critical importance it 
central defense programing, purchasing of goods and services, operating Gover) 
ment facilities and installations, promoting rescurces expansion for nationa 
security, and exercising material priorities and allocations. For example, under 
ODM’s Defense Manpower Policy Statement No. 4, which provides for the plac 
ment of procurement orders in areas of current or imminent labor surplus to the 
ereatest extent feasible, the Department certifies what areas have such a labor 
surplus. In addition to the 18 major labor market areas found to exist in Ja! 
ary, the Department certified 5 smaller areas of Inbor surplus, 25 in all. 

Estimates prepared in a study by the Department of Labor indicate that over 
the next 2 vears total manpower requirements for the national-defense prograt 
and for expected levels of civilian output will increase by an estimated 5 
million. In 1952, expanding manpower requirements for defense will be part! 
offset by employment reductions in nondefense. However, in 1953, a recove 
in labor demand for the production of civilian goods is expected which w 
then be superimposed on peak levels of manpower requirements. This reviva 
of the production of civilian goods and services is expected in fields not requir 
ing the use of scarce materials and will be generated by gains in consumet 
income. Meeting these requirements over the next 2 vears will strain on 
manpower resources and will result in the tightest labor market experience: 
since the war mobilization effort of World War fl. This means that even mor: 
intensive consideration must be given to manpower supply in carrying out the 
mobilization program and that the stabilization activities of the Governmen! 
must be maintained and intensified because of the increased pressures whic! 
will result from these increases in consumer income, 

The Department of Labor furnishes much of the economic data, statistic: 
material, and basic data on prices, employment, wages, and industrial relations 
which are essential to the administration of the defense mobilization progran 
Best known, perhaps, are the Consumers’ Price Index, the weekly wholesal 
price index, and the daily spot market price index of 2S sensitive commodities 
traded on organized exchanges. The Consumers’ Price Index was developed du 
ing World War I when rapid changes in living costs, particularly in shipbuilding 
centers, made such an index essential in wage negotiations. Since that time 
it has undergone a number of changes and improvements and is today one of 
the most widely used statistical series published by the Federal Government. I: 
its present form the Index applies to moderate-income families in large cities and 
is designed to measure average changes in retail prices of selected goods, rents 
and services, weighted by quantities bought by moderate-income workers. Thy 
trend in the revised Consumers’, Price Index in 1950 and 1951 has been as fo 
lows: June 170.2, July 172.0, August 173.4, September 174.6, October 175. 
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November 176.4, December 178.8, January 181.5, February 183.3, March 154.5, 
April 184.6, May 185.4, June 185.2, July 185.5, August 185.5, September 186.6, 
October 187.4, November 188.6, December 189.1, January (1992) 189.1. 

The 18-month period since the announcement by the Office of Price Stabiliza 
tion of the General Ceiling Price Regulation has seen a leveling off of prices, 
both wholesale and retail—a dramatic contrast to the sharp increases in the 
7 months following the outbreak of war in Korea. 

During those 7 months, there were waves of scare buying by producers as well 
as consumers. World War II experience had indicated where wartime shor 
ives could be anticipated. On the basis of that experience, there was wild 
speculation in the commodity markets for such commodities as raw wool, tin, 
and rubber; manufacturers sought to stockpile inventories of metals and ma 
chinery; distributors and consumers tried to acquire inventories of Consumers’ 
durable goods—from television sets to electric irons—as rapidly as possible, and 
before anticipated controls such as materials allocations and consumer ration 
ne could be imposed, As a result, prices advanced rapidly. The Labor Depart 
ment’s Bureau of Labor Statistics’ Consumers’ Price Index rose 8 percent from 
June 1950 to February 1951, the mouth in which the index best reflects the full 
pre-GCPR advance in prices. The wholesale price index rose 16.3 percent, and 
the daily spot market index of the prices of 2S sensitive commodities traded on 
organized exchanges, jumped 45.3 percent. 

After GCPR, the picture changed. The Consumers’ Price Index for January 
1952 was 2.9 percent higher than in February of 1951, the wholesale price index 
28 percent lower. The daily index for January 1952 was 16.1 percent below 
the January 25, 1951, level. 

It is clearly impossible to attribute this leveling off entirely to price contro! 
The rescheduling of the mobilization program, and the flexibility of the Ameri 
can economic system in simultaneously meeting defense needs and providing 
for most civilian demands, have unquestionably eased the pressure on prices, 
Tax increases and credit controls have helped. On the other hand, when GCPR 
was announced, prices were still going up. Even though the economic situation 
was such that prices would have leveled off during the year, the initiation of 
price control in January 1951 resulted in stabilizing of prices at lower levels 
and at an earlier date. Put another way, the price freeze gave us a breath 
ng spell, time to assess the effect of mobilization on the economic picture, and 
to realize that, with prices under control, there was no need for scare buying 
“to beat the inflation.” 

So much for what is past. What if we do not renew and strengthen the anti- 
inflationary provisions of the Defense Production Act? Is there any need to 
continue to offer assurance to businessmen and the consuming public that prices 
will not be permitted to get out of hand? 

We have been fortunate so far in being able to afford both guns and butter 
We cannot count on continuation of that good fortune. Peak production for de 
fense is still in the future. The maximum drain on materials and the maximum 
increase in purchasing power resulting from defense production, have not yet 
been felt. It will take 2 years of continued control authority to get us over the 
danger period. With luck, these controls can be kept ata minimum. If the infla 
tionary pressures mount, the ability to invoke stand-by controls promptly will 
prevent new waves of scare buying and price rises. 

But merely renewing the existing price contro! legislation is not enough 
Three of the amendments of 1951 weakened the control legislation so that, even 
with the lessened price pressures of 1951, it was difficult to contain price rises 
in certain parts of the economy. These are the Capehart, Herlong, and Butler 
Hope amendments. 

Both the Capehart and Herlong amendments have the effect of supporting 
cost-plus pricing methods for most of the commodities entering manufacturing 
and distribution channels. The idea of automatic pass-through of costs does 
injury to the competitive price mechanisms which characterize a free enter- 
prise economy. Of course, real hardship warrants relief, but that is provided 
under the price control law without these two amendments. 

The Butler-Hope amendment, banning the use of slaughter quotas, for beef, 
has not had too serious results in the past year, in part because of the greater 
availability of such meats as pork and chicken. But given a condition of short 
livestock supplies, which can well occur, we are tempting fate if we prohibit 
use of the best tool so far developed for assuring fair distribution of meats, with 
out resort to black markets or injury to legitimate distributors. 

And finally, in addition to better controls over prices, we must continue and 
strengthen controls over credit. 
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All economie controls which interfere with the ordinary give-and-take of the 
economy are obnoxious. But they are the instruments which should be kept at 
hand—as any good carpenter keeps his tools at hand—for the times when they 
are needed. The carpenter may not use some of his tools more than once in 6 
months, but when he needs a particular one he wants it in his tool box, ready for 
immediate use. Similarly, though we are undergoing a period of apparent price 
stability, we must be able to count on having available, when needed, the neces 
sary tools of price and credit control. Continuing and strengthening this legis 
lation now, when we have a breathing spell in which to affirm its purpose, pro 
vides needed insurance against future inflationary pressures. 


UNITED STATES DEPARTMENT OF AGRICULTURE, 
OFFICE OF THE SECRETARY, 
February 26, 1952. 
Hon. BURNET R. MAYBANK, 
Chairman, Committee on Banking and Currency, 
United States Senate. 

DeEAR MR. MAYBANK: This is in reply to a request of February 6 from the staff 
director of the committee requesting a report on S. 2594, a bill to extend the pro- 
visions of the Defense Production Act of 1950, as amended, and the Housing and 
Rent Act of 1947, as amended. 

The proposed bill would extend the provisions of the Defense Production Act 
of 1950, as amended, for 1 year from June 30, 1952, to June 30, 1958, by amend- 
ing sections 714 (a) (4) and 717 (a). It likewise would extend the provisions 
of the Housing and Rent Act of 1947, as amended, from June 30, 1952, to June 
30, 1953, by amending sections 4 (e) and 204 (f). 

On February 11, the President transmitted to the Congress a message recom- 
mending that the Defense Production Act be extended for 2 years and that the 
present law be strengthened in a number of respects. Following receipt of this 
message, S. 2645, which incorporates the President’s recommendations, was in- 
troduced by Senator Maybank. We feel that the provisions of S. 2645 are pre- 
ferable to those of S. 2594, and are prepared to testify on the proposal at the 
convenience of your committee. 

The Bureau of the Budget advises that, from the standpoint of the program of 
the President, there is no objection to the submission of this report. 

Sincerely yours, 
C. J. McCorMIck, 
Acting Secretary. 


DEPARTMENT OF AGRICULTURE, 
Washington 25, D. C., March 4, 1952. 
Hon. Burnet R. MAYBANK, 
Chairman, Committee on Banking and Currency, 
United States Senate. 

DEAR SENATOR MAYBANK: On February 26, in reply to your request for a report 
on §. 2594, a bill to extend the provisions of the Defense Production Act of 1950, 
as amended, and the Housing and Rent Act of 1947, as amended, we informed 
you that the Department favored the extension of the Defense Production Act 
for 2 years and the strengthening of its provisions in a number of respects along 
the lines suggested in the President’s message of February 11, 1952. We 
further indicated that the Department was prepared to testify on the proposa 
at the convenience of your committee. 

Since transmitting this letter, we have been informed that your committes 
contemplates hearing testimony from only a few agencies on the bill to extend 
the Defense Production Act. At the request of the Office of Defense Mobilization, 
we are sending you this letter which indicates our views as to the need for ex 
tending the act from the standpoint of certain authorities directly vested in thé 
Department, and the need at this time for price contro] from the standpoint of 
agriculture. 

Before discussing these matters, we should like to reemphasize this statement 
the Department made to the House Committee on Banking and Currency on 
May 14, 1951, in endorsing at that time a 2-year extension of the Defense Pro 
duction Act: 

“Instinctively, none of us like controls. Likewise, none of us like the 
current threat to our security and the peace of the world. Only a few fail 
to recognize that in abnormal and emergency times, some emergency meas 
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ures are necessary. Right now the emergency calls for measures to deal 
with a shortage of basic materials needed in the defense effort, to alleviate 
our manpower problems, and to counteract inflationary pressures. 

“The basic authority for such measures lies in the Defense Production Act. 
It should be extended and strengthened so that our Nation may finish the 
job of girding for defense against the most awesome threat that mankind 
has ever faced.” 

The priority and allocation authority given to the President under Title I of 
the Defense Production Act of 1950 should be extended, except for section 104. 

Currently, a limited number of commodities under our jurisdiction are under 
allocation and only one commodity, castor oil, is under domestic end-use restric- 
tion. However, during this season our reserves of feed grains are being reduced 
by about one-third wheat reserves are also being drawn on substantially and 
cotton reserves are at the lowest level in recent history. We will enter the 1952- 
53 marketing year with reserves of these commodities, particularly feed grains 
and cotton, at extremely low levels. We are hopeful that attainment of produc- 
tion goals in 1952-53 will minimize the need for use of the control authority 
contained in title I. But if we encounter production problems on some of the 
major commodities, or if we are called on to meet substantially increased demands 
at home or abroad, the priority and allocation authority should be available for 
action necessary to further the needs of the defense mobilization program. 

As indicated by the President in his letter of January 28, 1952, to Senator 
McFarland, majority leader, United States Senate, section 104 should be re- 
pealed promptly, since safeguards to protect the interest of our farm producers 
are embodied in the general allocation authority contained in the Defense Pro- 
duction Act and in other existing legislation. 

Economie stabilization in emergencies such as the present is essential, and the 
controls must apply equally to all groups—agriculture, labor, and industry. 

Farmers as a group do not want inflation. They do not want inflation because 
they know each boom is followed by a bust which frequently wipes out savings 
and investments. They know that when the bust comes, farm prices fall 
first and fall the fastest. They know that prices of other commodities are less 
flexible, sticky, to use a very common term, and tend to stay up as industry 
lowers production rather than price. 

Today, farmers are quite concerned about price stabilization, or rather what 
might be termed “lack of adequate price stabilization” on commodities they buy. 

They are concerned because they see prices of things they must buy going up, 
commodities for both production and living. These see these prices going up 
despite the fact that prices of most of these items originally were frozen under 
the General Ceiling Price Regulation issued by the Office of Price Stabilization 
on January 26,1951. At the same time, prices of agricultural commodities, gen- 
erally speaking, are going down, including most of those few commodities for 
which dollars and cents ceiling prices have been established. 

In other words, prices of many things farmers buy are pushing through their 
initial ceilings, whereas prices of things farmers sell are pushing down toward 
support levels. ; 

Agriculture’s concern about the need for adequate price stabilization is best 
expressed by the way the changes in these two price levels—the prices of things 
farmers sell and the prices of things they buy—have affected their purchasing 
power. From mid-January 1951 (just before the price freeze) to February 15, 
1952, some 13 months after prices were frozen, prices received by farmers de- 
clined 4 percent. During this same period, prices paid by farmers, including 
interest, taxes, and wage rates, went up 6 percent. As a result, the parity ratio, 
which measures changes in farmers’ purchasing power, dropped 9 percent below 
January 15, 1951, levels and currently is only 3 percent above pre-Korean 
levels. 

Prices farmers pay for commodities and services they use in production 
and family living are today at an all-time record high—13 percent above pre- 
Korea. 

Here are a few examples of the extent to which prices of things that farmers 
buy have gone up in the past year, even though these prices were under control: 


Percent 
Farm trucks, tractors, autos, ete__._________- +10 
Autos and auto supplies beeen a 1-10 


Farm supplies_- sae sai ee aan 1-9 
Farm machinery (excluding tractors) ~~~ : 14 
Building and fencing materials Scacchi 15 
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It is significant again to note that these increases came in a period when 
farm prices as a group dropped about 4 percent. Changes in the past year i: 
prices of the various commodities and services farmers buy and the relative 
importance of these commodities to farmers are shown in the enclosed tab 

If prices of things that farmers, buy can creep up in this way with pric 
controls, it is only natural for farmers to wonder how much prices would 
up without controls. The chances are that prices would go up even mort 
Products that farmers buy are made from labor and from materials which also 
are needed in the defense effort. As the defense effort increases, there is pres 
sure on prices of these products. 

Farmers depend on substantial quantities of supplies, machinery, and othe: 
industrial products in order to produce. Like other businessinen, farmers 
cannot produce unless they obtain a fair price for their product. Each increase it 
the prices of things that farmers buy means, in turn, that farmers must obtain 
more for the agricultural commodities they sell if they are to receive a fair 
price and stay in business. 

If we want high-level production of agricultural commodities at reasonable 
prices, one way to help assure this objective is to keep prices of things that 
farmers buy at reasonable levels, A strengthened Defense Production Act will 
help us achieve this goal, 

Sincerely yours, 
C. J. McCormick, Acting Secretary. 


Changes in prices paid by farmers for commodities and services, interest, tares, 
and wage rates, Jan. 15, 1951, to Feb. 15, 1952 


Weight in Percent 


Indexes index change 


Cash wage rates paid hired labor 
Interest on farm real estate indebtedness 
Taxes on farm real estat« 

Prices paid for commodities 


Prices paid for commodities and services, interest, taxes, and wage rates 


Prices paid—commiodities used for production 
Seed 
Feed 
Motor vehicles (autos, trucks, tractors 
Farm machinery... 
Farm supplies 
Fertilizer 
Building and fencing materials 
Motor supplie 


Livestock 


Total produc tion 


paid —commodities used for farm living 
Autos and auto supplies 

Food and tobacco 

Household furnishings 

Clothing 

Household operations 

Building materials, house 


Total family living. 


1 Change from Feb, 15, 1951, to Feb. 15, 1952. 
15 15, 19. 


2 Change from Dec. , 1950, to Dee. 5 


Source: Based on index numbers pul lished by Bureau of Agricultural Economics 


The CuarrMan. That is all for today. We will reconvene tomor 
row morning at 10: 30. 

(Whereupon, at 5:55 p. m., the hearing was recessed, to reconvene 
at 10:30a.m., Friday, March 7, 1952.) 
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MONDAY, MARCH 10, 1952 


Unirep Srates SENATE, 
CoMMITTEE ON BANKING AND CURRENCY, 
Washinaton. QP. 0. 


The committee met, pursuant to adjournment, at 10:30 a. m., in 
room 301, Senate Office Building, Senator Burnet D. Maybank (chair- 
man) presiding. 

Present: Senators Maybank, Robertson, Sparkman, Frear, Benton, 
Moody, Capehart, Schoeppel, and Dirksen. 

The CHatrMan. The meeting will come to order. 

Senator Bricker asked that this statement be placed in the record, 
and without objection, it will appear in the record at this point. 

(The document referred to follows :) 


STATEMENT OF RUBBER MANUFACTURERS ASSOCIATION, INC. 


This petition has been prepared by the tire executive committee of the tire 
division of the Rubber Manufacturers Association, Inc., on behalf of the entire 
tire manufacturing industry, and is presented to the Office of Price Stabilization 
through its Tire Industry Advisory Committee for the earnest consideration of 
the Agency. 

It is the firm belief of the tire manufacturing industry that present conditions 
fully justify the removal of price controls in the tire industry immediately. 

Those managing the Defense Mobilization program have frequently indicated 
that it is their intent to keep special controls on the economy only so long as 
those controls are needed in the “cold war.” 

The recent appointment of the OPS Decontrol Committee is a step that con- 
forms to this objective. Mr. DiSalle has recently stated before the Joint Eco- 
nomic Committee that ‘the present softness in some markets has raised policy 
questions especially about goods on which price pressures largely have disap- 
peared.” <All the evidence points to the fact that tires fall in the latter category. 

The actions of another office of the Defense Mobilization agency, the NPA, 
show how the rubber position has changed in the last 18 months. This ageney 
has adjusted its controls to the actualities of the time. As the rubber squeeze in 
ereased in severity, progressively tightened restrictions on rubber usage and 
more detailed specifications for rubber manufacturers were issued. As the 
supply situation eased, the severity of the regulations was eased even while more 
rigorous bans were being applied to other industries. 

There appears to be no reason why this is not the time for a similar exer- 
cise of administrative judgment in the tire price field. Presumably it is the 
function of price control to establish top limits so that inflationary pressures 
on given commodities will not force prices above this point. When these pres 
sures have subsided and the likelihood of their recurring is slight, then the need 
for controls in that industry has ceased. 

All the elements in the rubber tire price situation force the conclusion that the 
tire industry is one in which price pressures have passed their peak and in which 
the prospect of a further rise is so remote that it is not considered a likelihood 
by informed students of the industry. Under these circumstances, the continua- 
tion of price regulations appears highly inappropriate. A prompt decision to 
decontrol will make it abundantly clear that there is no intent by OPS to main- 
tain controls for their own sake. 
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In support of our belief that the time has arrived for decontrol in the tire in 
dustry, we call attention to the following facts: 

1. The tire situation has changed drastically since price controls were estab 
lished. Tires are now in abundant supply. 

On January 26, 1951, the date of “GCPR”: 

Demand for tires was far in excess of available supplies. 

The crude rubber stockpile was low and increased GRS production had not yet 
materialized to an important degree. As a result tire production was sharpl) 
curtailed by governmental restrictions upon rubber consumption. 

Consumer buying was at the very peak of the second post-Korea bulge, du 
to the entrance of the Chinese Communists into the war in late 1950. 

Dealer and manufacturer inventories, almost wiped out by this abnormal 
buying, were at the lowest point in 5 years. 

Today, a little over 1 vear later: 

The crude rubber stockpile has reached its primary safety objectives and top 
Government spokesmen say that the end of stockpiling is in sight. 

Synthetic rubber production, running at the rate of 940,000 long tons yearly, 
is in excess of the industry’s present ability to consume. Governmental re 
strictions upon the quantity of tires produced have been withdrawn. 

Consumer tire buying is definitely back to a normal seasonal basis. 

Dealer and manufacturer inventories have risen sharply in recent months and 
are now back to normal levels. With production restrictions removed on Janu 
ary 1, inventories are rising rapidly and will surely continue to do so well into 
the second quarter of 1952. 

The following figures and estimates show the drastic changes taking place in 
the tire inventory situation over the last 2 years: 


Units 


In thousands] 


June 30, 1050 Dec 31, 194 


1 
l 


Passenger tires: 
Manufacturers 
Distributors 

Truck-bus tires 
Manufacturers 
Distributors 


(1) Atou 


tbrea of Korear uw ‘‘seare-buving.”’ 


) e established 


ent production and sales 


Note that available passenger car tires at the end of the current quarter will 
exceed the supply on hand at the time of the outbreak of the Korean war. Truck 
tire supplies now equal pre-Korea and will continue to climb. 

The abnormal buying of tires generally in late 1950 and early 1951 makes it 
almost a certainty that the tire mileage in the hands of consumers is at least 
normal and very likely greater than normal. 

2. Tire production capacity is adequate to meet any probable future demand 

The following figures show that there is ample capacity to meet all defense 
and civilian needs for 1952, with ample excess capacity to meet any additional 
requirements that may arise in the foreseeable future. 


1952 unit re- 

quirements, | Actual peak past 

defense and production 
civilian 


Estimated 
1952 ¢ 


pacity 


Passenger-car tires 67, 960, 000 78, 600, 000 C1940) 80, O00, OOF 
Truck and bus tires 18, 000, 000 17. 800, 000 (1951 21), 000, OO 
Tractor-implement tires : 4, 900, 000 5, 160, 000 (1948 5, 500, OO 
Industrial tires 1, 325, 000 1, 490, 000 (1947 1, 500, 00K 


3. Free and normal competition now exists, and adequately protects the public 
The car owner today has almost complete freedom of choice in his tire-buying 
Except for white sidewalls, he can freely obtain any type, quality, or size of tire 
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he needs or wants. The so-called second-line tires are again on the market in 
substantial quantities. Recapping services are plentiful and moderately priced. 

Brisk competition between tire retailers is reflected in liberal trade-in allow- 
ances, special sales offers, and other inducements to the car owner. The retail 
tire market has again become, as normally, a buyer’s market. 

4. There is no indication of higher tire prices in the foreseeable future. 

Crude-rubber prices have been slowly declining and, with the tapering off of 
stockpile buying, are expected to decline further. Present prices of GR-S to the 
industry are understood to be in excess of the cost of production and, therefore, 
there is no reason to expect any increase. On the other hand, if the high-cost 
alcohol-based GR-S production should be cut back, GR-S costs to industry might 
be lowered. These facts provide considerable insurance against upward pressure 
on tire costs, since rubber represents the largest single element and since no im- 
portant increases in other cost elements seem imminent. 

5. In the absence of substantial cost increases, competition in the tire industry 

ill hold prices down, 

The history of the tire industry furnishes abundant proof of this statement. 
Over the long run, industry earnings, which have been traditionally low in rela 
tion to sales, demonstrate the aggressively competitive nature of the business. 
Even in the postwar years after reconversion, When earnings of all industry 
generally were high, and which were relatively good years for the rubber in 
dustry, earnings have not compared with other major industries. This is shown 
in the following table: 


Post-World War II profits after tares as a percentage of sales in major 
manufacturing industries 


Drugs 
Petroleum 


9,8 . ; 
¥ Agricultural implements 
Electrical equipment 
Pobaecco___ 


tubber 


1946 | 1948—Continued 
| 


Chemicals 8. 9 
Paper_.- . 6] 
Iron and steel__- 6 | 
Rubber 5. 6] 
\gricultural implements 
lobacco 

Electrical equipment 
\utos 

\uto parts 


All manufacturing com- 
panies 


Chemicals 
| Petroleum 
Autos 
Paper 
| Agricultural implements 
Iron and steel] 
i Drugs 
| Auto parts 
7 Eleetrical equipment 


All manufacturing com- 
panies 


DNININID OS 


Paper 
Petroleum 


} } 
1CTMICAIS 7. . 
1) | Pobaceo_ 


rugs. 
>| Rubber 


\uto parts 

LuTOS 

lron and steel 
\gricultural implements 
Klectrical equipment 
Tobacco 

Rubber 


All manufacturin com- 
panies 


Chemical 
| Petroleum_ 

Paper 
| Drugs 

\utos 

Agricultural implements 
Petroleum _. ‘ 2 9| Iron and steel 

Pp .| Auto parts 
aper : 6} ; ; 
: o | Flectrical equipment 
Chemicals 9. 9] m 
| Tobacco__- 
\utos__ : E tl bb 
Drugs ubber 


1] 
\uto parts mt All manufacturing com- 
Iron and steel__- A panies 


All manufacturing com- 
panies 


Source: National City Bank of New York—-Monthly letter on economic conditior 
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The tire industry has been frequently cited by economists as one of the most 
highly competitive industries, as is clearly shown by the preceding table. 

6. Tire prices are not a major factor in the cost of living. 

On the average, a car owner is required to purchase less than 14% new 
tires per year to maintain his automobile. This means an annual expenditure 
of around $25 for tires. Compared with total consumer living costs, and com 
pared with such items as expenditures for clothes, food and shelter, ‘this cost 
for tires is negligible. Even in terms of the total cost of owning a car, tires 
are a minor item—less than 5 percent. 

7. Price control on tires under present conditions is contrary to stated OPS 
philosophy. 

It has been repeatedly indicated that OPS does not believe in “controls for 
controls sake,” and will welcome any situation in which the productive powers 
of our economy and the free forces of competition combine to take from the 
shoulders of OPS the difficult burden of inflation control. Such a situation is 
surely present in the tire industry today. 

S. Price controls are burdensome to tire manufacturers and distributors. 

We believe that few people realize the immense amount of extra work im 
posed upon tire manufacturers and distributors by the existence of price 
controls or by changes in such controls. 

The business of producing and selling tires and allied products is not a 
static one. New lines, sizes, changes in costs and specifications are occurring 
constantly, as well as the need for revisions in selling policies, terms of sale 
and elassification of customers. All of these must be fitted into the patter: 
of price regulations and in many cases filings, submission of data or personal 
discussion is required. Alll of this takes time, and usually the time of im- 
portant executives. Also, an immense amount of record-keeping is required. 

In addition, the tire manufacturers find it necessary, as a matter of practical 
necessity, to keep their thousands of dealers and distributors advised as to 
the details of the price regulations, to explain the changes, and to answer count- 
less inquiries. This has meant the employment of additional personnel. 

These extra costs have been assumed without complaint by tire manufacturers 
and their distributors up to now, but we feel that in all fairness there is 
longer any good reason why they should continue 

For all of the foregoing reasons, the tire industry strongly urges that the 
Office of Price Stabilization remove tire price controls now. The dramatic 
right-about-face in the supply and demand situation for tires that has taken 
place in recent months makes tire price controls unnecessary for the protec- 
tion of the public. 

The tire industry therefore requests the immediate consideration of this 
petition for decontrol of tire prices by the Office of Price Stabilization, in the 
firm conviction that such a move is in the public interest. 


The CrarrmMan. The first witness is Mr. Pierce. Mr. Pierce, will 
you come up? 

Mr. Pierce. I am Mr. Pierce. The Dairy Industry Committee 
which Tam representing has two witnesses—-Mr. Haymes and myself 
and neither of us wants to take for our direct testimony more than 
15 minutes. 

Our intention was that Mr. Haymes would go on first. Our testi- 
mony is arranged in that particular manner. 

The CuarrmMan. Without objection, the statements will be placed 
in the record. Who wants to testify first / 

Mr. Prerce. Mr. Haymes. 

The Cramman. We cannot have two or three witnesses testifying 
for one organization. We have refused others permission to do that. 
Whoever wants to testify, that is satisfactory, but if we are to have 
three witnesses testifying for each organization—we have eight to 
hear today—it will be impossible to keep to our schedule. I think 
that was the wish of the committee. If everybody did that, we would 
have 180 witnesses. You will have to decide for yourselves who is 
going to be your witness, unless the committee wants to change the 
situation. 


ho 
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Mr. Pierce. We have only two, and we have tried to keep our testi. 
mony down to what would be one witness. We hope not to run over 
the time allotted for us. 

The CHairrMan. Is it the wish of the committee to have 2 wit- 
nesses for 1 organization, when we have 60 organizations to hear / 

Senator Ronerrson. How much time is allotted ¢ 

The Cratrman. We have not allotted any time, as yet. 

Senator Rosinson. Well, you certainly ‘have in mind some limit 
ation, if you have that many organizations, as to how long a man 
can take, 

I would have no objection, personally, to two witnesses, if they 
divide the time that ordinarily one would take, but we cannot have 
these organizations coming up and saying they want two, three, or 
four witnesses. 

The CHatrmMan. Suppose we do this: Suppose we limit witnesses 
to 15 minutes for their statements, if it is agreeable with the commit- 
tee. We hate to do this but we have scheduled over 70 witnesses. 
Some people we have refused to hear. We had applications running 
into the hundreds. Suppose you do this, divide 15 minutes, between 
you. Would that be satisfactory ¢ 

Mr. Pierce. Surely. 

Senator Roserrson. Mr. Chairman. we have eight witnesses, and 
that would be an average of four in the morning and four in the after- 
noon ¢ 

The Crairman. That is right. Of course, we have to allow for 
questioning by the committee. 

Senator Robertson. If we give the committee any opportunity to 
—— a suggestion, you woul | give a witness more than 15 minutes 

The CuatrrMan. For questions, ves. 

Well, without objection, we will divide vour time, Fifteen min 
utes between you. You may go ahead. 

[ would suggest this. Would it be agreeable with the committee 
to let the witnesses complete their statements before we ask any 
questions 4 

Senator Roperrson. Yes. 

The Cuarman. Then, any questions that the committee wants 
toask will not come out of your 15 minutes. 

Mr. Haymes. Mr. Chairman, we appreciate this opportunity. and 
we will work as expeditiously as we can with you. 

The Cuatrman. We appreciate that, and we hope you appreciate 
our difficulty. There are so many people who want to be heard, 
and the day just is not long enough. 


STATEMENTS OF P. L. HAYMES AND C. W. PIERCE, REPRESENTING 
THE DAIRY INDUSTRY COMMITTEE 


Mr. Haymes. My name is P. L. Haymes, an executive of United 
Milk Products Co. of Cleveland, Ohie. In appearing before your 
committee, I am representing the Dairy Industry Committee. with 
oflices in the Barr Building, Washington, D. C. This is a central 
committee composed of official represents atives oft national associa 
tions whose members are engaged in the dairy manufacturing, process- 
ing, and distributing fields, and which has been in existence since 
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1934 as an organization concerned with major problems confronting 
the entire dairy industry. The member associations are as follows 

American Butter Institute. 

National Creameries Association. 

National Cheese Institute. 

American Dry Milk Institute. 

Evaporated Milk Association. 

Milk Industry Foundation. 

International Association of Ice Cream Manufacturers. 

I welcome the opportunity of appearing before you to discuss 
situation which is confronting the entire economy and particularly 
the dairy industry at the present time; namely, that price control: 
are a deterrent to production and we believe that price controls o1 
all foods in general and dairy products in particular should be tet 
minated not later than June 30, 1952. However, I am going to limit 
my remarks to the dairy industry, in which I have spent my life. 

The dairy industry produces, manufactures, processes, and dis-, 
tributes milk and all forms of dairy products to 150 million people 
every day. 

Milk and cream is produced on 75 percent of the Nation’s farms 
every day. These farms are located in every State of the Union, 
and because of the highly perishable nature of the product it must 
be handled every day without interruption. 

This industry employs full time at least 114 million people and 
provides a livelihood for at least 10 million persons. 

The dairy industry contributes more than $10 billion annually to 
our national commerce and, aside from milk and cream, supplies ap 
proximately 40 percent of our beef. Housewives spend about 15 per 
cent of their food budgets on dairy products, and for this they get 
nearly 30 percent of the food consumed annually in this country. 
About one bite out of every three on our national menu is a dairy 
product. 

The dairy cow is unique in its contribution to our economy. She 
makes this contribution in three distinct ways. The first is conserva 
tion. The dairy cow ean consume the various grasses, ensilage, and 
other unpalati able vegetation and convert this into proteins, fats, 
vitamins, and other human health-giving nutrients. The manuri 
from the dairy cow is returned to the soil to maintain fertility for 
the production of needed crops. 

The second is reproduction. Some of the calves go to market a 
veal and provide about 60 percent of the veal used. Other calves 
are raised to replace older cows to maintain the milk-producing herd 
while the older cows go into the beef market. 

The third is food. Bottled milk and cream, butter, cheese, icé 
cream, and many other nutritious products are provided solely fron 
the milk of the dairy cow. 

As a major contribution to our economy, the dairy farmer is uniqu 
in that he can produce and sell many thousands of dollars’ worth 
of dairy products each year and still have as good if not a bette: 
farm than before. 

To maintain and expand this great industry to meet the increased 
demands of an increasing population, we need maximum production. 
We believe that it can be achieved more expeditiously and effectivel) 
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if price controls are removed from milk and dairy products, not 
ern than June 30th of this year, for the following reasons: 

A program of price controls for dairy food is the poorest way 
in whieh this major food industry, with its important contributions 
to the health and morale of the Nation, can be prepared for a national 
emergency in this period of rearmament. All of the arguments 
against price controls are sound—none of the arguments for price 
controls carries weight—when applied to the dairy industry. 

The present supply of dairy foods is suflicient for current do- 
mestic demands, so thai arguments for price controls based on sear- 
= are not valid. 

. The lifting of price controls from d: aay foods at this time will 
on ‘result in inflation: wy price advances; so, the arguments for con- 
-_ based on runaway prices are not v: ia. 

The price-control mechanism is operating to diminish produc- 
on and to weaken the processing and distribution facilities of the 
industry. <A continuation of price controls will magnify these prob- 
—_ 

: Price controls should be ended on dairy products promptly to 
restore incentives and to permit flexibility within all branches of the 
industry, so that production will be exp: uded and adequate industry 
facilities maintained to meet the ever-increasing nutritive needs of 
the Nation. 

There is a strong case against the imposition of any price controls 
on the economy, even in a period of national emergency, which has 
been clearly presented by the United States Chamber of Commerce 
in the monograph of its committee on economic policy, entitled “The 
Price of Price Controls” with which this committee is undoubtedly 
familiar. 

Congress has recognized the dangers in such a law by enacting it 
astemporary legislation. The law became effective September 8, 1950, 
and it was to expire June 30, 1951. The amendments of 1951 ex- 
tended the temporary law until June 30, 1952. 

The law was adopted at the commencement of our rearmament pro- 
gram in the belief that a program of price controls and allocations 
would help prepare our economy for full-eapacity operations with 
the output of goods geared to defense and wartime needs. It was 
necessary for m: ny industries to shift from peace to Wi artime goods. 
Temporary artificial scarcities may have justified temporary price 
controls and allocations. 

But the dairy industry had no problem of shifting from peace to 
wartime goods and presents a sharp contrast to those industries 
where temporary price controls and allocations may have been in 
the public interest. The dairy industry's contribution to the rearma- 
ment effort must be a continued steady and adequate flow of dairy 
foods which are so essential to the health of the Nation. Also, we 
must face the possibility that the domestic agricultural economics of 
our oversea allies may again be disrupted and that dairy foods must 
be available for export. We must have a program which encourages 
in every way and discourages in no way an expanding production of 
milk and milk products. 

The present supply of dairy foods is sufficient for current domestic 
demands, so that arguments for price controls based on scarcities are 
not valid. 
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Generally speaking, there are no present shortages of foods or feeds 
in the United States, although feed production has been less than 
feed consumption, so that we are eating into our feed reserves. Crops 
have been ample. Dairy products are not in short supply. Every 
year, to be sure, during the period of seasonally low production, a few 
spots experience shortages, which are met by shipments of milk from 
other areas. In contrast to conditions in the last World War, there 
is noW no significant demand for export of dairy products to foreign 
countries. The bulk of our national production is available for do- 
mestic consumption. 

Total milk production in 1952 is expected to be about the same as 
the 119.6 billion pounds in 1951. The United States Department of 
Agriculture states that the pattern of milk use probably will continue 
to change in 1952, The Department expects consumption of butter 
to decline to a new low and consumption of fluid milk, ice cream, and 
some of the other manufactured dairy products to show slight in- 
creases over 1951. The rate of consumption per capita of fluid milk 
and cream for 1952 is forecast at 400 pounds per year, compared with 
395 pounds in 1951 and 385 pounds in 1950. ‘ 

The end of price controls on dairy foods at this time will not result 
in inflationary price advances, so the arguments for controls based 
on runaway prices are not valid. The industry does not foresee any 
abrupt and pronounced rise in dairy products prices. The price 
regulation of the industry by the United States Department of Agri- 
culture under Federal milk-marketing orders issued wnder the Agri 
cultural Marketing Agreement Act, whose influence spreads far be- 
yond the areas regulated, will keep prices in line with economic condi- 
tions. Laws in effect in 16 States further regulate the price of milk 
in accordance with the economic conditions of those States. In addi- 
tion, the perishability of dairy foods, the long established operating 
policy of low profit margin per unit and the keen competition among 
processors and distributors guaranty reasonable prices. Price ad- 
justments, when required, would be moderate and no more than neces 
sary to promote needed adjustments in production, utilization and 

capit: al requireme nts of the indus try. Dairy foods are certain to re- 
main cheap in comparison with foods in general and with the in- 
crease d consumer purchasing power. The price control mechanism is 
operating to diminish production and to Boke the processing and 
distribution facilities of the industry. Postponement of the termina- 
tion of controls will magnify these problems. 

The United States Department of Agriculture says that 1952 milk 
production may be slightly smaller than 1951, and enumerates the 
follow’ ing as obstacles to an increase in total milk flow: (@) Feed con- 
centrates will continue high in price, (4) decline in feed supplies 
relative to livestock numbers, (¢) supply of dairy farm labor will be 
no greater, (7) and wages will be higher. This apparent shrinkage 
in milk production in 1952 - in the face of an increase in the human 
population at the rate of 114 percent annually. It is our belief that 
production will shrink more than the Department indicates, unless 
dairy foods are freed from price controls. 

Since the price freeze in December 1950, the price of milk at the 
farm has not been directly controlled because of the parity pass- 
through. But farmers do not know what the Secretary of Agricul- 
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ture and the Director of Price Stabilization may do under the law, 
which provides that. ceilings cannot be placed on the farm price of 
milk when it is below parity or below prices of June 1950. Milk and 
cream have now reached parity and it is the fear that ceilings may 
be placed on farm prices at any time. Farm prices of milk and but- 
terfat at parity are in a position of disadvantage compared with 
meat animals which are above parity. The United States Depart- 
ment of Agriculture reporting on an index number basis shows the 
farm price of dairy products at 516 compared with meat animals 
at 376. All kinds of livestock compete for the common food supply. 
Unde 1 free pricing, there is a continuous balancing of the numbers 
of different classes of livestock when one class gets out of fair rela- 
tionship with the others. This is one of the principal factors de- 
termining the long-time trend of milk production. Controiling the 
farm prices of milk at this time would freeze those price Ss in an un- 
balanced competitive relationship to other livestock products. Where 
competition with maintenance of dairy cow aie ‘rs exists under 
present conditions, cow — ‘rs suffer, as Is seen in the report of cow 
numbers. For example, i lowa, where dairying « ‘ompetes ye ace 
types of agriculture, cow nuinbers dec ‘reased 4 percent in the last ver 

in Kansas, they decreased 3 percent: in Hlinois, 5 percent; and = 
Nebraska, 6 percent. 

Cost absorption, as forced on the processor, manufacturer, and 
distributor of dairy foods, both proprietary and farm cooperatives 
is injuring dairy products business enterprises, particularly small 
businessses. 

As stated in an editorial appearing in the New York Times on 
February 21, 1952, the general approach to stabilization by the au 


thorities seems to be that, while escalation is to be the guiding 
principle in the case of wages and agriculture, cost absorption should 
be the key to policy in the field of business and industry. 

The 1951 Eric Johnston so-called profits test holds that ceilings are 
“fair and equitable” if an industry s dollar profit before taxes is 
running at Sd percent of the best 5 vears of the 4-year span 1946-49. 
The Putnam modification just Eataenaoad sacle ' that an industry must 
earn before : ixes not less than 10 percent of its net worth 

Neither of these formulas makes lien ide allowance for the in 
ordinately large proportion of the post-Korea tax rise borne by busi 
ness nor for the declining value of the dollar. Earnings before taxes 
are used by the Government as a guide post, despite he fact that a 
business concern has no real profits until after it has paid its taxes. 
And earnings on net worth are used as a guide post, although net 
worth is based essentially on original value, which has little relation 
to reproduction costs in terms of the buying power of the present 
dollar. 

Cost absorption, as practiced under OPS price orders, squeezes 
“urnings toa point of danger for the maintenance of business. Price 
mae interfere with the normal and efficient functioning of the 
industry. Controls create additional costs, deplete financial strength, 
work against proper maintenance and expansion of facilities and 
lead to deterioration of quality and service. In the dairy industry, 
where profit margins have always been small—the normal profit mar 
gin for 1950 was only 3 percent against an average of 4.6 percent fon 


52 pt. 1——-16 
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all food industries except meats, according to National City Bank 
economic reports; see also presentation of the Milk Industry Foun 
dation to OPS dated December 12, 1951—exemption of dairy foods 
from price control is imperative if the processing industry is to con 
tinue to be the strong, able tool providing the greatest share of food 
on American tables. 

Price controls should be ended now on dairy products to restore 
incentive and to permit flexibility within all branches of the indus- 
try, so that production will be expanded and adequate industry fa- 
cilities maintained to meet the ever increasing nutritive needs of the 
Nation. 

One of the many important nutritional elements is calcium, of 
which nearly three-fourths is supplied by dairy products. Even 
now a considerable share of our population does not receive a suf- 
ficient quantity of calcium and other vital nutrients, because dairy 
products are not more abundantly available. 

Milk production in the United States reached a peak in 1945 and has 
since declined, although not drastically. Production in 1951 was less 
than in 1950. Meanwhile population has been growing at a rate of 
214 million persons a year. Production of milk per person in the 
United States was the lowest in 1951 of the past quarter-century. 

In the last few years the per capita consumption of fluid milk, 
cheese, evaporated milk, and ice cream has been maintained by divert 
ing milk to domestic use which was previously exported and by ex 
panding production in the market milk areas to offset the drop in 
milk production in areas where butter is the important outlet. From 
now on, unless milk production is expanded, the per capita produc- 
tion of those products will have to decline as has butter because there 
are no longer substantial export surpluses available for diversion to 
domestic use. 

In order to contribute a maximum to the Nation’s health and morale 
in case of a continuing emergency, the dairy industry’s greatest in 
centive is price flexibility. 

Price flexibility directs milk in proper volumes and proportions to 
different milk products and to different markets; price controls create 
maladjustments in production and distribution and interfere with the 
normal flow of milk to meet consumer needs. 

Price flexibility is needed because production gains on dairy farms 
can only take place slowly. Milk cows that have gone to the butcher 
cannot be brought back nor can they be replaced within less than 3 
years’ time. In the competition for our diminishing feed reserves 
dairy farmers in making their necessarily long-time pl: ins must not 
believe that price incentives will be lacking. Without question, prices 
of dairy products are low relative to prices of many other livestock 
products. 

Just as price controls and allocations may have helped to get the 
Nation’s armament program under way, the incentive of flexible prices 
in the absence of price control would help the dairy industry to sup- 
ply, process, and distribute its products. 

Price controls should be terminated on dairy foods at this time to 
restore incentive, restore necessary flexibility within the industry, and 
expand production to meet the ever-increasing nutritive needs of the 
Nation. Price adjustments, where required. would be moderate. 
Under no circumstances should price control of dairy foods be ex- 
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tended beyond June 30, 1952. The burden should be on those who 
would extend price control to show its necessity—and none exists. Our 
free institutions are in jeopardy if Government continues to control 
for control’s sake. 

The dairy industry stands definitely opposed to further extension of 
price controls on dairy foods and asks all interested parties to rally 
to the cause. This simple stand should be courageously and vigor- 
ously supported because it is right. Termination of price controls of 
dairy foods is in the public interest. Adequate supplies and keen 
competition in a free economy will do a better job for farmers, con- 
sumers, and the industry than will controls. 

(The following was’submitted by Mr. Haymes :) 


ANNEX A 


The committee on economic policy of the United States Chamber of Com 
merce, in its report entitled, “The Price of Price Controls,” develops the inade- 
quacies of price controls as a means of combating inflation in digest about as 
follows: 

“The price system in a free economy performs three basic functions. It guides 
the consumer in choosing what he buys with his income. It facilitates the move 
ment of goods and services from producer to consumer. It conveys the wishes 
of consumers to producers and distributors, indicating to them what to produce 
and supply. 

“For a short-run emergency there may be a case for emergency control over 
prices during a period when supplies of certain resources are unavailable for 
sudden and large changes in demand and the price system in a free-market 
economy cannot correct the situation in a reasonable period of time. But such 
conditions do not lessen the long-run. adverse implications of price controls 
with the market distortions they bring about. 

+ * * * * 

“What happens when prices are held below market levels? 

“1, Restraints upon consumption are lifted and the consumer is encouraged 
to buy. 

‘2. But producers are not encouraged to raise production. In fact, the re 
straints placed upon prices serve notice on producers to reduce production 
Consequently shortages develop and available supplies have to be rationed. 

“3. With artificially restrained prices encouraging consumption and dis 
couraging production, inevitably subsidies to producers have to be adopted in 
order to maintain incentives. 

If price controls are imposed over any length of time, rationing and subsidies 
become inevitable. As Professor Paarlberg phrases it: 

“Ceiling prices, rationing, and subsidies are the three-legged stool of an 
economy which endeavors to hold prices below the equilibrium level. <A stool 
will not stand for any length of time on one or two legs, but needs all three, 

“In England they understand this better than we do for they have been at it 
longer. They fix prices, ration and subsidize agricultural commodities pretty 
well across the board; they have had to do this to make the system work. We 
will have a similar experience if we stay with it long enough. If we don't let 
the price system function, we shall have to step in and do the jobs that the price 
system formerly did for us.” ’ 

Price controls are at best a temporary stopgap measure. They are not a legit 
imate long-term means for combating or handling inflation. This is the record, 
as quoted from the Price of Price Controls: 

“1. Price controls have never worked for any length of time. 

“These controls can be no more than a short-term expediency. Even with the 
patriotism of World War II, it didn’t take long for price controls to break down. 

“Contemporary experience of other countries suffering from inflation shows 
that the use of direct price controls and drastic penalties did not prevent prices 
from rising. 

“2. Price controls exact a heavy toll on our resources. 


Price Freedom—The Key to Economie Freedom, from an address by Prof. Don Paarlberg, 
Purdue University. 
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“Price controls involve tremendous costs that are both measurable and less 
definitely measurable. These costs are spelled out in manpower, money, diver- 
sion of resources; in costs to the taxpayer, the consumer, the businessman—and 
the entire economy. 

“3. Price controls mean heavier burdens for the taxpayer. 

“Price-control machinery necessitates a Nation-wide organization and the 
diversion of manpower and other resources from productive channels. 

“4. Price controls involve heavy burdens on business and industry. 

“Compliance with the flood of control regulations, ofttimes conflicting and con- 
fusing, necessitates additional labor, diverting regular employees to handle the 
added workload, and a waste of management’s time. The heavy compliance 
costs hit smaller enterprises particularly hard. 

“>. Price controls delude the consumer. 

“Price controls do not guarantee adequate amounts of any product, but, in 
fact, present the consumer with ever-short supplies. The shortages during and 
after World War II testify to this. 

Price controls mean black markets in which prices are higher than those 
determined by a free market. 

“Price controls mean quality deterioration and standing in line for scarce 
items, and put a premium on ‘knowing the right people.’ 

“6. Price controls curtail production. 

“Price controls do not permit the price system to exercise its legitimate func- 
tion of distributing goods and guiding production. 

“Price controls set prices at levels below those that would be determined by 
a free market and thus prevent production of necessary items. The meat 
industry, the dairy industry, and the lumber industry are but a few examples 
of the perpetuation of shortages that resulted from price control during and 
after World War IT. 

“Price controls are not flexible. Inequities between products and between 
industries are the result. 

“Price control is, in effect, profit control, since profits are the basic determi- 
nation in the adjustment of price ceilings. 

“7. Price controls lead to a lowering of moral standards, 

“Willful and nonwillful violations result from price control regulations. 
Many businesses are forced to ignore ceilings in order to stay in business. 
Others, through confusion and difficulty of interpretation, unconsciously ‘break 
the law.’ Consumers are driven into black markets and ‘paying under the table’ 
for needed items. Law-abiding citizens are thus encouraged to evade the regu- 
lations. 

“8. Price controls are largely ineffectual in fighting inflation 

“Inflation is primarily a monetary phenomenon. Price controls cannot reach 
the sources of inflation; they deal only with the svmptoms., 

“). The after effects of price controls are a potential danger to our economy. 

“Price controls only cover up inflation. By helping to bottle up excessive 
purchasing power, a postemergency boom-bust situation is created. 

“The disproportionate burden of price controls on small business can seriously 
weaken its future position in our economy. 

“Price controls are another step in the direction of a Government-controlled 
economy. ‘Emergency’ controls may tend to become ‘normal’ controls. 

“10. While there is something to be said for price controls, on net balance 
they do more harm than good. 

“This is especially true during a long defense and mobilization period or a 
time of one-quarter war when the patriotic appeal is less effective.” 

Senator Ronerrson. Do you favor the elimination of all controls? 

Mr. Haynes. We favor the termination of controls on the dairy 
industry, Senator. 

Senator Ronerrson. I did not ask you that. I know you ask that. 
and we will have 20 more witnesses this week who will ask the same 
thing. 

The OPS has been working for 2 or 3 months on just two or three 
industries, and has not come up with the answer. We have no 
staff. If we write into the law “decontrol one thing.” we have got 
to decontrol everybody that comes in here, because we have to take 
their word for it, we could not challenge it. 
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Now, I will ask you, do you favor the elimination of all controls? 

Mr. Haymes. No, sir; I think some allocations in an economy pre- 
paring for rearmament are necessary. 

Senator Ronerrson. Now, is there any dairy product that is sell- 
ie above parity ? 

Mr. Haymes. At the present time, at the latest moment, milk is at 
102, and butterfat is at 105 on this recent price increase. The record 
up to this date Was been below parity. 

Senator Roperrson. But I understood you to say that though milk 
was 102, the ceiling price has not cut milk below parity, and has 
not cut butter below 104. 

Mr. Haymes. The ceiling prices on these commodities are subject 
to the provisions of the general ceiling price regulation, and as they 
rise at the farm level, they may be passed through to the consumer. 

They have moved up and down on that 100 mark for about 30 days. 

Senator Ronertson. Well, I want to know if there has been any 
ceiling price placed on any wea product that has cut the price 
below what that product could be sold for up to this time? 

Mr. Haymes. To maintain the production of the product— 

Senator Ronerrson, Just answer my question, and then we will 
go to the question of incentive, just answer that specific question : 
Has any ceiling price been imposed that cut the price below what 
the product was s then selling for 

Mr. Haymes. I think not. 

Senator Rowerrson. I did not think so. Ponies that leaves. as a 
speculative issue, whether or not we would give an incentive to pro- 
duction if we eliminated all controls. Up to this time you cannot 
say that controls have—that production has been stifled because the 
Government has cut the price below what the farmer could other- 
wise oet. 

Mr. Haymes. But the record shows last vear production in this 
country dropped about a billion pounds. ‘The number of producers 
dropped. The receipts from the farms dropped in all the fluid 
milk markets as a total, and the fluid-milk sales are rising about 2 
percent, and we have got to do something to keep in balance. That 
is where the fear ts. 

Senator Roperrson. But there are other problems involved. I 
have a friend in Pennsylvania that had a Guernsey herd that was 
the fifth finest Guernsey herd in the United States. He had a sale 
few days ago and got rid of all of his wonderful registered Guernsey 
cows. One reason that he went out of the dairy business was he 
could not get the labor to keep going. He had a wonderful farm, 
one of the best herds in the United States, he was near a good mar- 
ket, and would always sell his heifers for $1,500 to $2,000 apiece. 
He made good money both from his milk and from his fine registered 
stock, but he conld not get the labor to keep going, and he has gone 
out of business. 

Mr. Haymes. That looks like an example, Senator, of the absolute 
need in this country for an economy where we will encourage that 
kind of dairyman to stay in business. 

The Cramman. How could he stay in business? If we did away 
with all controls, we would do away with wage controls. 

Mr. Haymes. Mr, Chairman, the wage situation has been pretty 
well taken care of by the Wage Stabilization Board. 
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The Cuairman. Only because of controls¢ Lf we took off controls 
tomorrow, what would happen ¢ 

Mr. Haymes. I could not answer that question, sir. 

The CuatrMAn. I hesitate to think myself what would happen. 

Mr. Haymes. What we need is stimulus to the production we now 
have to keep it going. When we had livestock 

The CHatrMan. I agree on that, Doctor, but how can we do it, 
when in the factories, where the war contracts are being let, the wages 
are higher than they are on the farm? I regret it, but it is a fact. 

Mr. Haymes. In the dairy industry, you can do it by removing the 
controls. 

The Cuamman. What about the cotton industry ? 

Mr. Haymes. I cannot answer as to the cotton situation. 

The Cuairman. A lot of farms are not going to be planted this year. 

Mr. Haymes. We see this from the standpoint of 21% million more 
people in this country each year, fewer cows, and of the necessity of 
encouraging the farmers who are in business to stay in the dairy busi- 
ness and encourage them more to go into it. 

Out in Illinois, in the last year, my own little company lost 
producers who have gone into hog raising, and cattle raising—clear 
out of the dairy industry. All grade A “producers on the Chicago 
market, and we need to replace them, and we do not know where to go 
to get them unless we can say to them that we have flexible markets 
where we can meet the conditions as they happen, and get the milk 
products. 

Senator Rosertson. But lots of workers these days do not want to 
get up at 3 o’clock in the morning to milk a cow. 

Mr. Haymes. We have to have incentives to keep the boys on the 
farms instead of going into the factories. 

The Cuarrman. Are there any further questions? 

Senator Frear. I have a question: 

Is there a surplus of milk at the present time ¢ 

Mr. Haymes. No, sir. 

Senator Frear. There is not a surplus in the Washington area? 

Mr. Haymes. No: we have no surplus. Every bit of this milk that 
we are producing, and will produce in the rising season will be needed 
and will go into reserves to help out in the fall of the year. 

Senator Frear. That is what brings me to the next question: You 
expect, of course, a greater flow of milk in the spring, as is usual. 
Will there be sufficient in the spring to replace the reserves of pow- 
dered milk, condensed milk or canned milk? 

Mr. Haymes. No, sir; we doubt that we will have enough in the 
year’s production, at whatever time we get to, to make up reserves and 
to take care of the consumer demands which are increasing right along. 

Senator Frear. What part of the industry suffers when you have a 
shortage of milk, the manufactured end of it’ You continue to keep 
the fluid supply available, I assume, and any suffering to be done 
will be done in butter, cream, or some manufactured product. 

Mr. Haymes. We try to keep the fluid-milk market supplied from 
one area to another, but that detracts from the supply of manufac 
tured dairy products which must be built up in reserves for the next 
season. 

Senator Frear. You anticipate a shortage of reserves this coming 
spring? 
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Mr. Haymes. We do, yes. We have just gone through a butter 
situation where we have one-tenth the butter we normally have at 
the Ist of March, and that was due to that windfall regulation of the 
OPS last year, which frightened storers, and they did not store as 
much butter as they norm: ally do, and we have a butter price that went 
sky high, temporarily. It went to 86 cents, and now it is getting back 
to normal. We try to avoid those fluctuations, and smooth it out as 
much as we can. We will need every pound of milk produced this 
vear. The January record and the February record so far this year 
are below a year ago. We are concerned about that. It looks as if, 
so far, we will be as much below as we were in the past year from the 
previous year, and that was a shrinkage of a billion pounds, which is 
too much at a time when we are trying to build up some reserves. 

Senator Frear. Thank you. 

The CramrMan,. Senator Schoeppel. 

Senator Scuorrrer. Mr. Haymes, a member of this committee, yes- 
terday, in a national broadcast indicated we ought to repeal the re- 
striction on imports of fats and oils and let butter come in from Den- 
mark at 44 to 46 cents a pound. Do you agree with that / 

Mr. Haymes. I do not agree with that. 

Senator ScHorrreL. What effect would that have on the dairy in- 
dustry, the repeal of the fats and oils restriction 4 

Mr. Haymes. You mean to permit foreign fats and oils to come in? 

Senator ScHoerren. Yes. 

Mr. Haymes. It would be depressing, because in this country we 
need a market for all that we do produce, and we like to have a little 
export business. 

We have another witness who will talk with you about that. 

Senator Ropertson. Mr. Chairman, I had figures that supported 
the House bill to repeal section 104, but since the Senate, 1 understand 
by a considerable majority, thought the wise thing to do was to con- 
tinue the present law, I was not going to urge this committee to try 
to take that provision out. 

I want to say, however, that the figures I had showed that the total 
imports of cheese and butter were only 4 percent of the domestic con- 
sumption, and section 104 had cut that 40 percent, down to 3 percent. 
Certainly 3 percent importation did not account for the sharp drop 
in the last few weeks in the price of butter. 

Now, the Department of Agriculture said whenever butter gets above 
90 cents a pound, you run into consumer resistance and a shift to oleo- 
margarine, and that is what you have been up against. In my opinion, 
that is why the wholesale price of butter recently dropped to about 
7) cents a pound. It generally drops in the spring, but it dropped this 
year more than usual, and it is the same thing that has hit radio sets, 
and hit a great many other things, consumer resistance when we get 
a price up above what the consumer thinks he can afford to pay. 

Mr. Haymes. Senator, there is not a better set of controls in the 
food industry, and particularly in the dairy industry, than consumer 
resistance. We have had example after example of it year after year. 
We would like to see that in a free economy. 

On the other hand, the consumer demand increases the production 
at the farm, and increases the supply. It is those two that balance, 
but where we have rigid price ceilings of any sort, and the fear that 
they might be imposed any day, on the long-range industry like our- 
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selves we do not know how to look ahead. It takes 3 years to replace 
cows going over to the butchers. 

Senator Roperrson. Well, I think as a man who loves good cook- 
ing, and does little, we need to advertise the fact that butter is far 
better to cook with than oleo. 

Mr. Haymes. We certainly agree on that, Senator. There are a 
lot of interesting things in the dairy industry, but our focus is on 
increasing our production steadily to meet the increase of 214 million 
people in our population. The Secretary of Agriculture last Thurs- 
day in Nashville said that we must have 30 billion pounds more milk 
for 1975. That is 30 billion pounds a year, and there is not any pos- 
sible way to attain that, based om the record up to date, unless we give 
every possible encouragement to dairy farmers. Dairy farmers need 
that, at the local level, where the milk companies purchase the milk 
from the dairy farmers. 

Senator Ronertson. Anybody that does not drink three glasses of 
milk a day is neglecting a well-balanced diet. 

Mr. Haymes. I agree, Senator. 

Senator Scuorrprer. What happened to the dairy prices when the 
OPA prices were decontrolled at the end of World War IL¢ Do vou 
have any information vou might give us for the record ¢ 

Mr. Haymes. Yes, indeed I do, Senator. 

As soon as the controls were taken off dairy products in 1946—and 
I was very much interested in that personally at the time—the price of 
milk in the markets which had in June of 1946 been 16.4 cents—that 
is the average price in the United States per quarter—moved up to 
the October, in the fall of the year, when we normally have a little 
higher prices because of feeding, to 20 cents, and that difference which 
has occurred there is accounted for practically altogether in the sub 
sidies which had been paid, in addition to milk prices during the OPA, 
and now had to go into the milk prices, so they were compensated 
in the milk prices in order to maintain production. If the subsidies 
had stop ped, and then nothing had been done to the milk prices to 
keep that flow coming, we would have lost the flow of milk at a time 
when we needed it very badly. 

Senator Scnorprent. In other words, we compensated with subsidies 
at the purchaser level, but which the taxpayers of the country paid 
for. 

Mr. Haymes. That is correct, the taxpayers paid the subsidy in 
taxes, and back it came into the milk price. 

The Cuarrman. Are there any further questions ? 

Mr. Pierce, will you £o ahead ¢ 

Mr. Prerce. My name is C. W. Pierce, and I am a professor of agri- 
cultural economics at Pennsylvania State College. For the past 15 
years practically all of my work has dealt with economies of the dairy 
industry. My appearance here is at the request of the Dairy Industry 
Committee, fo which IT am glad to respond. 

The Cuamrman. Your statement will be made a part of the record, 
Mr. Pierce. 

Mr. Prerce, I will try to pick out the high points to save some of 
your time. 

The thing I have tried to do is bring together some statistical ma- 
terial. To begin with, our production currently is the lowest per 
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crease In production, and a continuing expansion of the population, 
I think this industry made a remarkable record in the period between 
removal of OPA ceilings, and the beginning of price controls under 
the Defense Production Act. 

With declining total production, and the free play of prices, pro 
duction was increased in the market milk areas where milk had been 
inadequate at the end of the war. At the same time, milk production 
remained rather stable in the midwestern area which was producing 
wu lot of the manufactured dairy products which had been going into 
export, and those manuf: retured cl: airy produc ts were absorbed from 
the export market into the domestic consumption, and resulted in 
increased per capita consumption of several of the manufactured 
dairy products. 

At the same time, most of the production decrease occurred in the 
butter manufacturing areas, where the American consumer expressed 
a preference through prices for other products. 

These adjustments took place in a situation in which prices were 
almost entirely free of direct Government controls. 

The question as to what will happen to the output of milk in the 
next ye ar, and the following years, 1s going to de spend aoe the price 
of feed, the total supply of feed available, how much of it goes to 
dairy cows, how much ‘labor is available to farmers, how much of 
that labor can be used in the dairy production, the numbers of cows 
and so forth. 

The numbers of cows have been declining for sever¢| years. Cur- 
rently, the dairy herds contain more than the usual number of young 
stock. Whether or not these are added to the dairy producing herds 
and result in increased number of cows, more milk, is going to depend 
upon the prices of beef, the cost of feed, and so forth. 

The great need of this dairy industry is for increased production. 
The reason for that, of course, is that we have a very rapidly expand- 
ing population, and that growth in population, a great part of it, 
is due to the increased birth rate, and it is these young people, young 
growing children that need these dairy products more than any other 
group of people. 

We have with this rapid growing population a need for food 
this industry produces. 

Prices of dairy products, almost regardless of how you look at 
them, are relatively low. The Vv have increased less than prices ot 
most other food produc ts since before the war, in terms of the solids 
that are contained in dairy products. They are cheaper than othe 
livestock products, they are low relative to the increase that has 
occurred in consumers income. For example, in 1959, the average 
factory employee worked 12 minutes to buy a quart of milk, and 
now he has only to work 9 minutes. 

[ want to emphasize the fact that there is competition in this in- 
dustry. I have attempted to do that in my brief by pointing out 
that for instance in our State of Pennsylvania, where we have a milk 
control commission, each distributor and handler of milk is required 
to be licensed. There are nearly 700 licensed distributors of milk 
in the State of Pennsylvania, and those distributors do not always 
make a profit. The records that are available from the milk control 


capita it has been in the last 25 year's, This is due to a sheht de- 
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commission shows that in 1949, out of 565 distributors, there were 127 
of them that operated at a loss. 

The other parts of the dairy industry are characterized also by 
large numbers of plants. 

One other point I wish to make is that the dairy industry is chara: 
terized by continuous production of products, both manufactured 
products, and the output of milk, so that any change in price that 
does occur has an immediate effect upon produc tion. It is not a case 
of price changing and being reflected only in the price of that product. 

For those reasons, I would like to summarize that a program of 
price controls for dairy foods is the poorest way in which this import 
ant food industry can be prepared for the role it must play in the 
economy. ‘There are no present scarcities in dairy foods. The ter 
mination of price controls would not result in inflationary price 
advances. The. price control machinery is operating to diminish 
incentives for production and to weaken the industry's processing 
and distribution facilities. Price controls should be ended on dairy 
products promptly so that production will be expanded and adequate 
industrial facilities maintained to meet the increasing nutritive needs 
of our country and to keep the industry prepared to help meet the 
food needs of our allies in case of war. 

The Cnamman. Thank you, Mr. Pierce. 

Are there any questions ! 

Senator ScHorrret. Mr. Pierce, you come from a college that has 
given a lot of study and thought to this, and I assume you are head 
of a department that does a lot of that. 

Mr. Pierce. I have been in that department for 15 years working 
on problems in the dairy industry. 

Senator Scnorpre.. What does history show in your State for the 
industry generally about farmers, the dairy farmers going out of busi 
ness with all these controls on? Do you have any enlightenment you 
might give this committee on that? 

Mr. Prerce. We have had increased milk production in the State of 
Pennsylvania. ‘Those markets were short of milk at the end of World 
War II, partly as a result of OPA controls. After that, prices have 
been quite favorable in this period between the end of the war, and 
the beginning of OPS controls, and we increased production in the 
State and brought milk back into balance pretty we i with sales. 

Now, recently, in the last vear or so, there has been some shifting of 
dairy farmers out of dairy and into the production of beef. 

Senator Scnorpren. Is that largely because of the price differential / 

Mr. Prerce. I think pretty largely because of that, and because of 
course We are in an area where there is a lot of industrial activity. 

The Carman. Do you have any thoughts on the repeal of the fats 
and oils import limitation, and what relation it might bear on the other 
dairy industries in this country ¢ 

Mr. Pierce. I he ard you ask that question of the previous witness. 
I think it is one of the most difficult things to answer, and perhaps 
if you will give me just a moment, I would like to express this thought 
in connection with it, that before the war, the exports of butter and 
cheese from the Southern He misphet re countries like New Zealand and 
Australia had gone largely to countries like Great Britain, Belgium, 
and Germany. If we are successful in reinvigorating those economies, 
which we certainly hope will happen, those markets will take most 
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of this world surplus. If, in the meantime, we let it into the United 
States, and discourage our production of dairy products, then when 
those countries get back on their feet again, we will not have the milk 
here. I think it may be important that that be considered. 

Senator Ropertson. Of course it is true, though, that all through 
this period we have exported more than we imported of dairy 
products. 

Mr. Preece. hi recent years, that has declined. 

Senator Ropnertson. Referring to this Guernsey herd at the An- 
tietam farm, are you familiar with that? 

Mr. Prerce. No; I am not. 

Senator Roserrson. Last summer he was trying to operate that 
dairy herd of about 200 cows, heifers, and young bulls, with two old 
men and one able-bodied young man—and the draft board drafted the 
young man. Being familiar with the matter, I joined with the Sena- 
tors from Pennsylvania in urging the appeals board to consider what 
it meant to the war effort to close down a dairy herd of this type. 
Well, they gave him a temporary deferment, but I reckon he is now in 
military service. Last sumer Mr. Vines told me he tried all through 
his community and could not find a competent young man to take the 
place of the one they said had to go in the Army. I expect there have 
been many other dairymen that have been up against the same problem, 
to say nothing of the great. increase in the cost of feed, making the 
produe tion of “hogs and cattle more profitable. 

Mr. Pierce. There are a great many dairymen that have a decided 
problem in trying to hire |: ibor at the present time. 

The CHarrman. Are there any further questions, gentlemen’ If 
not, thank you, Mr. Pierce. 

(The prepared statement of Mr. Pierce follows :) 


STATEMENT OF C. W. Prerce, DAtry INDUSTRY COMMITTEI 


My name is C. W. Pierce and I am a professor of agricultural economics at the 
Pennsylvania State College. For the past 15 years practically all of my work 
has dealt with economics of the dairy industry. My appearance here is at the 
request of the Dairy Industry Committee, to which I am glad to respond. 

Our economy has become great in an atmosphere of economic freedom, in 
which both producers and consumers have been free to make their own pro- 
duction and consumption decisions in the light of whatever prices their individual 
decisions collectively have caused. If we observe our record and believe in its 
meaning, a decision to extend price controls will have to be fortified by the most 
compelling of reasons. 

In the brief time at my disposal, I want to present and interpret some of the 
factual material which relates to the question of price controls for dairy 
products. 


LONG RANGE NEED FOR PRODUCTION 


Total milk production in the United States in 1951 was 119.6 billion pounds, 
This was slightly less than in 1950 and 1950 production was less than the peak 
reached 5 years earlier in 1945. During this same period population grew 
rapidly. The increase from January 1951 to January 1952 has been estimated 
by the Bureau of the Census as being 2.7 million people. In 1951 we had less milk 
produced per capita than in any of the previous 25 years. 

During the period between the termination of price controls after World War 
II and the institution of the price controls under the Defense Production Act, 
the dairy industry did a remarkable job in adjusting a declining milk supply 
to the needs of an increasing population. Remember, that in an attempt to 
maintain adequate milk production during World War II, subsidies were intro- 
duced within a year following the first price ceilings for dairy products in 1942. 
Price controls during World War II left the dairy industry in a state of maladjust- 
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ment as far as the domestic peacetime economy Was concerned, At the end of 
World War II our market milk areas were inadequately supplied with milk 
Since 1945 milk production has increased in those areas; for example, in New 
York State and Pennsylvania, by 10 percent. Production of milk and sales of 
bottled milk have been brought into reasonable balance in such areas, with some 
scattered shortages this past fall. 

At the end of the war we were exporting sizable quantities of whole milk manu 
factured dairy products, concentrated milk and cheese. These preducts were 
produced largely in the Midwest. With little change in milk production in the 
midwestern urea, in Wisconsin and Michigan, for example, the excess of supply 
for a disappearing export market has been absorbed into domestic uses. 

in the areas where butter has been the chief market for milk, the production 
of milk has declined and meat animals have increased as the American con 
sumer has in the market place expressed a preference for products other 
than butter. 

These adjustments in milk production and utilization took place in response 
to prices almost free of direct Government dictation. Although considerably 
fewer pounds of milk were produced per capita in 1951 than in 1945, supplies 
of food nutrients did not fall proportionally because of the increased use of 
milk solids not fat in fresh whole milk, in cheese, in evaporated milk, in ice 
cream and in skim milk products. 

The output of milk from farms during 1952 and in the immediately follow 
ing years will depend on several factors. ‘These factors include the feed 
supply, the proportion of feed that will go to dairy cows, the number of dairy 
cows and the availability of labor to care for producing dairy herds. The 
price of milk will be of major importance in determining how well dairy 
farmers will be able to compete for a share of the feed and labor supplies. 
Numbers of dairy cows have been declining for several years. There are an 
increased number of voung stock in herds now. Whether or not these young 
stock will result in increased dairy cow numbers, however, will depend on 
what dairy farmers think of the outlook for the price of milk, the cost of 
feed, prices of animals culled for beef and the opportunity to compete success 
fully for farm labor. 

Our needs for an increased milk supply are obvious. Milk and dairy products 
are highly desirable foods if we are to have a healthy people. Because of 
the balance of food nutrients, milk has frequently been referred to as “Nature's 
most nearly perfect food.” Calcium, of which three-fourths is supplied by milk 
products, is one of our most critical elements. Our population is growing 
rapidly. Much of this population growth is due to a high birth rate. Grow- 
ing children, more than anyone else, need adequate supplies of milk. Earl 
J. MeGrath, United States Commissioner of Education, in a recent article, 
stated, “By 1957-58, it is estimated that the total enrollment, kindergarten 
through secondary schools, will reach more than 32 million, or 6 million more 
children than are currently going to school.” 

The Bureau of the Census estimates a population of 190 million people by 
1975. Agricultural Secretary Brannan states that to maintain our present 
rate of per capita production we will then need an additional 30 billion pounds 
of milk. This is a greater increase than occurred during the past 25 years. 
These statements as to needed increased supplies do not consider that present 
rates of consumption are less than nutritionists recommend for good diets. 

Returning to immediate needs, 1 year’s growth in population requires an 
additional 2 billion pounds of milk. Milk production requires long-time planning 
by dairy farmers because it takes several vears to raise a cow 


PRICES OF DAIRY PRODUCTS 


Retail prices of dairy products have increased less since before World War 
II than has the average of food prices. Fresh fluid milk has increased less 
than three-fourths as much as the index of all food prices. On a dry weight 
basis dairy products are inexpensive, foods when compared with prices of other 
livestock products. In terms of each of several highly desirable food nutrients. 
there is no other food in which these nutrients can be purchased at as low 
prices as in fresh milk, cheese and evaporated milk. Even at somewhat higher 
prices than now exist for dairy products, especially fresh milk, these products 
would be relatively inexpensive as compared with prewar: as compared with 
other livestock products on a solids basis; or as compared with per eapita 
disposable consumer income. In 1939, the average factory emplovee worked 
12 minutes to buy a quart of milk. Now, he works only 9 minutes. _ 
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COMPETITION IN THE INDUSTRY 


Milk is produced on more than 2 million farms in the United States. Milk 
is processed and the different products manufactured in thousands of plants 
throughout the country. I would like to supply you with one illustration of 
the competitive situation in the fluid milk industry. 

In my State of Pennsylvania, we have a milk control commission which 
requires licenses of each processor and distributor of fluid milk products. In 
1949, the commission issued 691 licenses to fluid milk dealers. This does not 
include more than 500 producer-distributors of fluid milk. The State is divided 
into 14 marketing areas. The least number of licensed dealers in any one of 
these marketing areas is 22 in the York market. The commission licensed 32 
distributors in the Philadelphia market plus an additional 32 in the suburban 
Philadelphia area and 140 handlers of fluid milk in the Pittsburgh market. 

The fluid milk industry has for years followed a policy of obtaining a low 
rate of profit per unit of product, depending upon volume and turn-over for 
dollars profits. The average rate of profit earned in 1950 by 529 fluid mill 
distributors for whom the Pennsylvania commission had records was 4.5 cents 
per dollar of sales before income taxes and 2.7 cents after taxes. Of 565 dis 
tributors for whom 1949 records were available, 127 operated at a loss. 

Other branches of the dairy industry are characterized also by numerous 
processing plants. The 1950 estimates prepared by the Bureau of Agricultural 
Economics, USDA, of manufactured dairy products, were based on reports re- 
ceived from over 8,000 plants making butter: over 2,000 plants making cheese 
over 3,000 plants making ice cream for wholesale distribution, and more than 
400 plans producing concentrated milk products. It is estimated that more 
than 24,000 plants in the United States process some type of dairy products. 

These data are illustrative of some of the competitive forces in the dairy 
industry. 


DAIRY INDUSTRY CHARACTERIZED BY CONTINUOUS PRODUCTION 


The dairy industry is primarily a domestic industry. Det 
have not required the diversion of milk preducts to other than normal uses. 
Consequently, the defense effort has not caused artificial scarcities. 

Milk production takes place every day of the year. The same is true of the 
production of manufactured dairy products. Due to the seasonal production 
of milk the excess output during the spring months is made into butter, cheese, 
and concentrated milk, and stored to supplement supplies during the period of 
low production, With continuous output, any change in price, regardless of 
When it occurs, does affect production. 


ense preparations 


CONCLUSION 


I am familiar with the statement made by Mr. Haymes and I agree wit 
the platform of the Dairy Industry Committee, which he has presented. 

A program of price controls for dairy foods is the poorest way in which this 
important food industry can be prepared for the role it must play in the economy) 
There are no present searcities in dairy foods. The termination of price con 
trols would not result in inflationary price advances. The price control ma 
chinery is operating to diminish incentives for production and to weaken the 
industry's processing and distribution facilities. Price controls should be ended 
on dairy products promptly so that production will be expanded and adequate 
industrial facilities maintained to meet the increasing nutritive needs of our 
country and to keep the industry prepared to help meet the food needs of our 
allies in case of war. 

I trust that the data I have presented will be helpful to the committee. 

The Cnuarrman. The next witness is Mr. Holman. 

If Mr. Holman is not here, will Mr. Paul please come up. 

Will you go ahead, sir. 

Without objection, Mr. Paul, your statement will be filed in full. 

Will you give us your name, please. 
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STATEMENT OF GEORGE PAUL, NATIONAL CREAMERIES 
ASSOCIATION 


Mr. Pau. My name is George Paul. I am from Brooklyn, Iowa. 
1 own and operate a farm there, and am a member of the Cooperative 
Creamery board of directors in that small town. 

I am here re presenting the National Creameries Association, and we 
apprec oi this opportunity to appear before you. 

The National Creameries Association has its headquarters in the 
New York Building, St. Paul, Minn., and its Washington, D. C., offices 
in the Wyatt Building, 777 Fourteenth Street NW, Washington 5, 
D.C. It is an organization of 952 dairy manufacturing firms, 85 per 
cent of which are farmer-owned cooperative associations—the re- 
mainder locally owned proprietary firms. These firms have about 
300,000 producer patrons. Our members’ plants are located in the 
States of Minnesota, Wisconsin, North and South Dakota, Kansas, 
Nebraska, Montana, and lowa. Our members’ business is largely de- 
voted to the manufacture and sale of butter and nonfat dry milk solids. 

Senator Ronerrson. Would that include condenser plants ? 

Mr. Paux. No; it does not. We are primarily—our association is 
Lag ead concerned with the manufacture of butter. 

The National Creameries Association is opposed to the continuation 
of the price-fixing powers conferred upon the President by the Defense 
Production Act, namely title LV, but favors the continuation of section 
104 of the act, which confers upon the Secretary of Agriculture the 
power to control imports of dairy products, among others, under cer- 
tain conditions specified in such section. 

With respect to our opposition to continuation of the power to fix 
price ceilings on dairy products, we are in accord with the position of 
the Dairy Industry Committee, which is composed of the major trade 
associations in the dairy field, and which will appear before this com- 
mittee to state the position of the industry groups affiliated with the 
Dairy Industry Committee. Therefore, in this statement, I will spend 
very little time in the price-control aspects of the matter, but will 
devote the greater part of this statement to our defense of our position 
that we desire the continuation of the powers conferred upon the 
Secretary of Agriculture to control the importation of dairy products. 
In this latter respect, we are also representing the Dairy Industry 
Committee. 

Since we are processors of butter and nonfat dry milk solids, and 
most of our members’ plants are owned by the farmers themselves that 
are members of the large number of cooperatives that are members of 
the National Creameries Association, we feel we can speak with know] 
edge and authority concerning both the position of the producer and 
the processor with regard to the proposed bill. 

Ww e do not appear before you asking you for special dispensation, 
hut to express to you our beliefs as to the best. methods to follow in 
regard to national policy for the dairy industry during this period 
of emergency. We believe that the soundest policies are those that 
will encourage the production of the largest possible volume of milk 
and butterfat. 

We urge the Congress not to place hampering restrictions in the 
way of the dairy farmer and processor in utilizing to the fullest pos- 
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sible extent the labor, materials, and equipment available for the 
production of milk and its products. We are opposed to any legisla- 
tion that we believe will tend to restrict the production, manufacture, 
and marketing of milk and its products. Accordingly, we oppose 
continuation of the power conferred upon the President to impose 
price ceilings on milk and its products, because we believe that such 
controls hamper production and marketing. We oppose termination 
of the power conferred upon the Secretary of Agriculture under title 
I, section 104 of the act, to impose controls on the importation of 
dairy products, because we believe, and our colleagues in the industry 
believe, that lifting these controls and permitting the importation 
of large volumes of butter and other dairy products will drastically 
reduce the incomes of our producers, and this in turn will cause them 
to reduce production, interfere with orderly marketing and result in 
unnecessary expenditures under the price-support program. 

This Congress should do nothing that will reduce the returns to 
producers for milk and butterfat, or hold the returns for such prod- 
ucts below the level of returns from other competitive lines of agri- 
cultural production, 

Our reasons for the preceding statements follow : 

Milk production on farms is barely being maintained. Milk pro- 
duction is barely being maintained under present conditions, and 
would be seriously hampered by freezing or lowering of price levels. 
The facts are as follows: 

(a) Milk cow numbers are at the lowest point since 1930. As of 
January 1 this year, there were 23,407,000 cows and heifers 2 years 
old and over kept for milk on farms—a reduction of 1 percent from 
the preceding January and markedly lower than the peak numbers 
recorded in 1945 of 27,770,000 head. There does not appear to be 
any improvement in sight for this condition. Fairly large numbers 
of heifers 1 to 2 years old kept for milk have been reported the 1st 
of each January for the last several years, but the rate of elimination 
during the year has been high, so that numbers in the milking herd 
have shown a steady reduction since 1945, 

On the other hand, the number of cattle on farms as of January 1 
this Vvear, reached an all-time record of over 88 million head. This 
large number, in the face of diminishing numbers of dairy cows, is 
accounted for entirely by the fact that beef cattle numbers are very 
high. For details as to numbers, see tables 1 and 2, appendix. 

(>) Milk production has been fairly well eae ges the 
last few years at figures not much below the wartime peak, but this 
has been accomplished by a steady increase in production per cow, 
as a result of better husbandry practices. In tae production pet 
cow Was 5,292 pounds, as compared to 4,589 in 1939. There is a limit, 
however, to the extent to which increased ea per cow can be 
made to offset declining numbers. 

(c) Prices for milk and butterfat received by farmers in this coun- 
try are low relative to the prices of beef cattle—the major competitor 
of dairy cattle for the use of farm labor and capital. Table 3 of the 
appendix shows that the farm price of milk sold wholesale and the 
farm price of butterfat was 96 and 92 percent, respectively, of parity 
prices, while the prices received by farmers for beef cattle were 146 
percent of parity in 1951. As a matter of fact, prices of beef cattle 
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have been much higher relative to parity than milk and butterfat 
prices for the last several years. This price relationship alone ex 
plains why the dairy herd continues to decrease, while the beef cattle 
herd continues to increase. 

I should like to give you a personal example of my own. Two 
months ago I sold a Holstein cow for $408. She weighed 1,785 
pounds. Now, the most that cow, in my part of the country, — 
possibly have brought as a dairy animal, selling it to anot! 
farmer for his milk production purposes, wl L have been about $300. 
It is very easy to see, from that example, why a lot of dairy farmers 
in my part of the country are decreasing their herds, culling them 
out, selling them for beef production, simply because it is more profit 
able. 

We see no signs of a reversal of this trend, hence must urge that 
nothing be done by this Congress to freeze these unfavorable relation- 
ships pricewise, or by permitting large-scale imports—to decrease 
dairy prices so that the adverse relationships now existing will be 
acce ntuated. 

It is interesting to note that during the war when we had full-scale 
price control on the one hand, and the drive for very high dairy pro 
duction on the other, prices for milk and butterfat were not only per- 
mitted to reach levels considerably above parity under the price ceil- 
ings, but in addition, the Government paid out subsidies to the indi 
vidual farmers to increase their returns even more. We are most 
assuredly not asking for subsidies—on the contr: ary we Oppose ed them 
during the last war and oppose them now. We do ask, however, that 
(government recognition of the need of, and its request for, continued 
heavy milk production on the farms of this country, should also 
recognize that this need cannot be met with dairy prices unfavorable 
to prices for competing agricultural commodities. We should not 
on the one hand be salad to maintain production, and on the other 
hand have road blocks thrown in our way by lowering prices through 
imports and by freezing prices at levels that are unfavorable to the 
maintenance of dairy production, 

In the butter industry, we have lost a great portion of our prewat 
business. Per capita supplies of other dairy commodities have been 
kept ample by shifting milk from butter to other uses. We in the 
butter business are not crying wolf—it has already happened to us, 
and we do not want the trend accentuated. 

World price levels are considerably below price levels in this 
country. Prior to the last war, there were a number of fairly im 
portant butter importing countries, of which England was the most 
important. Since the war, with the vast changes that have taken 
place in the government structure in Europe, this pattern has changed 
somewhat, but England is still by far the most important importer. 

Major exporting countries are New Zealand, Australia, Denmark, 
and the Netherlands. Ordinarily, the greater portion of the export- 
able surplus produced by these countries goes to England. 

Prices for butter in this country, and as a result the prices of milk 
and butterfat to dairy farmers, are considerably higher than the 
prices prevailing in the foreign countries just me ‘tioned, and signifi 
cantly greater than the prices at which these countries could ship 
butter to the United States. The most recent figures which we have 
been able to compile indicate that butter could be laid down in this 
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country, all costs and duties paid, for about 60 cents per pound. 
Calculated as follows: 


Cents 

butter prices, f. o. b., Copenhagen, as of January 3, 1952 (per Ib.)_ 48. 90 
Qcean freight (per lb.) ; ake <n 2. 88 
Insurance (per Ib.) 50 
United States tariff duty = : 7. 00 
frucking (American ports) ‘ Selassie oo 
Storage (month) AT 
Total costs 60. 10 


In this connection, the tariil rate on the first 60 million pounds of 
utter that would be imported would be 7 cents per pound, as provided 
inder the trade agreements, and thereafter the basic rate of 14 cents 
per pound would apply. Accordingly, after the full tariff rate ap 

plied, butter, basic current foreign prices, would be imported at about 
67 cents per pound in large amounts. These prices refer to high 
quality butter, and are based upon the so-called free butter originat 
ng in Australia, New Zealand, and Denmark. 

I would like to explain just what IT mean by free butter. England 
lis negotiated purchase contracts, on a government-to-government 
asis, with New Zealand, Australia, and Denmark. Such contracts 
name the purchase price, and presumably the volume covered. How- 
ever, some of the exportable butter of these countries is left “free” 
of the contract, and the ey porting countries are permitted to sell it 
wherever they desire. It is estimated that about 15 percent of the 
exportable surplus is “free” butter. 

The price of the contract butter ts quite low, both in relation to our 
own prices, and the prices for which the “free” butter recently has 
been selling in countries other than England. At present, these con- 
tract prices range from 36.3 cents per pound for Australian butter 
io 39.5 cents per pound for Danish butter. Tf this butter were avail 
ble to our importers at the same prices, it could be laid down in the 
nited States at about 46 to 48 cents per pound, 

It should be obvious that butter prices in this country would be 
drastically reduced if large-scale imports were permitte “lL. Of course, 
such importation probably would tend to cause adjustments in the 
contractual arrangements between England, Denmark, New Zealand, 

nd Australia. United States domestic prices would be drastically 
edu, but there would probably be serious pressures exerted to 
raise the contract prices if such increases could be negotiated. If this 
were not done, we would have the sorry spectacle of imports being 
made to this country at prices that would be disastrous to our own 
dairy farmers, although considerably higher than similar butter would 
bring in England. Imports in this country would therefore be used in 
effect to offset low prices under the contracts with England—an ex 
vmple of discriminatory marketing in its most outrageous form. 

Even though some people may think that butter prices in this 
country are too high, it is to be noted that prices received by pro- 
ducers for milk and butterfat used in this commodity this year have 
not been sufficient to maintain production, Creamery butter pro- 
duction this year was 1,214,685,000 pounds, a decline of 12 percent 
from 1950. Consumption per capita of the population is estimated at 
‘7 pounds in 1951, as compared to a rate of consumption of 16.9 
pounds per capita in 1940, 

96315—52—pt. 1- 17 
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To permit unlimited importations of butter in the face of the situa 
tion described above would undoubtedly impair domestic production, 
and hence be contrary to one of the standards for instituting import 

control specified in section 104, 

Senator Rosertson. I want to ask you a question there. [am very 
much interested in the dairy industry in Virginia, which is primarily 
a fluid-milk market. 

They have gone in for dairy farming in a big way, and the co) 
denser plant at Halifax is the fifth largest in the entire United States 

I was surprised to see how many cattle they are now raising i) 
Florida. Tam told that in the Southern States they cannot produce 
cattle. Virginia has been a big cattle State, but Florida has gone way 
beyond Virginia, now, in the number of cattle. 

You know asa practical farmer that any grassland that will support 
beef cattle will also support dairy cattle. Now, the southern farmers 
have to sell about 40 percent of their production of cotton abroad, and 
to enable them to buy that cotton we have either got to give them the 
money or they have got ot earn their dollars. There is a lot of flim 
flamming talking about the dollar gap. The dollar gap is not any 
different in the Nation than it is with me. If I spend more than | 
make, T have a dollar g: ap, and T have either i to produc e more ol 
cut down on what Tam buying to close that dollar gap. They have 
got to do the same thing. There is not any hocus-pocus about a dollu 
gap; they are just buying more than they can pay for. 

Suppose we rig our tariff so no nation has the money to buy ow 
cotton. What would those southern farmers do’—Go into milk 
butter or sit idly on the farms and starve ? 

Mr. Paun. If it were made unprofitable for them to continue their 
milk operation, they would certainly have to go into some other line 
of activity. 

Senator Ropertson. You will have to admit that all through the 
depression the farmers who were in the dairy business had less drop 
in net Income than any other type of farming. That certainly was 
true In Virginia. They came through the depression better than any 
other type of farmers, and T believe it will always be that way, but 
[ am just taking the over-all picture. I cannot sit here and legislate 
just for the dairy group of Virginia. TI also have to consider thi 
tol aACcCCO farmer in Vireinia. My colleagues On either side of me, One 
from South Carolina, one from Alabama, have to consider what is 
roiling to happen to their cotton farmers. You have to elve considera 
tion to the over-all picture when you start legislation on tariffs that 
umount to exclusion of a given product, because when you carry that 
to its logical conclusion the very group that you are trying to help 
will run into a new type of competition that will hurt much mor 
than the importation of, say. 3 percent of the national product. 

I do not believe in giving billions of dollars a year away to nations 
who holler about a dollar gap. 

Mr. Paci. We are certainly not in favor of giving away our sub 
stance to foreign countries, 

Senator Roperrson, If you are going to be international politic: ally, 
will you not have to be economically international, or you will 1 
into a honeless conflict 4 


and 
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Mr. Pavuu. That is true up to a certain point, but I think we have 
to realize the fact, Senator, that we do have a large dairy industry. 
particularly 1 in the Middle West, which is engaged in the manufactur 
ing of dairy products. They would certainly have to be taken care of. 
It is probably the largest single supply of whole milk upon which 
the country can draw for its milk requirements that exists: and, if we 
are going to drive that source of supply out of existence by the seale 
of prices with which they cannot compete, then we are going to be 
ina bad way for self-sufficiency. 


The CHairman. Will vou proceed, sir. You have 3 minutes left 
before the committee will start ponttioning, 
Mr. Pauw. 3. Depressed butter prices mean depressed prices for milk 


and butter fat used in other dairy products. [ do not “a to take 
up your time with a lengthy set of t: ah les and charts which show that 
changes in butter prices result in changes in the prices received for 
milk and butterfat by farmers—milk used not only in butter but in all 
manufactured dairy products and in fluid-milk markets. It suttic 
to say that, when butter prices are low relative to the prices of other 
dairy products, farmers shift from the low-priced to the relatively 
higher priced product, I he ave personi ally experie need t ra shi EK. and 
can advise you that this is the reason, in large part, why butter price 
must be kept strong if the prices of milk used in other products anil 
in fluid mifk and cream are to be kept strong. Permitting large-scale 
importations of butter, therefore, would not only work to ‘the extren 
disadvantage of the dairyman who produces milk for use in butte 
but also to all other producers of milk in this country, irrespectiy 
of the use made of their milk. Prices to producers in fluid-milk mia 
kets would be reduced, because in general such prices are based por 
or are closely related to, butter prices. 

ft. Section 104 does not prohibit imports—it merely sets up reasoi 
able standards for import control. Section 104, contrary to the sta 
ments of some of its opponents, does not P rohibit Mn ports of da ry 
products. It merely provides that imports may be regulated by th 
Secretary of Agriculture if he finds that imports would have thee 
effect of— 

(a) Impairme our domestic sources of supply: 

(>) Disrupting our storing and marketi ne syste mh during 
season Of flush production; 

(c) Resulting in unnecessary expenditures under the price 
ee program. 

Under the standards listed above, the Secretary of Agriculture las 
unposed import controls under the import control order (FDO 3, 
U.S. Department of Agriculture). This order p et an embargo on 
Imports of butter and nonfat dry-milk solids, and limits imports of 
cheese to the average of the per iod 1948-50. 

Until the passage of section 104 and the issuance of FDO 3 there 
under, butter imports were prohibited since the war under title ITT o! 
the Second War Powers Act, which the Congress extended annually 
until last year. For many years, there have, been no significant in 
ports of butter into the United States: hence it can hardly be argued 
that FDO 3 works a hardship on exporting countries by depriving 
them of their normal markets. 

With regard to cheese, the Secret: ry” s order permits the meant 


tion of about 37,250,000 pounds of cheese, which with the excepti 


i 
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of 1950 is the highest volume of imports since 1939. However, repr: 
sentatives of the ‘National Cheese Institute will discuss the cheese prob 
lem with you in detail. So, I will make no further comments here 1 
gording cheese imports. 

Other laws do not offer sufficient protection. Those who argue 
that there are other laws which offer adequate protection to the 
American dairy farmer are in error for the following reasons: 

(@) Section 22 of the Agricultural Adjustment Act authorizes con 
trol of imports if the Secretary of Agriculture believes imports wil! 
interfere with price-support programs instituted under the Agr 
cultural Adjustment Act. But does the Secretary really have thi 
authority, and what is the procedure? It must be said that the Se: 
retary does not have the authority himself, and that the procedure 
is so complex and time consuming that the damage would already | 
done before any adequate control of imports could be instituted under 
section 22. Under this section 22, the Secretary of Agriculture, i! 
he believes the price-support programs are endangered by imports. 
notifies the President. If the President agrees with the Secretary, 
he refers the matter to the Tariff Commission for an investigation 
of the facts in the matter. 

Senator Rosertson. May I interrupt to ask about page 6 of you 
exhibit, _ re you show the import value, and you have butter there 
marked "34." Is that $34,000 4 

Mr. ee $34,000; ves, sir. 

Senator Roserrson. That is the total of the imports of butter, that 
you are complaining about. 

Mr. Patuu. In explanation of the figures, Senator, imports of butter 
have been embargoed for a number of years: so, there has been hardly 
any permitted to come in. We could not have a large figure under 
those circumstances. 

Senator Roperrson. I just wanted an explanation of the figures, 
because there might be some who read the record and get very much 
disturbed about what is going to happen in Virginia, to the butter, 
and I wanted your figures explained. The imports were $34,000. 

Mr. Pauw. If the Tariff Commission’s investigation supports the 
position of the Secretary of Agriculture, the President must impose 
import controls—which under section 22 are limited to a quota not less 
than 50 percent of imports during a representative period. Also, it 
is entirely discretionary with the President as to whether he agrees 
with the Secretary of Agriculture and orders an investigation b) 
the Tariff Commission. We strongly doubt that any such agreement 
would be forthcoming from the P resident, in view of his request that 
the Congress repeal section 104. 

(b) Section 7 of the Trade Agreements Act authorizes import 
controls when serious injury is threatened by increased imports re 
sulting from concessions granted in a trade agreement. However. 
the Tariff Commission under the procedure is allowed a year to make 
an investigation of the matter. Even though it may then make » 
finding of positive injury, the President has the right to decide not 
to control imports, but is required to report his reasons for his failure 
to act to the Congress. 

(¢) Section 101 of the Defense Production Act is not, in our opinion, 
adequate. Under a similar provision of the Second War Powers Act. 
butter imports had been prohibited until the act expired July 31, 1951. 
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At the time of the expiration of the act, however, the Department of 
Agriculture had decided that it could no longer control butter imports 
under such a provision, There is no reason that we know of that 
would lead to a reversal of the views of the Department of Agriculture 
in this matter. 

Under trade agreements, it is provided that, when imports are con- 
trolled, domestic production must be controlled in the same ratio as 
the control of imports. There is no authority to control the produc- 
tion of milk and butterfat: so, this provision is worthless. Even if 
there were authority for production control of milk and butterfat, 
dairy farmers would not stand for it. They refused a production 
control program offered them by the United States Department of 
Agriculture during the depths of the depression in 1934. There is 
even less reason to believe that they would approve production control 
now. 

6. Other arguments for the repeal of section 104 are unimpressive. 
I hope you will indulge me while I make a few brief comments as to 
the validity of other arguments advanced by proponents of repeal of 
section 104, as follows: 

(a) The dairy farmer gains because this country exports more than 
it imports. This argument must be taken with a whole shaker full of 
salt. Prior to the war, exports were negligible. During the war and 
since the inception of the Marshall plan they have been large. In 
1951 they amounted to about $117 million, whereas our imports in 
1950 amounted to a little over $34 million. See tables 5 and 6, ap 
pendix. Prior to the war years, our exports were principally evapor- 
ated milk, and our export markets for dairy products were in Central] 
America, South America, and the countries of the Pacific Basin. 

With respect to the vast increase in exports over prewar levels, it 
is to be noted that these exports were due to two major factors, these 
being (1) the fact that the I uropean dairy industry had beer ; severely 
damaged, and (2) our exports were fin: anced very largely by grants 
of either the commodity or dollars. 

Since the inception of the Marshall plan, this country, by outright 
grants of commodities and dollars, has contributed greatly to the 
volume of foreign trade recorded by this country the last few years. 
From April 3, 1948, through November 30, 1951, procurement author- 
izations for purchases with Marshall-plan dollars amounted to about 
$3,860,000,000 for food, feed, and fertilizer: about $1.433,000,000 for 
cotton; and about $451,000,000 for tobacco. Procurement authoriza 
tions for bread grains alone were about $1,663,000.000, For details. 
see tables 8 and 9, appendix. 

For dairy products, purchase authorizations were S108 million from 
United States supplies, plus $10 million to be purchased in Canada. 

Procurement authorizations for food and other agricultural com- 
modities during the period April 3, 1948, through November 30, 1951, 
were about $5,245,000,000, Procurement authorizations for supplies 
to be secured in the United States amounted to $4,128,000,000 during 
the same period. 

Our total agricultural exports during the 3-year period July 1948 
through June 1951, as reported by the Office of Foreign Agricultural 
Relations, were about $10,228,000,000. Although not precisely com- 
parable because of the slight differences in time periods involved, it is 
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obvious that a very large portion of our exports is trade that we in this 
country have financed ourselves. 

We realize that some farm commodities have large export markets 
However, we do not think it desirable to wreck the dairy industry, 
larger than any other except meat animals, to gain and hold such 
markets. 

It seems to me that the figures and information I have just given 
should be sufficient to indicate the fallacy of the argument that the 
dairy farmer stands to gain by permitting large-scale imports because 
he has such good export markets. No wonder this market looks good 
to the foreign countries which have contracted to sell most of their 
exportable surplus at prices little more than half the prices prevailing 
in this country. But our exports are a fine example of robbing Peter 
to pay Paul. It is submitted that an export market which depends 
upon the exporting country furnishing the financing to pay for such 
exports is indeed unsound. Yet, these are the exports which the 
proponents of repeal of section 104 hold up as a shining example of the 
benefits our dairymen may expect if unlimited imports are permitted. 
Perhaps if they were told their tax bills would reflect such benefits 
until the end of their days, they would receive a much clearer picture 
of the true situation. 

¢. Unlimited imports would lead to the destruction of the price 
support program. There can be no doubt that permitting large-scale 
imports during the conduct of the price-support program would oper 
ate to the extreme disadvant: ige of that program, ¢ causing unnecessary 
expenditures, and losses in disposition of the commodities purchased. 
It is nonsense to place a floor under prices of milk and butterfat 
through the purchase of butter, cheese, and nonfat dry-milk solids, 
and then turn around and permut imports to keep prices driven down 
to price-support levels. 

The result of such an operation would be that the price-support 
program of the United States Department of Agriculture would | 
effect operate as a price-support program for all the exportable sur 
pluses of the world. I doubt that the Congress is yet ready to under 
write the price levels for dairy products throughout the world. 

While price-support purchases this last year were relatively small, 
in 1949 and 1950 they were quite large. During the 3-year period 
January 1949, through December 1951, over 242 million pounds of 
butter were purchased. About 142 million pounds of this was resold 
to the trade in this country, and the remainder was sold through 
school lunch, or was donated to domestic and foreign welfare organi 
zations, or sold for nominal prices to foreign governments—prices that 
in some instances were as low as 15 cents per pound. 

Cheese purchases during the period were about 135 millon pounds, 
of which about 73 million was donated to domestic and foreign 
welfare agencies, or through negotiated sales to foreign purchasers— 
probably at prices representing a fraction of its purchase cost. 

About 731 million pounds of nonfat dry-milk solids were acquired 
under the price-support program, of which about 336 million pounds 
were disposed of through negotiated export sales, and 150 million 
pounds were donated to domestic and foreign relief agencies. Ap- 
proximately 103 million pounds were sent abroad for feed at very 
low prices, 
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In view of this record of the costs of the price-support program, 
it is obvious that permitting large-scale imports would merely re- 
sult in unnecessary expenditures under the price-support program, 
and therefore be in violation of the standard set forth in section 
LO4. 

Il have tried to keep from quoting a large collection of figures, 
and now wish to file this set of tables as an appendix to my state- 
ment. 

Your courtesy in listening to my statement in this matter is ap- 
preciated. 

In brief, gentlemen, as a producer of dairy products in one of 
the largest States, one of the largest producers of dairy products in 
the Nation, the State of Lowa, Lam very much concerned about what 
will happen to our cow herds if section 104 of this act is repealed. 
x boils down to simply this: Do we want to send our dairy cow over 

» Denmark, the Netherlands, France. and these foreign countries, 
oa be dependent upon them for a supply of milk in this country, 
or do we want to keep that dairy cow functioning right here at 
home so we can have an available supply of milk when we need it, 
and when we want it / 

That is my statement. 

Senator Frear. Do you think section 104 should be considered 
a part of this act, and not under a trade agreement / 

Mr. Paun. Yes: ] do 

Senator Frear. Why / 

Mr. Paun. For the reason I just advanced. 

Senator Fre AR. Do you think other peop le who do not consider 
it favorably under the tariff act would like to have it a section under 
ihe DPA Act, too? There may be other industries in this country 
that are affected in a similar manner as the farmers are by section 
l04 of this act. Why should net they come in here and say they 
want a section put in the Defense Production Act to take care of 
their nog? 


Mr. PauL. I cannot speak for them, Senator. That is purely con- 
eee 
Senator Frear. But this committee must consider that. As far 


as you are concerned, section 104 should stay in there 

Mr. Pauw. It is quite true that other industries might conceivably 
want tocome in and ask for some consideration. 

Senator Frear. But you would say they would have the same 
right. Tam a dairy farmer, do not misunderstand me, but we also 
have other problems here. If they want to come in, they should have 
the same privileges and rights that the fats-and-oils people have under 
section 104. 

Mr. Pau. That is perfectly right. TI sympathize with your prob 
lems, that vou cannot legislate for one small portion of the country. 

Senator Roserrson. We have another problem confronting us that 
involves the same principle that you have been talking er and 
that is Japanese toys. For many vears, before World War IT, Japan 
bought about four times from us what we bought from J: aan but all 
during that period we heard a lot about slave labor in J; apan, and how 
we were exposing our labor to that when we bought anything from 
Japan. 
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At the present time we are putting out about a billion dollars « 
year to support Japan as a principal ally in the Orient against thi 
spread of communism. Japan is trying to get back on a basis wher 
80 million people can live on about the ‘equivale nt of arable land that 
is in the State of New York, which of course cannot feed 80 millio: 
people. 

Now, I understand that one of the products that Japan is making 
now and selling to this country is toys, and they are skilled worker: 
over there and can make as good a toy as anybody, better than sony 
and they can sell those toys cheaper than Americans can make them 

Now, shall we keep all those toys out, to benefit the toymakers i: 
this country, and then shall we keep up a billion dollars a year in 
support of Japan, or say we are not going to buy your products, and 
they will say, “Well, either we die, or we trade to the Communists i) 
China and other areas.” 

How would you solve that problem eventually? The toy manu 
facturers are not as well organized as the milk producers, but there 
are a good many of them. 

Mr. Pauw. I realize that you have a problem not only in connection 
with the dairy industry, but you also have other problems that you 
have to solve, Senator. However, I can only speak for the dairy 
industry. I do not know anything dient the tov industry. 

Senator Capenart. Do you not think we have an obligation to solve 
the problems of every industry in the world / 

Mr. Paut. No; I certainly do not. 

Senator Carenart. It seems to me it Was not many years ago when 
Japan was killing American boys. 

Mr. Pavt. That is right. 

Senator Benton. May I ask a question / 

The Cuamman. Go ahead, sir. 

Senator Benton. Have you made an estimate of how much butter 
would come into this country from the European countries you men- 
tioned if there were no restrictions of any kind, if we let them ship 
in all the butter they wanted to ship in? 

Mr. Pavu. I have heard it said, quoting from memory, as far as I 
am concerned it is hearsay, but I understand that Denmark alone has 
about 100 million pounds available that they could shoot into this 
country almost at a moment’s notice. 

Senator Benron. What is the total annual consumption of butter 
in this country ? 

Mr. Pauw. Mr. Reed can answer that. 

Mr. Reep. It is down to about 1,200,000,000 pounds. 

Senator Benton. Do you think one-twelfth of the total production 
is perhaps a fair estimate of what would come in from Europe if we 
had no restrictions ¢ 

Mr. Pauw. Well, that is pretty hard to say. It would depend on 
numerous conditions, but I should like to point out that it is not the 
amount that would come in in relationship to our total production in 
this country that is important. It is the amount that would come in 
and affect our demand and supply situation in this country. Even 
1 percent brought into this country, in times when dem: and was low 
and production | was high, would set the price for our domestic markets. 

Senator Benton. The legislature in New York State, according to 
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the papers in the last week, is repealing their restrictions against 
selling colored margarine, so the paps can buy colored margarine in 
that great dairy State. Perhaps it would be a good thing for the 
dairy ‘industr y to be selling butter at a lower price. 

Mr. Pavu. My only answer to that is that when the rest of the econ- 
omy is geared up to a high price level, we have to go along with that. 
We have to sink or swim with that situation as we find it. 

We have high feed costs, we have high labor costs, and I am in 
the situation just like that the Senator announced here a minute ago. 
I have a young man working for me, and Uncle Sam is breathing down 
his neck. I do not know where to turn to get somebody to take his 
place, and it is a serious situation. 

Senator Benton. When the consumers in New York do not know 
where to turn in the face of 85-cent butter, it seems likely they are 
going to turn to colored oleomargerine. 

Mr. Paut. I think the answer to that, Senator, is the fact that up 
until butter reached a price of about 90 to 95 cents, or a dollar a 
pound, there were people with money who were willing to pay that 
price, and until it got to that price, all the butter available was being 
consumed. 

Now, there has been some increase in butter production in the last 

2 months, and that, along with consumer resistance, has dropped the 
pr ice 10to 12 centsa pound very recently. 

Senator Ronerrson. I would like to suggest to my distinguished 
colleague from Connecticut that we have become so efficient that we 
need an export market for about S10 billion of goods above what we 
consume. A large percentage of that is agricultural products. Ten 
billion dollars is not too much in an economy ee over S200 
billion of consumer goods. If we cut out 40 to 50 billion dollars of 
military expenditures, and get that back to a peacetime level, $10 
billion would be the difference between prosperity and depression in 
our local domestic economy, and when that occurs, you have got a 
choice between, let us say, 95 percent of a good market, and a hundred 
percent of a poor one. 

Senator Benton. I] would add to that, Mr. Chairman, looking at it 
as the Danes look at it, they feel we are being totally unfair in asking 
them to buy our tobacco and cotton, and then in turn set up a com- 
plete embargo against their butter. That is the problem this country 
faces today in its foreign policy. We have got to face up to it, and 
might as well begin to face up to it right away, in my judgment. 

Senator Sparkman. 1 would like to comment, Mr. Chairman, that 
we might look at it from the other standpoint, that we insist to Den- 
mark that she not trade with the iron-curtain countries if she gets our 
help. Yet she cannot get coal from us for which she has to pay dol- 
lars unless we take her butter, cheese, or something of that kind. 

Senator Roperrson. She can get coal from Poland. 

Senator SpaRKMAN. Poland in turn insists that she turn over an oi] 
tanker, which we do not wish her to have. 

Senator Carrnarr. 1 think I have analyzed the situation very 
clearly, and I think it is just a question whether we are going to make 
lip our minds whether we are going to look after Americans, or look 
after people in other parts of the world. IT think the problem ‘ea been 
well stated, and I think that we have got a decision to make as to 
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whether we are going to look after other people at the expense of our 
own people, or whether we are going to look after our own people. 
1 do not see how the problem could have been stated any more clearly 
than it has been stated by you and these gentlemen. 1 think it is a 
decision for Congress to make, whether they want to look after ow 
own people, or look after the peoples of other countries. 

Senator Scuorrrer. Mr. Paul, the thing that disturbs me, and | 
have not heard anyone touch upon this, is what is the difference in th 
price, the producing price on a hundred pounds of butter produced 
in Denmark, Australia, and New Zealand over that that is produced 
in this country of ours? 

Mr. Pauw. Well, it has been pointed out in this brief here that 
Denmark can produce butter for contract sale, between the Danish 
Government and England, at about 39.5 cents per pound. Now, cer 
tainly their farmers can probably produce it at a few cents under that, 
that is thei ‘iractual cost of produe tion. 

A dairy farmer in this country, producing butter that would sell 
at, say, 85 to 90 cents a pound, it would cost him probably 70 to 7A 
cents a pound to produce that. 

Now, butterfat, at the price I have been receiving for butterfat late- 
ly until this last drop—-I have not received payment for 2 weeks or 
more—was around 90 cents a pound. Now, that pound of butterfat 
will produce one-and-a-quarter pounds of butter, so you can figure 
from that Just about the price I would be receiving for a pound of 
butter. My costs would probably run 80 percent of that margin, any- 
how. 

Senator Scnorrre,. Now you have put your finger on a very im 
portant thing there. As you mentioned a while ago, we are geared 
toa high price structure, a high labor cost structure, a high transpor 
tation cost structure. If the laborers in Australia and Denmark can 
underproduce our domestic producers who have these big investments, 
and who by the way paid the taxes that we all pay to the Treasury 
Department starting the 15th day of this month, where are we going to 
get this money if we ruin this great segment of the industry, if we 
throw down the bars and let these foreign importations come in? I 
think the Senator from Indiana stated it very well, and you have 
stated it very well, namely, that Congress is going to have to make a 
choice whether to look out for the American economy first, and our 
responsibilities which we have already assumed, which in my opinion 
are doubly heavy. I appreciate the fine analysis that you have made 
here, sir. 

Senator Ropertrson. Mr. Chairman, I agree with my Republican 
colleagues that Congress ought to have a chance to make the choice, 
and IT am going to vote to cut out the give-away dollars as far as pos- 
sible, so we will have to make the choice of either bei ‘ing alone in the 
world, or have some friends by being willing to trade with them. 

The Cuarrman. Are there any further questions, gentlemen ? 

Thank you, sir. 
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(The tables in the appendix of Mr. Paul’s statement follow) : 


Index numbers of meat animals and milk cattle on farms, United 
States, Jan. 1, 1910-52 


TABLE 1. 


(1935-39 average = 100] 


oe Meat | Milk eas Meat | Milk ‘ Meat | Milk 
Year inimals, cattle — animals; cattk : inimals cattle 
1910 92 78 1925 99 xY 1939 102 19 
1911 93 78 1926 UF xs 40 108 19 
1912 91 78 1927 4 XS 41 ) 104 
1913 ul 78 1928 OB x 194°? 7 107 
1914 93 79 || 1929 97 QO || 1942 og 1 
1915 99 81 1930 Gs Y3 1944 25 114 
1916 104 x 1931 100 4y 194° il 
1917 107 85 1932 105 () if} 9 108 
1918 111 xh 1933 111 } 947 7 10 
1919 111 86 || 1934 114 & 1948 9 100 
1920 107 86 |) 1935 191 04 |} 1949 2 gs 
1921 105 85 1936 101 1 G50 { 98 
1922 105 RE 1937 ” Qu 51 ‘ qs 
1923 108 AS 1938 as iS 952 2 v7 
1924 105 8S 
Source: Livestock on Farms, Jan. 1, Bureau of-Agricultural Economics, U.S. Department of Ag ilture, 


TaBLE 2.—Changes in milk-cow numbers, heifers, number of cows and heifers 











eliminated during the year, and total milk production and production per 
cow—U nited States, 1924-51 
ph _ Heifers 1 Cow sdk ntl Milk | Milk p 
Year F , to 2 ve ae 1 I mn 
vears old ; inated « ! 
ol I’ Ww 
ind over 
Number,in  Number,in Number,in Num 
thousands | thousands | thousand is ! 
1924 22, 4,154 3, 910 7 RO 24 $163 
1925 22, 57 4,177 1, 342 2 4), GUO 121s 
1926 22, 410 4,111 41, 270 } %3, 325 4,379 
1927 22, 251 4,110 4, 130 S. ¢ 95, 172 1,491 
1928 22, 231 4.197 3, GAS ’ S45 4 5le¢ 
1929 22, 440 4,450 3, S58 17.2 a8, GAS $579 
1930 23. 032 4 RAD 1 OH 7.¢ 1 158 1 AS 
1931 23, 820 4, 961 3, RRS 24 1 4 
1932 24, 806 5,019 974 f . $, 307 
1933 25, 936 1, 254 ! } { 2 4. If 
1934 26, 931 6, 243 23. 2 2 4. 3: 
1435 26, OS2 KN] ya { 184 
1936 25, 196 $10 21 ! { 4, Slt 
1937 24 649 5 OR2 ‘*) WIS 1. 36 
1938 24, 466 4,074 19 SOT 4, 55S 
1939 24, 600 4, 79 19 2 +, 58 
140 24, 940 5, 52 5, O12 x) 2 1, 62 
1M41 25, 453 5, 676 1,816 s. 9 26s 17 
1042 26, 313 5, S8Y 5 O64 12 s &N4 1 74 
1943 : 6, O67 5. AOI 1) 7.7% + tut 
1944 6, 352 6, 2st 29 ” TS 
1945 6, 307 7. 5A 97. 2 9 707 
1946 5, 758 6, 43 4 } 4.8 
1947 §, 524 6, 751 2 ' +4 
1948 x0 6. 303 25 ¢ 
1949 32 St 22 24 
1950 304 25 23. 2 “Ve 
1951 510 S2 1. ¢ 
1952__ », 726 
Not yet av tiluble, 
Source; Compiled from reports of the Bureau of Agricultural Econ U.s.1 \ 
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TABLE 3.—United States average farm prices of beef cattle, milk sold wholesal 
and butterfat, erpressed as percentages of parities, 1937-51 


Milk sold 
wholesale 
prices, per- 
‘cent of parity 
excluding 
payments 


Butterfat 
prices, px 
cent of parit 
excluding 
payment 


Milk sold 

wholesale 

prices, per- 
cent of parity 


Beef cattle 
prices, per- 
cent of parity 


Butterfat 
prices, per- 
cent of parity 


1937 
1938 
1939 
1940 
1941 
1942 
1943 
1044 
1945 
1946 
1947 
1948 


’ 


AFF 


enw wwwnwe 
oN oman e 


Drs 


wiv 
1g 
1951 


mt a pak tt tt pet pt fe fet 


~n uo 


Includes production payments 


Source: Bureau of Agricultural Economics, U. S. Department of Agriculture 


TABLE 4.—lnited Kingdom butter contract prices with Australia, New Zealand, 
and Denmark 


Price (cents 
per pound 


Country Period 


Australia (choicest grade July 1951 to June 1952 
New Zealand (finest August 1951 to July 1952 
Denmark - | October 1951 to September 1952. - 


Source: Office of Foreign Agriculture Relations, U.S. Department of Agriculture 


TABLE 5.—Value of erports and imports of all dairy products, 1937-51 


{In thousands of dollars] 


Exports Imports Year Exports | Imports Exports | Imports 


1937 5, 141 1: 1942 143, 124 11, 340 267, 902 
193 } .§ 1943 186, 198 8, O7S 210, 048 
193% 7, 138 2 1944 261, 142 6, 838 174, 300 
1940 i, 92 . O82 1945 236, 235 9, 132 St, 679 
1941 ‘ 1946 296, 250 22, 738 ¥5 116, 623 


ae, 1 


Cheese only 


Source: Reports of the Office of Foreign Agricultural Relations, U. 8S. Department of Agriculture 
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TarLe 6.—United States: Value of imports of specified dairy products, 1951 


Import value 


EKmmenthaler cheese bth eR ; $4. 618. 000 
Gruyere process_——-_- a = 1, O38, OOO 
Italian cheese ‘ ae 7.574. 000 
Roquefort ‘ : 1, OSD, OOO 
Cheddar __- S ihe ; 3, 266, 000 
Blue mold d iets 1. 748. 000 
Edam and Gouda___ 1, 519, 000 
Sbrinz . . i s ‘ 249, OOO 
Other cheese . ; 1, 305, 000 
Dried whole milk ee Saccidiaieeer 2» 929 OOO 
| a e TS, 000 
Dried buttermilk Cee ‘ 147. 000 
Dried cream ss r : » OOO 
Malted milk asi peace 171, 000 
Butter : 34, OU 
Total in : . 25, O81, 000 
Source: Compiled from reports of the Office of Foreign Agricultural Relations, [ s 

Department of Agriculture 

TABLE s Value Of €d ports ol x pee fed dairu product 195] 


Prport value 


Milk and cream, fresh S640, O00 
Sweetened condensed 6, 506 
hivaporated 29, O16 
Cheese, processed American 9, 467 
Cheese, processed, other 1,003 
Cheese, American Cheddar 14, 265 
Cheese, other- 43 
Butter >, 245 
Infants, food, formula 54 
Infants’ food, milk base 7, 726 
Dried whole milk 5 ORT 
Nonfat dry milk solids y 25 
wOtURh. ou — 116. 624. O00 
Source: Compiled from reports of the Office of Foreign Agricultu Ke s 
Department of Agriculture 
TABLE 8.—Procurement authorizations under the ECA program, ? ou 
destination,’ by specified commodities and commodity g 7D , 
dollars, Apr. 38, 1948, to Nov. 30, 1951 
Be 
Item Potal Aust Ba ! 2 
bur 
Foor feed, fertilizer 950 & 0. 14 y ~ 
Bre i ne | t# s l 4 ( ; é q 
( ¢ 2TAlNs 4] ; is } 
Fa nd oil 350). 2 ay 4 ‘ es GU 
ugar and products 100. 6 If. 2 14,2 
Meat 130. ¢ 44 1.7 l |S 
Dairy products 118.5 { 14.0 11.8 2 2 
Cheese 75.4 1.4 
Milk 40. 2 i %. 4 11 ! 7.2 
Other dairy 28 q 0.2 l 
eeds and fodder 5G. 4 2 4 6 2 
Fertilizer 19.0 6.5 7 12.8 6.1 
Cotton 1,432. 7 42.9 6.7 66.4 256.9 
bacco 15) 10.2 15.9 21.2 0.9 2 
otal, food, feed, fer 
tilizer, cotton, and 
tobacco 5 143.8 {58.4 170.3 640. 7 x97 


Denmark, Lreland, Norway, Portugal, Sweden, Trieste, Turkey 


irce: Reports on the Division of Statistics and Reports, Mutual Secu Ag 
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TaBLe 9.—Percentages of total procurement authorizations,” ECA program, ac 
counted for by specified commodities and commodity groups, total for food 
feed, fertilizer, cotton, and tobacco, by countries—Apr. 8, 1948, to Nov. 30 
1951 


Belgi- 
um, F 
‘rance 
Luxem- many 
burg 


Nether- 
lands 


Ger- 


otal |Austria Greece Italy King 


Toor 
dot 


Food, feed, fertilizer 
Bread grains 

Coarse g in 

Fats and 

Suga 

Mea 

Dairy 


Division « tat ind Reports, Mutual 
Parte 10.—Percentages of total procurement authorizations’ ECA program, by 


commodities and commodity groups, accounted for by procurement authoriza 
tions granted spe cific countries, ipr. 3, 1948, through Nov. 30, 1951 


elgi 


, Norway, Portugal, Sweden, Trieste, Turkey, and Yugoslav 


Source ports of th ivision of Statistics and Reports, Mutual Security 


The Cuairman. Mr. Holman, will vou come up, sir/ 

Without objection, Mr. Holman, your statement will be made a 
part of the record, and also the supplemental statement with the 
various tables. 
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STATEMENT OF CHARLES W. HOLMAN, SECRETARY, NATIONAL 
MILK PRODUCERS FEDERATION 


Mr. Hotmawn. I thank the chairman. 

In order to conserve time. | have divided my statement Into two 
parts. The first deals with what we call the four cornerstones in the 
present Defense Production Act for domestic pricing of milk and 
eream at the farm and its relation to ceilings. ‘These four corner 
stones begin with the Agricultural Marketing Agreement Act of 1937. 
Under that act the Secretary of Agriculture has jurisdiction over 
some 44 great milk markets in the United States, and quite a number 
of secondary markets that are tributary to them. About 160,000 of 
our dairy farm families are dependent upon = oper ation of that 
particular act, Which is based upon a double philos sophy. One is the 
esti ab lishme nt of Pate pr ices to the prod iwers, The =e4 ‘ond is the 
establishment of uniform prices. This makes it difficult for cliseling 
practices to be created. 
~ The second one is a companion measure, which the committee 
very familiar with. known as the Cole-Ives amendment. It is cde 
signed to give approximately the same benefits to our dairy farmet 
that are not under the Marketing Agreement Act. This applie 
largely to the smaller cities of the United States. is in the ae 
walting for the time it Pyehs be nece ary to use it. Is somethine 
of an Insurance pole Vy. 

The CiarrMaAn. a at is the act that we passed last vear, is it / 

Mr. Hotman. Yes, s 

The CiairMan, Of « course we continued that, as you know, in the 
bill that I introdueed. 

Mr. Ho MAN. I did not know the intention of the committee re 
garding these amendments that Tam speaking of. 

The CHAIRMAN. The bill | introduced for a l-vear extension cal 
ried that. ; 

Mir. Hotman. They expire on the 50th dav of June. and should be 
continued in the act. 

Senator Roperrson. We had a message from the Secretary of Agri 
culture when we were in conference that they did not know how they 
could administer it: but they did administer it. 

Mr. Houtman. They have not found it hecessaryv to do sO, yet, be 
cause the prices have been reasonably satist: ictOry. They did not 
think they could administer it. I think the ‘vecan. and all of our peo 
ple who know the practical operations of the mi: ivketing of milk know 
perfectly well that they can. 

The third is an amendment in the act whieh provides that the Office 
of Price Stabilization may not place ceilings upon milk and cream 
going into manufactured uses without the consent of the Secretary of 
Agriculture. That is a very important amendment, we e think, and 
should be continued in the act. It has a very close tie-in with the 
whole question of sup porting pr ices at times when such : sup ports are 
hecessary, This brings me to the fourth amendment now in the act, 
namely the exemption of the Agricultural Act of 1949. As vou know, 
it authorizes the Secretary of Agriculture to support prices up to 90 
percent of parity: but the Secretary under the act can go further by 
holding al public hearing under such terms and conditions as he deems 
fit. 
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The Caiman. And raise the parity / 

Mr. Hotman. They can go above parity, if necessary, under t 
terms of the act of 1949. 

The CuarrMan. And under the terms of the act of 19514 

Mr. Hotman. The Defense Production Act amendments of 1951. 

The Cuairman. Providing he has certain public hearings? 

Mr. Horman. Yes; he has to have a public hearing. 

The Cuarmman. And has to give notice over a certain period of 
time ¢ 

Mr. Hotman. He would establish his own procedure under that act. 
So far that has not been invoked. 

The Cuamman. And that covers everything, not only milk, but 
wheat, or corn, or cotton, provided he held a hearing, notified the 
people, and public hearings were held, and so forth ; 

Mr. Hotman. That is correct. 

The CiatrmMan. I wanted to get the record straight. Many people 
have been writing me about that. 

Mr. Hotman. We believe that those four provisions are essential, 
and as far as we know there is little or no controversy regarding their 
retention in the act. 

I now come to the one controversial problem that involves us very 
deeply, and that is the question of continuing section 104. There is 
no use, as I see it, to go mto the principles upon which section 104 is 
based. The committee is probably more familiar with it than I am. 
Except I would like to say that this particular section is so drawn 
that it provides, we believe, all the necessary flexibility of operation 
on the part of the Secretary of Agriculture that could be provided 
in an amendment of this kind. While it is true that imports must be 
controlled when the Secretary finds that injury would otherwise re 
sult, the Secretary has almost unlimited discretion in setting wp the 
terms and conditions as to how he shall act. 

The Cuatrman. Did he have that power in the Second War Powers 
Act / 

Mr. Honuman. He had it in the original Second War Powers Act. 
There were some restrictions in subsequent extensions of the act. 
Under those powers he exercised various quota controls running 
through most of the war period, and carrying on until the 31st day 
of June 1951. Thereafter section 104 took the place of the expired 
section of the Second War Powers Act. 

There are two major arguments which have been made in opposi 
tion to the continuation of section 104. 

One is the charge, and it has been made on the Senate floor, that 
the only supporters of section 104 are 22 manufacturers of Blue 
cheese. Now, our organization has nearly half a million dairy-farm 
familities in it. We are in 46 States. We have a great number of 
cooperatively owned dairy plants of all types. There is no manufac- 
tured dairy product that I know of that is standard or staple that some 
of our organizations do not produce. In fact they produce them all. 

We handle a lot of butter, some of the best butter in the United 
States. We handle evaporated milk, dry milk, and various other 
manufactured products, so it is not accurate to say that only 22 cheese 
manufacturers are interested in section 104. 

Senator Roperrson. Is the Danish Blne cheese any better then curs / 
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Mr. Houtman. Not any better than some of ours. \ 

Senator Rosertson. It seems to me to be a little bit more creamy. I 
am not an expert on cheese, and maybe I do not always get the best 
domestic cheese, but I am just wondering if they knew how to make 
it better than we do, or they make a type of it better than all that we 
make. 

Mr. Houtman. I can show you Blue cheese that is cured under the 
sume type of conditions that the very best Roquefort cheese is cured 
in France, and when you cut into it, vou cannot tell the difference 
between the sheep cheese, which is Roquefort cheese, and cow cheese, 
which is the Blue cheese. It happens to be made over in the caves of 
the Mississippi River, in Minnesota, and it is not the only good Blue 
cheese that we manufacture in the United States. ; 

Senator Ropertson. The French long ago exceeded the supply of 
voat’s milk, and they made artificial caves, too. 

Mr. Horman. That is true. The Gorgonzola in Italy was made in 
an attempt to develop an imitation of Roquefort but instead they de- 
veloped a cheese of their own with very distinctive flavors 

Now, the second argument which seems to be used most is that our 
commne reial exports of dairy products, in the vear 1950, exceeded by 

: times the imports of dairy products in that same period. 

” Now, we have given a great deal of attention to that, and if the 
committee will bear with me, I am going to blow it out of the water. 

We have analyzed the amount of dollars and cents that went into 
the import and exports of dairy products during the last 4-year period, 
1948, 1949, 1950, and 1951. We find that when vou take the supple- 
mentary American funds that went into the subsidizing—and that is 
the only word to use for this—of our exports abroad as reported in 
value by the Bureau of the Census, nonfat dry milk solids amounted 
to 91 percent, so only 9 percent of our dry milk solids went into actual 
commercial channels. 

Cheese, 75 percent, subsidized. 

Butter, 12 percent, subsidized. 

Dry whole milk, 6 percent, subsidized. 

Evaporated and condensed milk, 18 percent, subsidized. 

The average of all dairy products for that period of subsidy, as a 
part of the so-called price, was 35 percent. 

Senator Ropertson. That was the amount we gave them / 

Mr. Hotman, Exactly, we gave it to them, and we would not be 
having those exports if we did not continue to give them that, 

In spite of that, there has been a reduction in the last 2 years of 
American exports, particularly of milk powder and cheese, due to 
the fact that these other countries, some of which were iaanatd aay self 
sufficient, and some of which were on a norifial export basis, have 
been increasing their own production, 

Now, our former allies, whom we have been aiding in economi 
recovery—and I want to refer now particularly to Belgium, France, 
Greece, and the United Kingdom—in 1949 and 1950 took 30.5 percent 
of our total dairy exports. Normally they do not import from us at 
all. In 1939, they took only 4 percent of our dairy exports. They 
would not have taken those exports during this latter period had they 
not been able to use the money we gave them, with which to buy. 


96315—52—pt. 1 1s 
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Mhey would not be able to make their exports into this country 
without the concessions which we make to them, and, very impo 
tantly, plus their manipulation of their own domestic exchange. 

The countries with which we have norm: ally had a close trade tie, 
such as Cuba and the Philippines, in 1949 and 1950 received 18.8 per 
cent of these exports, and in 1939 they received 22.8 percent. 

Now, during the war—I do not want to overrun the time of thy 
‘committee, but T have one or two more things here—during the Se 
ond World War we had an overstimulated dry skim milk production 
The Government lent money, the Government went almost as far it 
helping to develop certain dry-milk plants as the RFC went in devel 
oping cert un other types of manuf: wture. Asa result of that, whe: 
the war ended, we had a tremendous amount of dry skim milk on 
our hands, and it became a major problem of the Secretary of Agr 
culture in supporting the price. 

The first support price was 1214 cents for spray powder, and 1! 
eents for roller powder, \ hich Is made over drums. 

In 1951, the price was advanced by the Secretary to 15 cents and 
1 eents. 

Also, if you analyze these exports by quantities, vou will find that 
dry ea was one of the commodities that was moved abroad in great 
quantities, under charitable gifts, under sales to foreign government 
with money which we had already given them, and in various othe: 
Witys, Inc luding what is called negotiated prices. 

The negotiated price isa mysterious term which has been originated 
in the last few vears. It may mean 99 cents on the dollar, or 1 cent 
on the dollar. It depends on whether the Government is willing to 
sav the transfer of goods is a charity gift, or whether they are going 
tosay it is sold at a negotiated price. 

Senator Ronerrson. The same thing applies to dry eggs 

Mr. Hotaan. Exactly. 

Now. I want to go further and say that the flexibility of seetion 104 
is such that the Secretary. if he so desires, can take every singh 
cheese, brand by brand, name by name, and apply the principles set 
out in section 104 to any single commodity, as well as to apply it to 
all cheeses together. 

There are some cheeses that come into this country that are not as 
competitive as others with those produced in the United States. W: 
think those cheeses should be allowed to come in, and we think thi 
Secretary has the power to bring them in without changing the law 
whatsoever. 

The Cuairman. What sort of cheeses would those be / 

Mr. Houtman, Well, Roquefort, for example: we do not produce 
Roquefort in this coufitry; and certain types of Iti alian cheese, and 
certain speci: al cheeses. like some of the Greek cheeses. of which we 
have nothing at all. 

Senator Roperrson. How about Switzerland? Do they not have 


a type of soft cheese / 

Mr. Horman. They produce a Blue cheese, a processed Sw iss cheese 
which they call Gruyére. They also have the genuine Gruyére, and 
then of course they produce on the average a very fine type of export 
Swiss cheese in big wheels. That Swiss “cheese sells at’a very much 
higher price at wholesale than does our domestic cheese. There is no 
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question in my mind but what it will become increasingly competitive 
as the years go on. 

Senator Benton. Would your theory be as soon as we can learn 
to make the cheese, that cheese should be excluded / 

Mr. Houtman. My theory is not that there should be an exclusion, 
and section 104 does not provide any exclusion. It provides only for 
the setting up of reasonable quotas that would not be considered by the 
Secretary to jeopardize the economy of this country. 

Senator Benron. It results, for all practical purposes, in exclusion, 
does it not 4 

Mr. Hotman. No, sir: it does not. Let me illustrate that by these 
figures. I will just take totals here. Iam going to take the importa 
tion of cheese of all types. 

In 1948, 2314 million pounds of cheese came in; in 149, 32.000.000 ; 
in 1950, 56.000 000, 

Now, under the ruling oft the Secret: ry, setting up what he con 
sidered to be quotas above which Imports would be injurious to thr 
welfare of the United States. even with 5 months of these quotas in 
operation at a time when cheese was in great demand, that is the last 
5 months of the year, our total imports of cheese for the year 1951 
was 52.335.000 pounds, 

Senator Benron. But it was during the last 5 months at a sharply 
declining weight. 

Mr. Hoi MAN. The last > months Way have been. | lost my econ 
omist about 2 months ago, and only got a man to take his place about 
a week ago, and that is one of the things that we intend to look for. 
Had the Secretary’s determination under section 104 been in effect 
for the whole year, the average would be that of the base period of 

194S—50 as se ‘lected by the Secret: ry of Agriculture. 

Senator Benron. Is the dairy industry exporting 214 times what 
we are importing in dairy produets / 

Mr. Houtman. We are not exporting: 

Senator Benron. | heard that statement made on the floor. 

Mr. Hotman. Out of the exports that went abroad, approximately 
os percent of the totals were subsidized, and of course that makes 
enough of a cut in price to enable many of these countries to buy it 
at that much cheaper price. 

The commercial—I would say in normal years we cannot hope to 
export any material amount of dairy products to Western Europe. 
Our export markets for dairy products will be largely in the form of 
milk powders, but mostly whole milk powder and evaporated milk 
going to the Southern Hemisphere of America and to the countries 
that we can trade with in the Pacific Basin. That has been the history 
of imports and exports of dairy products at least since the First World 
War. Because of our higher standards of living and our higher costs 
of production, it is hardly possible for us to compete with these 
ereat exporting countries. 

For example, it was mentioned here this morning about what they 
call contract prices for butter. Butter is under contract. a large 
percentage of it, to the United Kingdom. Most of those contracts. of 
course, are with Canada, New Zealand, Australia, and Denmark. The 
average price of that butter, food butter, better than 92 score. or at 
least that much, f. o. b. the port of embarkaation, runs about 35 to 37 
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cents a pound. It costs around 3 cents to 3.2 cents a pound to ship it 
across the ocean, insure it, and pay handling charges to get it into 
this country. It is variously estimated there are between 100 and 250 
million pounds of butter available for export in the world above the 
amount that England has contracted for, and it is also estimated that 
that butter can be bought for as low as 31 cents a pounds f. 0. b. the 
port of embarkation. 

Now, the duty on the first 60 million pounds in any given year ts 7 
cents a pound, under the trade agreement. Add to it the 3 cents a 
pound for other charges, so you add 10 cents to the 31 cents, and you 
have a cost of approximately 41 cents a pound. The price at which 
the butter would sell would be any price which the exporter could get 
above that price, whereas at the present time our price for butter, 
wholesale in the United States, is ranging down to around 76 cents 
a pound as of last Friday. 

Senator Benton. Is there an embargo against that butter / 

Mr. Hotman. No; there is no embargo, but imports are restricted 
by the Secretary. The same condition exists which did exist when 
there was an embargo under the Second War Powers Act. 

Senator Benron. So he embargoes it / 

Mr. Houtman. He puts the same principle in effect, and there is 
no butter coming in now. 

But I will say this, that the Secretary has the power under this act 
to establish, if he desires, a separate import quota for each particular 
commodity. If he wished to do so, and thought it was not against 
the public interest, he could permit butter to come into this country. 

Senator Carenarr. The support price of butter is 66 cents? 

Mr. Hotman. That is right. 

Senator CareEHART. You have just told us how butter might come in 
and be sold at as little as 50 cents or less. 

Mr. Hotman. You cannot tell. It is whether a man is a good trader. 
He would get the highest price he could, naturally, but would have 
to sell it at somewhat less than our price. He could make a big profit 
on it at anywhere from 45 to 50 cents a pound. 

Senator Carpenmarr. If that butter came in, our Government then 
would be taxing our own people to support the price in this country 
at 66 cents, and permitting butter to come in from foreign countries 
that might sell from anywhere to 50 or 60 cents. 

Senator Benton. That is the position we are now in. 

Mr. Houtman. We maintain that, whenever it becomes necessary 
for the Secretary to invoke the power of price supports and large 
quantities of competitive dairy products are admitted, it is equivalent 
to the Secretary being forced to take off the market, pound for pound, 
for every pound that comes in from abroad, a pound of the domestic 
product 

In order to save the time of the committee, I have just been given 
a cursory sketch of this from point to point. I have covered it very 
thoroughly in the direct statement and in the supplemental statement. 
and unless there are more questions 

The CuHarrMan. Are there any questions, gentlemen / 

Senator CapeHart. Let me say this: Section 104 of course really 
says you must control imports, only permit imports of these com 
modities when it will not interfere with the support price. Is that 
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not about correct? In other words, when the imports of these products 
start interfering with the price at which the Government supports 
these commodities, then you must quote them and control the quantity 
that comes in. Is that not correct / 

Mr. Hotman. That would come under one of the provisions in 
section 104, that it would be economically disadvantageous. There is 
another provision, where it would interfere with domestic production. 

Before I close, I would like to call to the attention of the Committee 
some of the arguments that may have been made. 

Senator Capenart. Is that not the essence of section 1044 

Mr. Hotman. Yes, that is one of them. If there were no support 
price, you would still have the problem of injury to domestic emane try. 

Senator Carenarr. I appreciate that, but the essence of it is re: ally 
just what I explained. 

Mr. Houtman. Practically that. 

Senator Carenarr. We are supporting butter at 66 cents, and we 
say to the Secretary of Agriculture when the quantity of imported 
dairy products gets to the point where it interferes with or requires 
that we support or pay out Government money, the taxpayer's money 
to support the price, and in the instance of butter it is 66 cents, then 
we want you to put quotas on imports, 

Mr. Houtman. That is right. 

Senator Carenart. Is that not what it does / 

Mr. Hotman. Yes, sir. 

Senator Capenarr. What is wrong with that / 

Mr. Houtman. We defend it. We hope the committee will retain 
it in the act without change. 

Senator Carrnartr. Does it make common horse sense / 

Mr. Houtman. We think so. 

Senator Capenart. Why should you take the taxpayer's money to 
support dairy production, butter at 66 cents, and then permit Imports 
to come in which you know will compel you to take the taxpayer's 
money to support domestic production 4 

Mr. Houtman. And it might go further and require the United 
States to be partially supporting the price of the product through- 
out the world. 

Senator Cargenarr. That is particularly true when you are tax- 
ing the American people to give to these countries the money to 
come back and buy our own products. 

Mr. Houtman. I will go further and say that in our judgment 
there is nothing in existing law, or in the general trade agreement 
of Geneva, which will give the same type of quick, adequate relief 
and protection which 104 does. We do not find it for butter, 
for example, in 101 of this act, although it is applicable to flax 
and rice. We do not find anything except delays in section 7 of 
the Trade Agreements Extension Act of 1951. We do not find 
any adequate relief in section 22 of the Agricultural Adjustment 
Act, even as amended by the act of last vear. 

We find only opportunities for delay, and for complete and total 
frustration. 

As I reeall, the only time recently that there has been any effort to 
invoke 22 was not in connection with dairying, but in a tree nut case. 
soe case went on for over 2 vears before any settlement of it could 

e had under section 22. . 
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Now, we cannot stand 2 years in the dairy industry. 

Some reference has been made to the decline in dairy production. 
Well, there are many reasons for it. We are coming toward, I hope, 
the end of what we call a declining cow cycle. Our dairy farmers 
have in part offset the decline in cow numbers by improving thei 
herds and increasing the per cow production of milk and butterfat. 

We, of course, have lost a great many young men both to the draft 
and to industrial occupations: and we have also lost some cows, some 
dairy herds, to the temptation to go into the produe i of the better 
paving livestock products, such as beef and lambs. I do not know 
about hogs. 

I do not offer that as being any too germane to the argument you 
are making now. We are hoping that there will be a turn in the cow 
eyele, that there will be a somewhat larger increase, but I do point 
this out to you, we have now reached a danger point in the relation 
of production to consumption, any additional pressure from the out 
side which would tend to discourage dairy production would not be 
in the public interest, and this matter should be given very careful and 
patriotic consideration by this committee, remembering that the Con 
gress does have a responsibility of maintaining, to the extent that 
it can, the autonomy of the United States with respect to inter- 
national trade. We should not continue to go on the way we have 
with regard to trade agreements, proceeding in 1934 from the country- 
by-country deal, up to the more complicated phase of the collective 
trade agreements, such as we saw developed in Geneva and at Tor- 
quay, England. We make it more and more difficult for the Con 
vress to protect our own citizens when the time comes that the public 
revolts against this setting up of an exterior overhead Government, 
Which is designed to control the policies with regard to international 
trade of the countries that are participants to these collective agree 
ments. We are moving into that stage where our autonomy is very 
seriously threatened, and the only gleam of light that our people have 
had since 1934, when the Trade Agreement Act was passed, was when 
the Congress last year passed the Andresen-Magnuson amendment, 
which i Is known in this act as section 104, 

The Cnamman. Are there any questions ? 

Senator ScuorpreL. Mr. Holman, I just want to make one point 
here, the very thing that you closed on. IT am no expert on foreign 
trade, economic relations, so I go to some of these fellows who are in a 
position to tell me, and I ask them this question: What would happen 
should our imports reduce our standard of living, or our price struc- 
ture 1 percent? What would we lose? 

These fellows tell me we would lose $2,700,000,000 for ever per 
centage point. Therefore, if we do not watch this import situation, 
some of the things vou have mentioned here, if we should by our 
imports reduce our price structure 10 percent, it would reflect upon 
our national income to the extent of $27 billions, and industry would 
be affected. 

Mr. Hotman. It is true, it would affect the dairy industry. There 
is absolutely little or no foundation for the idea that you have got to 
knock ont 104 in order to increase the imports of cotton and wheat. 
tobacco, apples, and citrus fruits. We have heard no kick from the 
citrus-fruits people. We have heard some little rumors from the apple 
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people. We have not had any particular word that the actual cotton 
farmers of the South object to 104, because they have got a protection 
in there in vegetable oils and fats which the Secret: iry can use. I 
come from the South. and knowing a good deal about cotton, it is 
in my fingers. I know that there is a tremendous amount of pro- 
fection in 104 for the cotton farmer of the South just like there is 
for the peanut grower of the Southeast. 

As far as we are concerned, we do not object to any group coming 
here, if they have a fair case, and asking for the same type of flexible 
standards that we have asked for and being fortunate inysucceeding 
in getting in the existing law. 

(The prepared statement of Mr. Holman follows: ) 


STATEMENT OF CHARLES W. HoLMAN, SECRETARY, NATIONAL MILK PRODUCERS 
FEDERATION 


The National Milk Producers Federation is a Nation-wide organization of dairy 
cooperatives Composed of 92 direct member associations. Its offices are at 1751 
I Street NW., Washington, D.C. Affiliated with these direct members are more 
than 600 local and regional cooperatives, nearly all of which are engaged in 
some or all forms of manufacturing dairy products. Our latest records show 
approximately 450,000 dairy-farm families which are the owners of these co 
operative associations. These farm families reside in every State in the Union 
except New Mexico and Nevada. A recent survey shows that these cooperatives 
market annually approximately 22 billion pounds of whole-milk equivalent, which 
is a little more than one-fifth of “all the milk and cream that leaves the farms 
in commerce. During the past year the wholesale dollar value of these products 
exceeded $1 billion. 

On May 31 of last vear, by direction of our executive committee, IT had the 
honor of appearing before this committee to express the views of our people 
concerning problems connected with the Defense Production Act At that time 
| expressed their Opposition to the principles of price controls and stated that 
this opposition was largely due to what we conceived to be maladministration 
I also laid before this committee what we considered to be the conditions under 
Which some, but not all of the dairy farmers, could still operate under the act 
in Case the international emergency should become more acute and it would 
become necessary for the Government to avail itself of all the provisions recom- 
mended. 

Since that time our relations with the Office of Price Stabilization have slightly 
improved, but conditions still imposed have not materially relieved the hardships 
of cooperatives endeavoring to survive and serve their members under an 
increasing mass of regulations. 

In November of last year the delegate body of our Federation reviewed our 
problems and passed a resolution setting forth our views in the light of the cur 
rent situation. The text of this resolution follows : 


“Defense Production Act 


“When the Defense Production Act of 1950 was being considered, our Federa 


tion felt that with competent and sympathetic administration, the act could be 


a constructive force in the protection of the national economy under the unsettled 
semiwartime conditions. But from the time of its passage to the present, our 
experience with its administration has been one of disillusionment. Persons in 
the upper levels of the egency inexperienced with our problems got into control 
of the Office of Price Stabilization and renewed the tactics of the old Office of 
Price Administration. This led to a revulsion of feeling among our people and 
i strong desire that the act in its entirety be repealed. Our attitude was re 
flected by a resolution passed on May 9, 1951, by the executive committee of the 
federation. The text of this resolution stated : 

‘The National Milk Producers Federation opposes authority for price and 
Wage controls as set forth in the present Defense Production Act and in amend 
nents which have been proposed, It opposes subsidies on agricultural products 
as provided for in proposed legislation to extend and amend the present ac 
hn any other legislation. 


‘t. and 
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“*The Federation does not oppose proposed amendment of the Defense Produ 
tion Act to extend authority for allocations, priorities, credit controls, and th: 
requisitioning and condemning of property.’ 

“Recognizing that such action might be unattainable the Federation also r+ 
quested the Congress to include certain protective features with respect to th: 
administration of producer prices and to entrust undivided power with respe 
to such administration to the Secretary of Agriculture. 

“These requests to convey these exclusive powers to the Secretary of Ag 
culture, all of which were embodied into law, were: 

“1. Exclusive administration of the Agricultural Act of 1949. 

“2. Exclusive administration of the Agricultural Marketing Agreement A 
of 1987 as amended. 

“3. Exclusive administration of the Cole-Ives amendment to the Defense Pr 
duction Act dealing with the prices of fluid milk in non-Federal orders markets 

“4. Exclusive administration of the pricing of milk for manufacturing pur 
poses. 

“D>. Exclusive administration of the standards for import controls of dairy 
products. 

“The Federation further favored allocations among industries of basic raw 
materials including agricultural plant equipment and farm machinery and equi 
ment. 

“As to further powers that may be considered by the Congress in connection 
with this act and other acts, we oppose any roll-backs of the prices of agricultural! 
commodities or products processed from them. We oppose individual rationing 
We will oppose with every force at our command subsidizing the food bill of the 
consumer by paying subsidies directly to the producer in lieu of prices. 

“As to essential foods, we favor the provisions of the act which authoriz 
the President to channel materials and commodities into lines of production 
that are deemed critically necessary to the rearmament program and to Civilian 
needs. 


“Should it become necessary to establish priority systems, we call attention 
to the fact that agriculture is most important to an adequate defense pro 
vram. We therefore urge full recognition of the preeminent position of food 
products in the successful conduct of any rearmament program. With respect 


to both allocations and priorities we urge that greater recognition be give: 
to the Secretary of Agriculture in carrying out his responsibilities as claimant 
agency for the needs of agriculture.” 

With respect to price control you will note that the position of the delegat: 
body was to remove control of producer prices of dairy products as fat 
from OPS as might be possible. This is because of responsibilities previously 
vested in the Secretary of Agriculture with relation to milk and dairy-product 
pricing. There has consequently been developed within the Department of Ag 
riculture a small but highly trained body of technicians familiar with norma! 
production and pricing problems. It was believed that these matters should be 
exclusively under the Secretary’s administrative authority. Fortunately, the 
Congress, in passing the Defense Production Act of 1951, incorporated all the 
provisions requested by us to vest minimum milk pricing authority exclusively 
with the Secretary of Agriculture. 

I will now deal very briefly with the reasons why this committee should 
continue in the Defense Production Act the administration of these prey 
sions by the Secretary of Agriculture. These provisions are concerned with : 

1. The Agricultural Act of 1949.—This act contains two most important pro 
visions affecting the welfare of dairy farmers and the producers of certain types 
of perishable products including milk and cream. For these perishable or sem 
perishable products it provides for a continuation of very reasonable support 
prices which can serve as a cushion in times of adversity when unmarketab! 
surpluses have to be disposed of. While the basic price support for these com 
modities does not exceed 90 percent of parity a provision of the law allows th 
Secretary, after a public hearing, to increase minimum price supports to suc! 
levels above $0 percent of parity as he may feel are necessary to justify th: 
maintenance of an adequate supply and the agricultural economy. In order to 
remove any conflict with OPS ceiling prices at parity it is necessary to exem) 
the provisions of the Agricultural Act of 1949 from the Defense Production Act 
We therefore urge the retention of the present exemption. 

2. The Agricultural Marketing Agreement Act of 1937, as Amended.—Membe 
of this committee are tamiliar with the fact that approximately 160,000 dairy-fal 
families supplying 44 major and many secondary markets are served by what 
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known as the Federal milk marketing order system. This important law had its 
origin when the Agricultural Adjustment Act of 1933 was passed by the Congress. 
That was a time of great economic distress. During that period the price of tluid 
milk and cream going into urban markets was unduly depressed because of 
chiseling practices which created chaotic conditions with which the cooperatives 
could not cope. After many trials and as many errors on the part of all, this 
system was Crystallized in the law of 1937. Its administration has given gen- 
eral satisfaction. The law is so drawn that it encourages a cordial working 
relationship with respect to milk pricing in these milksheds between producers 
and the Department of Agriculture. In nearly all cases the producers take the 
initial steps in securing milk orders and also the initial steps in obtaining amend 
ments to them. In the course of these proceedings, the Department of Agri- 
culture frequently offers its own suggestions both in what are called the promul 
cation hearings and in the hearings relating to amendments. The Secretary 
holds public hearings and makes public his conclusions as to what. is fair for a 
milkshed. The producers then vote as to whether they will accept or reject the 
Secretary’s decision. That provision of referendum acts in two ways: (1) It 
serves as a curb upon the administrative branch with regard to fairness of treat- 
ment, and (2) it serves as a curb upon extremists within the producer groups 

While there are many flaws and minor criticisms, the administration of the act 
is popular and has done a great deal for agriculture and the people. Beyond the 
naming of producer prices the authority of the Secretary ends. 

The Federal milk marketing order system is so imbedded into the economie 
structure and its workings are so satisfactory to producers that the retention of 
this exemption now in the Defense Production Act is of vital importance. 

3. The Cole-Ives amendment.—This amendment was first incorporated into 
the Defense Production Act in 1950 and is generally considered to be one of the 
ost important provisions of the act affecting dairy farmers. 

The amendment sets up two simple congressional directives. They provide that 

in a non-Federal order market producer prices of fluid milk shall not be lower 
than the highest of two criteria: (1) parity, or (2) a price which in such market 
areas bears the same ratio to the average farm price of milk sold wholesale in 
the United States as the price for such fluid milk bore to the average farm price 
during the base period, as determined by the Secretary of Agriculture. It also 
contains another more important provision which I shall quote: 
“Provided, howerer, That whenever the Secretary of Agriculture finds that the 
prices so fixed are not reasonable in view of the price of feeds, the available sup- 
plies of feeds, and other economic conditions which affect market supply and 
demand for milk and its products in any such marketing area, he shall fix such 
prices as he finds will reflect such factors, insure a suflicient quantity of pure 
and wholesome milk, and be in the public interest, which prices when so determ 
ined shall be used as the ceiling prices to producers for fluid milk in such market- 
ing areas,” 

It is estimated that approximately 700,000 milk-producing families may be 
affected by the Cole-Ives amendment when the time is ripe to make it effective. 
It has some administrative advantages with respect to speed over the normal 
operation of the Federal milk marketing order system. It does not require a 
public hearing and it does not require a producer referendum. Under its scope, 
the Secretary could move with great rapidity following a check of the actual 
conditions prevailing in a nonorder milkshed. 

It is not intended to be an amendment which would call for hair-line delinea- 
tions of milk marketing areas although the term “area” appears in this part of 
the act. In other words, it assumes at the beginning a little rough-and-tumble 
operation which would very quickly adjust itself to a routine as fluid milk norm- 
ally flows to the right market. Of conrse, there would be some problems of border- 
line territory, but that is generally considered by our people who know the partic 
lar phases of milk marketing to be a very minor problem 

How easy the job of defining areas can be is shown by the fact that the Office 
of Price Stabilization recently established regional offices. Apparently these 
regional directors have had little difficulty in satisfying themselves us to what 
constitutes milk production areas. 

How much easier it would be for the well-trained technicians of the Dairy 
Branch in the United States Department of Agriculture to define areas which 
should be administered by them under the terms of the Cole-Ives amendment. It 
is extremely important that the Cole-Ives amendment be retained in order to 
issure a price balance between Federal order markets and non-Federal ordet 
markets 
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4. Pricing of milk for manufacturing purposes,—This provision prohibits thy 
establishment of ceiling prices for this type of milk unless the Secretary of 
Agriculture has determined that such prices are reasonable in accordance sul 
stantially with the last provision quoted above. Also, it gives him the power | 
adjust prices for grade, location, and season of the vear. 

I have described the four portions of the Defense Production Act which a 
concerned with the authority of the Secretary of Agriculture in his) pricing 
of dairy products. I desire now to show that by the four powers above a: 
scribed the Secretary of Agriculture may coordinate and maintain in balance 
the prices and ceilings for milk going into all types of utilization. L wisi 
particularly to elphasize the fact that in the Marketing Agreement Act, th 
Cole-Ives amendment, and the manufacturing amendment the same = principl 
can be brought to bear upon this coordination. That principle is described j 
the quotation from the Cole-Ives amendment. 

Let us see how this would happen. If conditions should occur where price 
controls for dairying would become general, the Secretary, in determining min 
inum prices for urban milk-shed milk in excess of bottled Consumption would 
be guided under this law by his previously determined minimum ceiling price 
of milk going exclusively into manufactured uses. That determination woul 
be guiding both in relation to the Federal milk marketing order system and 
the non-Federal order systein. It would of course be modified by territoria 
differentials. 

I know of no other way in which a semblance of order can be produced and 
maintained under a far-flung network of price controls. So, in the presen; 
law we have a closely interlocked minimum price authority given to the Secre 
tary of Agriculture which starts with price supports of manufactured products 
then extends to minimum price ceilings for milk going into manufactured uses 
and to the prices of fluid milk used in both the Federal order and the non 
Federal order markets. 

In further reference to the resolution of the National Milk Producers Feder 
ation, the committee will also note that the federation favored allocation among 
industries of basic raw materials including farm machinery and equipment 
It also took cognizance of the priority system and stated that full recognition 
should be given to the preeminent position of agricultural products in the ful 
rearmament program, 

At the beginning of my testimony I referred to but did not detail some of 
the difficulties that we have been having with the Office of Price Stabilization 
One that is important has to do with a discriminatory regulation which do 
not permit Cooperatives that process and handle their products to enjoy equit 
able treatment with regard to costs of handling and, in some cases, margins 
This discrimination began almost as soon as the OPS was set up 

In an official letter to the Ontario, California, office of the California Fruit 
Growers Exchange, the position was taken by OPS that since cooperatives do 
not buy products from their members they were denied the right to increas: 
prices in situations under which their competitors were allowed to do so. Out 
federation and other cooperative organizations immediately protested the ruling 
but it was not until May 1951 that a most inadequate amendment was issued 

At the present time a stri¢t construction of this ruling would put every co 
operative in the United States at a competitive disadvantage and would eventu 
tliv result in many bankruptcies. 

Recently the board of directors of our federation authorized a special cor 
mittee to take up this question with the Office of Price Stabilization since com 
plete relief has not been granted. Lt am asking permission to file as a part of 
my testimony a copy of a letter sent by the chairman of the federation con 
mittee, Mr. H. W. Selby, to Mr. George L. Mehren, Director, Food and Restau 
rant Division of the Office of Price Stabilization. 

I may say that the decentralization of OPS, whereby many policy matters 
are first handled by regional representatives, has not added materially to the 
building of order and efficiency into the system. It has added many problems 
which have been cooked up by these regional directors and these problems are 
causing our people a lot of trouble. It is entirely likely that as time goes on 
decisions by regional directors in different parts of the country will be in such 
conflict that the Washington staff of OPS will have great difficulty in compos 
ing these differences, 

I cannot emphasize too strongly that dairy farmers are strongly opposed 
to subsidies on agricultural comodities or products, Our experience with sub- 
sidies during World War IT was an unhappy one 
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Subsidies create a distorted undervaluing of the subsidized product. Con 
sumers tend to forget that they are paying part of their grocery bill across the 
counter and the balance of it through the tax collector. ‘Then when subsidies 
ure removed and prices return to their true value in the market place, the 
consumer resents the adjustment necessary to offset the withdrawal of the 
subsidy. 

Subsidies are detrimental in the long run to both producers and consumers 
In addition, they weaken the Nation by undermining the high sense of self 
reliance of the people. 

I now come to one of the most important and necessary provisions of the 
Defense Production Act as amended in 1951. | refer to the 
section 104. The text of this section follows : 

“Sree. 104. Import controls of fats and oils (including oil-bearing materials, 
fatty acids, and soap and soap powder, but excluding petroleum and petroleum 
products and coconuts and ceconut products), peanuts, butter, cheese and other 
dairy products, and rice and rice products are necessary for the protection of 
the essential security interests and cconomy of the United States in the exist 
ing emergency in international relations, and no imports of any such com- 
modity or preduct shall be admitted to the United States until after June 30, 
1952, which the Secretary of Agriculture determines would (a@) impair or reduce 
the domestic production of any such commodity or product below present pro- 
duction levels, or below such higher levels as the Secretary of Agriculture may 
deem necessary in view of domestic and international conditions, or (b) 
fere with the orderly domestic storing and marketing of any 


much debated 


inter- 
such commodity 
or product, or (¢) result in any unnecessary burden or expenditures under any 
Government price support program. The President shall exercise the authority 
and powers conferred by this section.” 

To obtain a clear picture Gf the significance and need of this section it is 
necessary to recal that during World War IL the Second War Powers Act con 
tained import embargo authority embracing certain essential products includ- 
ing certain vegetable oils and fats and butter. Under that authority the 
Secretary of Agriculture placed an embargo upon the importation of butter 
Which prevailed until August 1, 1951. 

Since the end of World War Ii, there has been a notable revival in 


it foreign 
countries in the production for export of many vegetable oils and fats and dairy 
products, Importation of foreign-type cheeses -had been rapidly approaching 
the levels of former years despite the fact that the American dairy industry has 
engaged upon a large-scale development of Ttalinn, Swiss, and French types 
These domestic foreign types of cheeses are produced under sanitary conditions 
far superior to those prevailing in the foreign exporting Countries, with a 
responding handicap of much higher production costs 

The United Kingdom for a number of years has contracted for 


cor 


au very large 


pertion of the world’s export supply of butter. At the present time these con 
tract prices range from 35 to 87 cents per pound, f. 0. b. export point. But that 
is not all of the butter available. t ix variously estimated that today there are 


from 100 to 250 million pounds of butter seeking additional export markets at 


approximately 31 cents per pound f. o. b. export points. Like cheese, this butter 
could be sold very profitably in the United States after all the shipping charges 
and low import duties are paid. In the case of butter the duty is 7 cents a 
pound on 60,000,000 pounds and 14 cents a pound on all over that amount. In 
the case of cheese the duties range roughly from 8 to 5 cents per pound. 

In 1942-50, at the same time that substantial imports of cheese and some other 
dairy products were being:admitted, it Was necessary for the Secretary of Agri 
culture to support domestic prices for milk and butterfat under the Agricultural 
Act of 1949 by purchasing large quantities of butter, cheese, and skim-milk 
powder. By the exercise of great ingenuity the Secretary was able to dispose of 
practically all of these products in good condition. 

The factors contributing to import pressure on America are: First, lowe 
costs of production, and second, devaluated currencies. 

Recognizing the double danger to America of unregulated imports of vegetable 
fats and dairy products, Senator Warren G. Magnuson, of Washington State, 
und Representative August H. Andresen, of Minnesota, proposed the amendment 
known as section 104. Our opponents have charged that this is an embargo 
amendment. They are wrong. Section 104 provides only reasonable regulation 
When harm would otherwise result. The three standards set up to guide him 
ure flexible and a wide range of choice is given the Secretary in determining 
the import quotas which he can establish, For instance, he could have 


chose! 
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any period in the back history of this country’s imports. Instead he chose thy 
average of the years 1948-59. This was the highest import period since 1939 
The authority of the Secretary under section 104 is broad enough for him 1 
admit to this country in a rational way, such quantities of butter or any othe: 
product covered in this section as would not damage the domestic source o;{ 
supply or force him to buy domestic butter forced off the market by imports 
Also, We maintain that with respect to such commodities as cheese he can, if hi 
deems it necessary, establish separate quotas for different varieties of chees 

The silliest of all the opposition arguments is that only 22 blue-cheese manu 
facturers in the United States are interested in the maintenance of section 104 
Every variety of dairy product is produced and handled by the members of ov 
federation. We know what are and will be the repercussions both upon dairy 
income and outlets for domestic products, Also, every commercial dairy track 
organization in the United States is in agreement with our position as to the 
necessity of maintaining this section. 

The blue-cheese argument is nothing but a “blue herring’ concocted to con 
fuse the issue. Our opponents have also tried to make much of the State Di 
partment’s arguments begun in 1934 to try to show that an import volume of 
percent of our total production could not do any damage. During the time I have 
been secretary of this federation, and that is more than 30 vears, | have know: 
of a single shipload of foreign butter arriving in New York cracking the price 
downward of domestic butterfat as much as 5 cents a pound for a period of nearly 
a week. What would happen under the State Department's ambition to allow 
60,000,000 pounds of butter to come into this country at the low duty of 7 cents 
a pound? My answer is “disaster.” At the time when our spring and early 
summer butter is coming out of storage we would face a surplus from imports 
from the countries of Argentina, Australia, and New Zealand at the height of 
their surplus season. 

Our opponents have tried to make much capital of the fact that 10 countries 
have protested our retention of section 104 in the law. This is similar to the 
seductive charm of Little Red Riding Hood's wolf in grandma’s clothing. The 
10 protesting countries are the Netherlands, Denmark, Italy, New Zealand, 
Australia, Norway, France, Finland, Canada, and Switzerland. The latter is 
not a party to the general agreement and her protests should have no weight 
with the State Department. The first eight of these countries have themselves 
established import controls under an exception in the general agreement 
Canadia, the ninth, is an in-and-outer. She has established them and dor 
away with them. She will reestablish them whenever there is a need. The 
tenth, Switzerland, is not a party to the general agreement. 

Our opponents maintain that adequate safeguards are provided in section 22 
of the amended Agricultural Adjustment Act. The record does not sustail 
this allegation. Section 22 provides only a slow, cumbersome, and tortuous proc 
ess of arriving at any relief for domestic producers. It has been used only two 
or three times. 

An excellent example of the interminable delays which occur under section 22 is 
found in the tree nut growers experience. Their first application for relief was 
filed with the Secretary in 1948. It was denied. Another application was made 
and denied. In 1950 the Secretary recommended an investigation. Nothing 
happened. Last September the Commission reopened hearings and partial relief 
was finally secured on December 10, 1951. 

It is fair to ask how an industry dealing with milk and its products—the mos! 
explosive of all agricultural products—can depend upon this kind of adminis 
trative operation? Those who know milk and its products know that ever) 
problem arising requires swift and efficient handling. Also, and of utmost im 
portance to show what may happen under section 22, I call your attention to the 
fact that under article 11 of GATT one of the exceptions under which imports 
can be controlled in connection with Government programs requires that domes 
tic production be controlled by an equal percentage so that the relative ratio 
between imports and domestic production will remain the same. Let us say 
that the Secretary of Agriculture might in a given year deem it essential to cut 
import quotas of dairy products 25 percent. The Secretary would then have to 
seek authority from the Congress to reduce our total domestic production of suc! 
preducts by a corresponding percentage. In the case of cheese, the reductio! 
in the volume of domestic production would be 20 times as great as that of the 
imports. If the mess into which the State Department has involved us were no! 
tragic it would have all the elements of high international comedy. 

Finally it is argued that section 104 is a violation of the trade agreement: 
entered into by the State Department. There is no basis in fact for this argu 
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ment. Section 104 is drawn under an exception set out in article XXI of the 
general agreement. That exception reads as follows: 

“Nothing in this agreement shall be construed * * * to prevent any con 
tracting party from taking any action which it considers necessary for the pro- 
tection of its essential security interests * * * taken in time of war or 
other emergency in international relations * * = *.” 

It cannot be denied that this is a time of emergency in international rela- 
tions—possibly the most serious emergency that the Nation has ever faced. 
Neither can it be denied that it is essential to our security interests in the face 
of impending war to prevent the impairment of our domestic source of supply 
of such vital foods as milk and its products. 

That our domestic source of supply would be affected if imports were admitted 
in excess of those authorized by section 104 has been officially determined by the 
Secretary of Agriculture. As a matter of fact, the only imports which can be 
controlled under section 104 are those which if not regulated would otherwise 
idversely affect the domestic source of supply. 

The safety and welfare of the American people demand that section 104 be 
continued in effect. If it were true, as our opponents argue, that we cannot 
now protect our own supplies, then our national autonomy has gone into the 
discard and the Congress is utterly powerless to protect our people from the 
possible tyranny of the little [TO set up by the Geneva trade agreement. 

Our trade policy toward other nations is more than fair. We have been help 
ing to rebuild their economy. We have given them money without expecting 
repayment. We have given them Commodities. We have given them military 
aid. Now, tossay that the Congress of the United States should not set up rea 
sonable standards—not to impose embargoes, but to regulate quotas of imports in 
such volume that they will not endanger the economic welfare of this Nation 
is the height of absurdity. 

Our people now petition this committee and the Congress as a whole to retain 
section 104 because it is fair and just. We challenge anyone to prove that any 
of the standards set up in that section are not in the public interest. 

Toward that end, lam asking leave to file as a part of my testimony two pro- 
posed amendments, one applicable to S. 2504 and the other applicable to S. 2645. 


\MENDMENT OF SS, 2645 PROPOSED BY THLE NATIONAL MILK PRODUCERS FEDERATION 


On page 2, lines 17 and 18, strike out subsection (b) and insert in lieu thereof 
the following new subsection : 

“(b) Section 104 of the Defense Production Act of 1950, as amended, is amended 
by striking out ‘until after June 80, 1952..." 


AMENDMENT OF §S, 2594 PROPOSED BY THE NATIONAL MILK PRODUCERS FEDERATION 


On page 1, after line 10, add the following new section : 
Sec. 3. Section 104 of the Defense Production Act of 1950, as amended, is 
imended by striking out ‘until after June 30, 1952,7." 


NATIONAL MILK PRODUCERS FEDERATION, 
Washington 6, D. C., February 21, 1952. 
Mir. GrorGe L. MEHREN, 
Director, Food and Restaurant Division, 
Office of Price Stabilization, Washington, D.C. 

Drak Mr. Menken: The National Milk Producers Federation has appointed a 
committee of six to call to the attention of the Office of Price Stabilization the 
discriminatory nature of section 11 (b) (3) (iii) of the general ceiling price 
regulation and to confer with OPS officials concerning possible amendments. 

The committee consists of myself: Howard W. Selby, general manager, United 
harmers of New England, as chairman; B. F. Beach, manager, Michigan DPro- 
ducers Dairy Co.; Paul J. Betscher, manager, Cooperative Pure Milk Association ; 
J. M. Punderson, manager, Rochester Dairy Cooperative; Dale N. Stewart, di- 
rector, Nebraska Cooperative Creameries, Inc.; and Marion R. Garstang, counsel, 
National Milk Producers Federation. 

Section 11 (b) (3) (iii) is discriminatory because it denies to cooperative 
organizations subject to its terms the flexibility with respect to margins that 
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other types of business organizations enjoy under section 11 (b) (2) of the same 
order. 

This results from the fact that cooperatives under section 11 (b) (8) (iii) 
Inust pass back to producers the total gross sales revenue resulting from price 
increases above base ceiling prices. Other organizations pricing under section 
11 (b) (2) were able to obtain some relief with respect to Inargins under amend 
ment 7 to GCPR because this amendment permitted the rounding of prices to 
the nearest cent in successive increases. This was resiricted by S. R. 20 which 
permitted the rounding of prices to the nearest one-half cent and prevented 
cumulative margin spreads on successive price increases. But even under S. R 
20 one margin spread of approximately 11 cents per hundred pounds of milk 
can be obtained by organizations pricing under section 11 (b) (2). 

A still greater discrimination, however, results from the fact that organiza 
tions pricing under section 11 (b) (2) need not reduce their ceiling prices as 
the amount paid to producers for raw agricultural products declines. This 
ives them a chance, particularly in the milk industry, to offset in seasons of low 
minilk costs the losses which they suffer in their margins during the seasons ot 
high milk Costs. 

Some tlexibility of margins is necessary both for cooperatives and for other 
types of business entities because many costs over which they have no contro 
have increased, At the same time, wages have incrensed generally with the 
approval of the control agencies, and the cooperatives as well as other organiza 
tions have no effective way of preventing their labor costs from advancing it 
line with other wage rates. 

Margins of milk cooperatives are often extremely narrow, and they do not 
provide an adequate base for the absorption of increased costs. Actually, co 
operatives have no margins if the patronage dividends are considered as part 
of the amount paid producers. 


Section 11 ¢(b) (38) (ili) was not in the original general ceiling price regu 
lation. Prior to the time it was added, cooperatives were pricing under section 
11 (b) (2) and treating their current payments to producers as their most recent 
customary purchase. They were thus in exactly the same situation as other 
sroups, and there was no unjust discrimination against them. The sharp com 
petition, particularly in the dairy industry, kept prices charged by cooperatives 
Closely in line with those charged by others and also Kept the prices paid pro 
ducers in line with the buying prices of other organizations. The original order 
had some advantage of greater simplicity in that it set up one rule instead of 
Two. 

In order to correct the inequities which now exist in section 11, we suggest 
for your consideration: 

1. That cooperatives pricing under section 11 (b) (3) (iii) be permitted to 
compute their ceiling prices under section 11 (b) (2), treating the prices em 
rently paid to producers as their most recent customary purchases. This shold 
be done immediately to relieve the unfair discrimination that now exists: 

2. That in any revision of section 11 (b) (2), or in any new pricing formulas 
applied to the dairy industry, reasonable adjustments be provided to cover in 
crensed costs: and 

3. That an appropriate general order be issued approving price increases made 
by cooperatives during the time section 11 (b) (3) (iii) was in effect, provide 
all net margins are allocated or returned to producers. This would relieve t 
some extent the harm already caused by section 11 (b) (3) (iii). 

We shall appreciate your cooperation in this respect and we offer to be of 
assistance in any way that we can. 

Yours truly, 


Howarp W. Seiry, Chairman 


‘ ’ e « , 
SUPPLEMENTAL STATEMENT OF CHARLES W. HoLMAN, SECRETARY, NATIONAL MILK 
PRODUCERS FEDERATION 


SIZE OF DATRY EXPORTS AN ILLUSION 


Previous debate and testimony on the bill to repeal section 104 of the Defense 
Production Act have argued that: ? 

1. Our dairy exports are 214 times our dairy imports. 

2. We will lose our dairy export markets unless we relax import restrictions 
on dairy products. 





igressional Record, vol. 98, No. 11, January 23, 1952, pp. 429-447. 
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Only the naive and uninitiated in the dairy field are impressed by these 
theories. The impression that our dairy exports are many times our dairy 
mports is analogous to the impression that the Lilliputian gets when he views 
himself in a magnifying mirror. 

In recent years our dairy exports have been a repetition of OPA tie-in sales, 
but in reverse Kor every dairy product unit we have sold, we have given a 
second unit to encourage the recipient to take the first. In some products we 
have paid the recipient to take both units. Under such conditions the mirage of 
expanded dairy-product exports has developed, 

For the one dairy product, nonfat dry milk, in which expansion in domestic 
demand has fallen farthest behind production expanded under the impulse of 
vovernment during World War Il, and for which we have been most interested 
in tinding export markets, we have been the least successful in finding paying 
export customers. Our exports of this product have been relatively large, but 
they have been subsidized to about 90 percent of their domestic support price 
aie 

Our export markets are dependent far more on many other factors than on the 
repeal of the provisions of section 104. We are presenting documentary ev 
dence that the abnormally high level of our dairy product exports in the last 
few veurs has been due to a wide variety of subsidies. Already these exports 
have begun to show very marked declines because of reduction of subsidy 
funds, recovery of the dairy industry in nations receiving exports, the resurgence 
of historically important dairy exporting countries in their own dairy produ 
tion and in their efforts to regain their own prewar markets. These efforts 
to recoup markets are materially aided by long existing political and economic 
ties and favorable conditions of import controls us between these countries 
The whole history of the United States dairy industry is that it has been on a 
self-sufficient basis, neither exporting nor importing dairy products in any 
sizuble volume. 


PYPES OF EXPORT SUBSIDY PROGRAMS 


From 1925 until the beginning of World War I], our imports of dairy products 
exceeded our exports but neither equaled an annual volume of 1 percent of our 


total milk production, or 1 billion pounds in terms of milk equivalent Begin 
ning with lend-lease and other foreign-aid programs, our dairy exports began 
» outrun imports, in terms of milk equivalent. (See fig. 1) Immediately 
following World War IT the volume of United States dairy exports as repor ed 
by the Commerce Department showed relatively laree Hecrenses Howeve! 
these increases Were directly associated with various types of export subsidiza 
tion programs, These export programs took a variety of forms, among which 


were the following : 

1. Purchases with funds appropriated for foreign-aid yn 
UNRRA, and Army relief feeding. 
2. Purchases for export by agencies to which the United States has cor 
ributed funds, such as the United Nations’ Children’s Fund. and the Interna 


tional Refugee Organization of the United Nations 
\ 


mms, such as BCA, 


3. Negotinted sales for export of dairy products by the USDA in (lisposing of 
Government purchases 
f. Donations of the USDA to relief agencies for foreign distribution These 


ageicies were the Cliristian rural overseas program, Israel Government. and 


Various other foreign governments and relief groups 


PRINCIPAL RECIPIENTS OF OUR DAIRY PRODUCTS 


In 1949 and 1950 11 countries received 81.6 percent by value of all United 
States dairy products exported as reported by our Commerce Department. (See 
attached table 1.) These 11 countries represent 4 distinct cate 


are: 


aS TIES, ry Ost 


1. Former allies or potential allies whom we have been aiding toward eco 
one recovery, such as Belgium, France, Greece, and the United Kingdom, and 
Whose exports in recent years have been furthered largely by ECA, or similat 
appropriated allotments. In 1949 and 1950 this group received 50.5 percent of 
our total dairy exports. Normally they do not import from us. In 1939 they 
took less than 4 percent of our exports. 


2. Conquered and occupied countries as Germany and Japan, in which the 
United States Government has engaged in extensive civilian relief feeding 
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FIGURE 1.—MILK EQUIVALENT OF IMPORTS AND Exports OF Datry Propucts, U. > 
1925-51 
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In 1949 and 1950 these two countries received 13 percent of our total dairy 
exports. In 1939 it was less than one-tenth of 1 percent. These first two 
groups received 44 percent of our exports in 1949 and 1950, but less than 4 
percent in 1939, 

3. Countries with which the United States has close trade and political ties, 
as Cuba and the Philippines. In 1949 and 1950 these two received 18.8 percent 
of our dairy exports, and in 1939, 22.8 percent. 

4. South American countries as Peru and Venezuela with which we hav: 
natural commerce in oil and other products. These two in 1949 and 1950 r 
ceived 19.5 percent of our exports and promise to be good markets in the fu 
ture, particularly for dried whole milk, 

Commercial exports of dairy products to countries which have _ protested 
restrictions under section 104, as Canada, Denmark, France, Italy, the Nethe 
lands, New Zealand, and’ Switzerland have been insignificant, and most of thes: 
countries are in direct competition with the United States for the small volume 
of legitimate commercial dairy export business that we now have. 
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FicuRE 2.—APPROXIMATE DEGREE OF SUBSIDIZATION OF UNITED STATES EXportTs 
oF Datry Propucts, 1948-51 
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Department of Commerce value of exports plus U.S.D.A. losses 


Other export funds plus U.S.D.A. losses 


" U.S.D.A. donations for export 
More than one-half went to Cuba and Philippine Islands 


eu BBO 


More than one-half went to Venezuela 


EXPORT SUBSIDIES AS A PERCENT OF EXPORT VALUES 


A comparison of United States dairy product export values, as reported by 
the Bureau of Census for the years 1948-51 with the quantity of funds used from 
various sources for export subsidization purposes is shown in table 2, and 


_ ? In a few cases in column 8 of table 2 values of purchases by relief funds were obtained 
by multiplying USDA-quoted quantities of individuals products by estimated prices. 


96315—52—pt. 1——-19 
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figure 2. This comparison indicates that the approximate volume of fu 
used for dairy product export purposes represented the following percentag 
of reported export values for specified dairy products: 


Supplementary fund 
percent of export 


Not including Inclu 
USDA losses USDA 


Nonfat dry milk 

Cheese 

Butter 

Dry whole milk 
Evaporated and condensed 
All dairy products 


In addition, table 2 and figure 2 show that, during 1948-51 $43.38 million 
dairy products were donated by USDA for distribution in foreign countrie 
These were not counted as exports. Further examination of table 2 indicat 
that the heaviest rates of subsidization were in 1948 and 1949. As these relief 
programs have been reduced, so have our exports. (See figure 1.) In 1950 
and 1951 they have fallen to below 2 billion pounds milk equivalent, and we 
less than 2 percent of our milk production. 

The Dairy Situation for October 1951 page 20, states: 

“Factors which have helped account for the decline in United States exports 
of dairy products have been an increase in milk output abroad, a decrease 
recent years in United States funds for foreign relief, and a strong domest 
demand. During the past 3 years, milk production increased in practically 
countries of the world for which records are available. Production now exceeds 
that of the pre-World War II period in every country except Austria and 
Switzerland.” 


SUBSIDIZED EXPORT MARKETS FACE SHRINKAGE 


Quatations taken from a publication of the Office of Foreign Agriculture Rk 
lations, Foreign Agriculture Report No. 64, October 1951, indicate that eve: 
dairy exports to our neighbors in the Western Hemisphere have been subjected 
to various forms of subsidies and that protesting“ countries which were impor 
ant suppliers of dairy products prewar are rapidly increasing their productior 
and recovering more and more of their pre-World War II markets. For exampl 


NONFAT DRY MILK 


“Of the countries south of the United States that import nonfat dry mill 
Mexico, with total imports of 6.3 million pounds in 1950, is the most important 
The imports of nonfat dried milk by Mexico have been increasing annually sinc 
145, when about 1 million pounds were purchased. The increase in the Mexicar 
tariff schedule at the beginning of 1951 apparently had no detrimental effect 
this trade because of the operation of a special Commodity Credit Corporati 
price inducement on exports and later a reduction in Mexican import duties 
United States exports to Mexico in the first 2 months of 1951 totaled about 
million pounds, 

“Brazil was the second-largest importer in 1950 because of large shipmet 
totaling more than 5 million pounds during October and November of 1950 fro 
the United States, principally under the program of the United Nations Inte: 
national Children’s Emergency Fund (UNICEF). There were no exports fr 
the United States in the following 3 months. Prior to 1950 there were no sizab 
shipments of nonfat dry milk to Brazil from any country. 

“Ecuador: another country that imported large quantities of nonfat dry mi 
in 1950, largely for UNICEF programs, received one-half of its 2.5 milli 
pounds total during December of 1950. Ecuador received 800,000 pounds in th 
first 2 months of 1951, which is one-third as much as last year’s total.” 


* See last paragraph on p. 3. 
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DRY WHOLE MILK 


“The United States is the predominant supplier of dry whole milk and hontat 
dry milk to its southern neighbors. Much of this trade developed during and 
following World War Il when no other exporters, except Canada, were able to 
enter these markets. In the past 2 years, however, the Netherlands, Australia, 
and several other countries began exporting dry whole milk. Likewise, com 
petition from indigenous production in Cuba, Mexico, Brazil, and Argentina has 
heen increasing. To offset the disadvantages resulting from increased produc 
tion, in importing countries currency devaluation, aud the high prices of the 
United States products the United States initiated an export program (for no} 
fat dry milk), giving most of the countries to the south about a 3-cents per-pound 
discount from the established sales price of the Commodity Credit Corporation 
This export program was discontinued April 1, 1951.” 


EVAPORATED MILK 


“Canada, the second-largest importer, has been the only other important sup 
plier of evaporated milk to the Western Hemisphere countries in postwar veurs 
Canadian exports to this hemisphere increased from S million pounds in 1948 
to 16 million pounds in 1950. The largest part of this gain was in supplies to 
Curacao, Peru, and Cuba. However, a large part of the Canadian trade is still 
eentered around the British colonies 

“The Netherlands, in returning to its prewar markets, exported about 6 
million pounds of evaporated milk in 1950, most of which went to Peru 
Curacao. These two countries received about 8S million pounds from the Net 
lands in 1988, which accounted for SO percent of the Dutch exper 
ern area in the prewar year.” 


and 
her 
ts ft the west 


‘ i 


CHEESE 


“The Dutch export of cheese has been expanding rapidly since 1946, and 1950 
shipments were approximiutely as large as the total exports to countries south 
of the United States in 1938. The Netherlands exports in 1950, which were about 
twice as large as in 1949, went to almost every country in the Western Hemi 
sphere. Venezuela was by far the largest market, but large quantities were 
sold to Puerto Rico, Curacao, and Cuba. 

“The United States export of cheese to southern markets increased annually 
from the midwar years to 1949 but fell off slightly last year, 
the increasing quantities supplied by prewar exporters. The largest 
for the United States were Puerto Rico, Venezuela, Panama. and (1 
small quantities were sold to most of the other countries in North 
America,” 


aise 
wing in part to 


ane 
BUTTER 


“The remaining countries south of the United States that import at le: 
million pounds of butter annually are located in or around the Caribbean aren 
The trade of most of these countries is channeled to the British Commonweal 
or the Netherlands because of political ties, preferential tariff 
desire to conserve dollar exchange. 

“British Guiana is one of the more consistent importers of butter in the Carib 
bean area and a good market for exporting Commonwealth countries Australia 
has been the major supplier in the past few years, but during World War IT 
Canada and Argentina were quite important sources. The relatively t 
preferential import duty to exporting Commonwealth countries in th 
vives these suppliers a considerable advantage.” 


SUMMARY 


In brief, the following points are emphasized: 

l. Only since the initiation of lend-lease and other foreign-aid 
the volume of dairy products, termed by our Government 
exceeded our dairy imports (fig. 1). 


» 


-. The volume and value of dairy products termed as exports since 1945 is 


auLeenucl is exports, 


grossly magnified and misrepresented because a very large proportion has not 
been commerical exports in the real sense, but rather has been paid for out 
of funds appropriated by the United States Congress. 
this subsidization ran as high as 90 percent during the period 1948-5] 


On some dairy products 


(see 
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small table on p. 4, fig. 2 and table 2.) Im some years it approached 50 perce 
of the value of all dairy exports. 

3. Appropriated funds used for subsidization of shipments abroad of dai 
products have been channeled through a variety of agencies, including ECA 
UNRRA, Army relief feeding, United Nations Children’s Fund, negotiated sales 
of dairy products by the USDA, and donations by the USDA of dairy products 
tor foreign shipment. 

4. Our dairy-product export market is dependent on a number of elements 
far more important than the removal of the provisions of section 104.) For 
example: 

(a) Principal recipients of these subsidized foreign shipments of dair 
products in recent years are countries like Belgium, France, Greece, the United 
Kingdom, Germany, and Japan, which prewar took less than 4 percent of our 
dairy exports (table 1) and which give every indication of being outlets for 
our dairy products only so long as the United States gives them away. 

These countries are either increasing their own milk production or are turn 
ing to prewar suppliers who are increasing their dairy-product production an 
With which political and monetary ties and conditions of’ import contr 
favorable to commerce, have long existed. (See OF AR quotations on dry milk 
evaporated milk, cheese, and butter, pp. 6 and 7.) 

(6) For the chief dairy product for which we are concerned in establishing 
permanent export outlets, nonfat dry milk, we have been least successful i: 
obtaining paying customers (table 2). 

(c) Our real paying markets for products like dried whole and evaporated 
milk appear to be countries with which we have had long-established economic 
ties, as the Philippines, Cuba, and Venezuela. 
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TaBLE 1.—United States exports of dairy products by countries of destination 
1939, 1949, and 1950 ° 


DAIRY PRODUCT EXPORT VALUE BY YEARS 


} | 

| } Percent of 
United State 
1949-50 total 
aairy exports 


Group country 1949-50 total 


. : 
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Butter 


Crreece 
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Subtotal 


d . Cub ‘ 
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United States total 
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TABLE 1 United States exports of dairy products by countries of destinati 
1939, 1949, and 1950 '—Continued 


Nonfat dry milk solids 


hous, of 


; rel 


Venezuel 
Subtot 
] t 


eOCE 
nited Kingdom 
tish Malaya 


subtotal 


Germany 


Subtotal 









DEFENSE 


BLE 1 


Group country 


ed Kingdon 


Malaya 


nezuela 
Subtotal 
fotal of 4 groups 


United States total 


i 
(reece 
ed Kingde 
aoloe 
vi ys 
htot 
' 
} 
uel 
} 1 
{ ty 
Sy 
i Sta 
( 
£500 
. 1 





The 


PRODUCTION 


100 
10 
1] 
1 
104 


ACT 


Tho 


AMENDMENTS 


Continued 


m4 


OF 1952 


United States erports of dairy products by countries of 
1939, 1949, and 1950 


1949 
kK 
‘ 
) 
ey 
4 ( 
% 
S 


destination 


289 





YIU OFOUM peLiq, 


[MIOL 


RZS “UZT OOL’ vu0 O08 


OSP 

Ozer “9 

998 “TE 
862 “TF 


86 (06 0 98 , 926 “E11 OO! 


009 61 
ws Y 


(ot) (#1) £0) (11) | 


If UUIN{OD) ¢ UUINIOO 
| Jo jueosJed) Jo JUV 
SB ZI -lod se | sj10dxo » SaTeRs 
J0J : 6 UUIN[oO ‘ , sdn 1 Sulpovsj punod 
one oye 
suoreuop) UZM0D |6 UUIN[OE “ snid al A ste bi pus ‘2 % Ie PWIS ; UBITTAIO od 
vaso | ” , sos80| SOSso] UO Sasso] SuUIN[Oo pues _“Jorfod ~ ty 
vuol) | ’ : : | BIOIGNS | AAC AIBIUTTIN 110d0X" 
er onyea vaso vaso | vasa [ Ns |AYOINDA HIN a 
: }10dX9 Jo Juadled | | 
| SBS@IpPIsqns J0dx 4 


a 
> 
a 
Be 
° 
D 
Z 
tal 
_ 
a 
Q 
4A 
iS) 
a 
< 
© 
< 
Z 
© 
_— 
a 
Oo 
je 
a 
o 
& 
os 


¢ Modxa 


“4 


SE 


DEFEN 


SAP[[OP JO SPUBSNOY) UI SeNyvA PUB SpUTY Jalfes jo ) 140dx9 BOIOUTUIO oO queued (7 |} 
I { l | l J Jou oO } a) 


8t6[ ‘sjonposd harvp fo sjiodxa sajnjy papius) fo uownzipisqns fo aasBap youixoidd y—'z% AIAY J, 


290 





DEFENSE PRODUCTION ACT AMENDMENTS OF 





292 DEFENSE PRODUCTION ACT AMENDMENTS OF 1952 


The Cuarrman. If there are no further questions, the committe: 
will stand in recess until 2:30 p. m. 
(Whereupon, at 12:30 p. m., a recess was taken until 2:30 p. m., th, 
same day.) 
AFTERNOON SESSION 


The Cuamman. The committee will come to order. 
Mr. Fifer, will you come up, sir. 


We will méke your statement a part of the record. I notice it 


very brief and to the point. If you desire to read it, go ahead, 


STATEMENT OF RUSSELL FIFER, EXECUTIVE SECRETARY, 
AMERICAN BUTTER INSTITUTE, CHICAGO, ILL. 


Mr. Firer. Mr. Chairman, I will vary slightly from the prepared 
statement, but not too much. 

My name is Russell Fifer. I am executive secretary of the Amer 
can Butter Institute, a national trade asociation, located at 110 Nort! 
Franklin Street, Chicago, Ill. Member creameries furnish a daily 
market to over 1 million dairy farmers. 

On the lighter side, I might state for the chairman that I am an 
expert on dairy cows, because many years ago Ll walked two cows 
1,800 miles across the country, and really got acquainted with dairy 
cows. My points are different from the previous witnesses. 

Senator CaprHarr. You say you walked two cows ¢/ 

Mr. Firer. From Vermont to St. Louis. 

Senator Caremarr. What was the oceasion for that ? 

Mr. Firer. It was more or less a publicity stunt for the Ayrshire 
breed. 

Senator Capenarr. Did you milk them ? 

Mr. Firer. Milked them twice a day, drank the milk, sold it, g 
away. 

Senator Carenarr. When was this? 

Mr. Firer. 1929. The cows were rugged, and stood up the whol 
trip. 

Senator Carenarr. From Vermont to where / 

Mr. Firer. To St. Louis. 

Senator CarrHartr. Where did you pass through Indiana ¢ 

Mr. Firer. Through Indiana on Route 40. 

Senator Capenarr. Was that in the papers? 

Mr. Firer. Oh, yes, it was in all the papers, the news reels, 1 
really quite a stunt at the time. 

Senator Carenarr. Well, you really got acquainted with them. 

Mr. Firer. The Second War Powers Act, enacted during World 
War IJ, had certain provisions which permitted the Secretary ot 
Agriculture to ban imports of fats and oils, including butter. This 
provision was extended year by year until June 30 of 1951. Instead 
of renewing this authority in the Second War Powers Act, the provi 
sion this year was added as an amendment which became section 104 
to the Defense Production Act of 1951. Cheese was added to thi 
list of commodities which the Secretary of Agriculture was authorized 
to consider for a reduction in imports. 

The Cuairman. If we have an amendment introduced which pro 
vides that it would stop with the powers of the Second War Powers 
Act; would that be satisfactory with you ¢ 
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Mr. Furer. Well, from the standpoint of butter, it might be, but 
1 would not want to state for all the industry that that would be 
satisfactory. 

The CuHarrMan. Well, that might be an unfair question. That has 
been done. It has not been pr inted as yet. 

Mr. Firer. The imports of other dairy products besides butter, may 
be cheese, the importation of great quantities of cheese would probably 
affect the market for butter itself. 

They are all interrelated. 

Total world exports of butter are estimated at 961,200,000 pounds 
in 1951—Foreign Crops and Markets, volume 64, No. 6, page 103. 
Kxports from Australia were adversely affected by the prolonged 
drought in that country. 

It is a matter of conjecture, of course, to what extent exports, in 
i952 and thereafter, would be diverted to this country. There is one 
practical certainty: The support price for butter paid by the Govern- 
ment of the United States would be the most attractive outlet for the 
surpluses of the exporting nations of the world. By mutual consent, 
the United Kingdom and countries having long-term contracts with 
her could agree to divert considerable quantities of butter to this 
country. 

The Cuarrman. Now, they would have to do that by order of the 
Secretary of Agriculture; would they not ? 

Mr. Fiver. They would at the present time; yes, sir. 

The CrarrMman. Is there anything that would stop that? I do not 
imagine the Secretary of Agriculture would so testify before the 
Appropriations C ommittee today. When you left there, they were 
suggesting that we guarantee 66 cents, and then release the ban to 
make the Secretary of Agriculture, or the Government, buy,the butter. 
1 do not know; I am just asking for information. I did not ask him 
that question because I got over there late. He would have to do it‘ 

Mr. Firer. He would have to give the agreement to permit imports. 

The CuarrMan. I mean the State Department could not tell the 
Agriculture Department that we are going to import butter / 

Mr. Frrer. If the authority here were objected to, it ai be ob 
jected to in any other legislation that was adopted. 

The Cuarrman. The Secret: ry of Agriculture has that discretion, 
not Secretary Acheson. Is that correct ? 

Mr. Firer. I think so, but perhaps the time element involved in 
that finding might be too long. 

The gains in dollar exchange to the British Empire and to non 
Empire sterling bloc countries would be considerable. Argentina, 
which is experiencing a sharply unfavorable trade balance, would 
probably divert the bulk of her butter surplus to the United States. 

It does not seem at all unreasonable to conclude that about 25 per- 
cent of the world butter export surplus would be diverted to the 
United States, in the event of repeal of the Andresen amendment. 
This would mean about 240 million to 250 million pounds of butter. 

This foreign butter can be sold wholesale (without duty), in the 
United States at 3614 to 38 cents per pound, ti aking into account pres 
ent foreign exchange rates. In other words, at a time when ow 
Federal Government maintains the domestic price level for butter and 
currently at the price of 66 cents per pound, foreign imports would 
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take over a substantial portion of our domestic market. All t! 
would be done at the expense of American producers and taxpayers. 

In the 5 years preceding 1939, the world price of butter, New Yo, 
basis, averaged 8 cents below domestic prices at New York. A dui 
of 14 cents per pound was adequate to protect the domestic dairy 
industry except during times of extreme shortage when some fore)y 
butter came in over the tariff barrier. 

Since World War IL there have been two major developments, whi 
in absence of legislative relief, have completely nullified the prot: 
“i historically granted to the butter and dairy industry: 

The 50 percent cut in the duty of 14 cents down to 7 cents per 
po cad for the first 60 million pounds of foreign butter admitted per 
vear: and 

The progressive devaluation of sterling block currency by 42 
percent in terms of the United States dollar. 

The effect of the latter can be illustrated by the present agreement 
between New Zealand and the United Kingdom, On the basis of thi 
United Kingdom pound sterling, worth 82.80, New Zealand realizes 
36% cents per pound f. 0. b. steamer for her butter. New Zealand can. 
therefore, put butter down in New York for 3914 cents per pound 
before duty and 461% cents per pound, duty paid, as compared to our 
domestic market of approximately 75 cents per pound. 

The CHarmman. It was testified today it is 76. 

Mr. Frrer. It was 76 last Friday. 

In other words, if New Zealand was still being paid in British 
pounds, worth $4.86 American dollars, her butter would be worth 
(314 cents f. o. b. steamer, which would mean 6614 cents landed | 
New York. If the old duty of 14 cents still applied, it would mean 
S014 cents duty-paid butter, a price not too far out of line from our 
average domestic market for this winter. 

The Cuatrman. Of course I remember in 1930, I think it was, when 
sterling was worth, at that time, around $3, England went off of 
gold, the exchange markets in New York the next morning opened up 
at 5.16. 

If you were in the export business, which I was very largely, 11 
those days you did not figure what cents you were going to get, you 
figured what you would get for the pound sterling, or what you got 
for your mark, your france, or your lira. That w: as the way we handled 
business. That is nothing new. 

I remember distinctly the day they went off of gold, sterling was 
33.25, and it went up to $d) in New York that day. I happen to have 
been there that day. 

Mr. Fiver. I was in New Zealand in 1931, and at that time the 
New Zealand pound was worth more than the Australian pound, +! 
or 35 cents difference. 

The CuairmMan. That has always been so. 

Mr. Firer. I was using that for an illustration. That was my main 
point, 

The Cuarrman. You could manipulate the francs or marks to get it 
at a lower price, if you could do it, and the dollar exchange went down. 
Now we have world bankers. 

Mr. Fiver. In other words, United States of America butter prices 
are not out of line. The unbalanced international payments ledger 
of the United Kingdom plus the arbitrary cut in the protective tariff 
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lave combined to expose the’ domestic butter market to the world 
warket. Why was the protective tariff on butter cut in half when 
the differential between the domestic and foreign price of butter 
inereased threefold ? 

is the dairy and particularly the butter industry being asked to take 
the whole load in support of certain exports for other farm case ts¢ 
if free trade should be encouraged, then the Sugar Act of 1948. as 
amended, which restricts imports of sugar to certain quotas from 
various countries, should be repealed. Likewise, a careful study 
-hould be made of other legislation and action taken to have it stricken 
from the statute books if the American agricultural economy should 
vo on a tarift-free or free-trade basis. 

Certain organizations and departments of Government that have 
urged repeal “of section 104 point to the possible protection against 
burdensome imports through the enforcement of other legislation 
existing on the United States statute books. If the Administration 
does not want to act in line with the authority granted in section 
04, which is purely discretionary, is it reasonable to expect that 
they would act under existing authority in section 101 of the Defense 
Production Act, section 22 of the Agricultural Adjustment Act, o1 
section 7 of the Trade Agreements Extension Act? Moreover, the pro 
cedure prescribed under the other sections would be cumbersome. 
probably slow in functioning, and would not serve the purpose of 
protecting the vital dairy and butter industry of the United States. 

We would favor inserting the word “discretionary” in any con 
tinuing authority on this issue because there could conceivably be 
cecasions when butter imports would be desirable. The Dairy Branch 
of the PMA-USDA could logically administer this authority with 
recommendations from a Butter Industry Advisory Committee. 

\ demoralized butter market would mean a ruined dairy industry 
because butterfat is the key to dairy prosperity. A loss of markets 
for domestic butterfat means the American farmer will stop produc 
ing the produce he cannot sell—but what he stops producing is milk 
and milk shortages kick back on consumers. To permit unlimited 
mports at the expense of the American dairy farmer and consumers 
or taxpayers would actually be colonialism in reverse. 

In closing this statement. I would like to address the committee 
briefly, on the subject of price controls for butter. Even thoug! 
mandatory price ceilings have not. been placed on butter to date, due 
io provisions in the Defense Production Act of 1950, as amended. w 
sincerely feel that the regulations imposed by OPS have curtai ‘Jed 
production of milk and butter. Dairy cows are rapidly disappearing 

this period of decreasing labor supply on the farms and relatively 
high prices for beef. Dairy farming requires more labor than most 
other farm activities. There has been the greatest decrease in cov 
numbers and dairy production in the Plains States because farmers 
have feed crops, cattle and hogs as alternative crops, and they often 
follow the farm practices which require the least labor, unless prop 
erly rewarded. About one-half of the approximate 4 million reduc 
tion in cow population suffered throughout the U sited States since 
i945 may be traced to the West North Central States, where most of 
the butter in the Nation is produced. 

Kvery utilization should be made of the production possibilities of 
214 million dairy farmers in the United States. More than half of 
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these units are family farms, milking from two to six cows, producing 
farm-separated cream for butter making, and they also produce diver- 
sified farm products. ‘This would utilize more fully the agricultural 
production potential, since these farms require no outside labor. It 
must be remembered that 40 percent of all the beef and over 60 percent 
of all the veal comes from dairy cattle. 

During World War II the price of butter was fixed at a level which 
was entirely out of line with other commodity prices, and an effort was 
made to compensate the producer through the payment of a Govern- 
ment subsidy. The effect was to give the public the erroneous impres- 
sion that the consumer price was a fair reflection of butter’s value. 
It was the highest subsidy of any food commodity during World 
War IT. 

When this restriction was removed, and butter prices bounded up 
to a more realistic level, there was widespread protest from consumers 
that the butter industry was profiteering. This discriminatory treat- 
ment of butter during World War IT and immediately thereafter can 
be principally blamed for weak consumer demand and resultant. sur- 
pluses acquired by the Government during the past few years. 

For the committee’s information I brought along a comparison of 
wages. 

n 1926, information from the Bureau of Labor Statistics indicate 
that at the hourly wage of 54.8 cents it required 58.6 minutes labor 
to earn a pound of butter. Today’s wages require less than one-half 
hour to buy a pound of butter, so on the basis of hourly wages, butter 
is half the price it was in 1946. 

The American Butter Institute strongly urges that price controls for 
butter and other dairy products be terminated on June 30, 1952. The 
American Butter Institute also supports the statement presented to 
this committee by Mr. P. L. Haymes, of the Dairy Industry Committee. 

Senator Carenartr. Who got more tired, you or those two cows on 
that long walk? 

Mr. Frrer. Actually nobody got tired. We only walked about 15 
miles a day, and that is not far for a cow to walk. We walked 26 
miles one day out in Indiana. 

Senator Capenart. That is because the climate is good out there 
and encourages one to walk. 

The Cuamrman. Senator Schoeppel ? 

Senator Scnorrren. I have no questions, thank you. 

Senator Carruartr. You have made a very fine statement. 

Mr. Frrer. Thank you, Mr. Chairman. 

(The comparison of hourly earnings with retail butter price fol- 
lows :) 


Comparison, hourly earnings, with retail butter price 


Minutes of 
| - wage | Butter retail | labor to earn 
Hourly wage | price 1 pound 
butter 
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The Cuamman. Mr. Gaumnitz, of the National Cheese Institute. 

Mr. Gaumnirz. Mr. Chairman, I have brought two people with 
me, and I would like to divide 15 minutes between the three of us. 

The CuairMan. That will be quite all right, sir. 

You can understand the position the committee is in. We could 
not allow all the people who have requested to testify. 

Your statement will be printed in full in the record. 


STATEMENT OF E. W. GAUMNITZ, EXECUTIVE SECRETARY, 
NATIONAL CHEESE INSTITUTE 


Mr. Gaumnirz. My name is E. W. Gaumnitz. I am executive see- 
retary of the National Cheese Institute, with offices at 110 North 
Franklin Street, Chicago, Il. 

The National Cheese Institute is a nonprofit corporation whose 
members include manufacturers of cheese and process cheese and 
assemblers, wholesalers, and distributors of all types of cheese. Its 
members manufacture over 50 percent of the cheese produced in the 
United States and distribute between 80 percent and 90 percent of all 
cheese distributed in the United States. 

We urge reenactment of section 104 because we believe that a defini- 
tive congressional expression is necessary regarding the importation 
of the various dairy products if the production of milk and milk prod- 
ucts is to be maintained or expanded. Section 104 accomplishes this 
purpose. Section 104 also gives the possibility of alleviating a situ- 
ation which has been developing over the past 2 years with reference 
to competitive conditions. 

The data in our brief clearly indicate that the production of milk 
and dairy products will probably decline under present conditions. 
These declines will be accentuated if section 104 is not retained. 

It should be noted that not only have dollars and cents or specific 
import duties on dairy products been reduced by about 50 percent from 
the levels established by the Tariff Act of 1930, but arbitr ary cur- 
rency devaluations in practically all of the important di airy- -product- 
exporting countries have ranged upward to over 35 percent. Such 
devaluations, in effect, result in effect in a negative import duty. 
\dded to other restrictions it is evident that the conditions of free 
trade are entirely lacking at the present time. Under these conditions 
the entire philosophy of international trade should be reviewed. 

We have estimated that in the absence of action under section 104 
imports of dairy products will increase materially. 

The CHairman. Going into this devaluation, going back to 1930, 
the pound sterling went off gold. They went off gold here around 
1932 or 1933, and there was a hue and cry then that we should have 
not gone off gold, but if we had not, we would not have kept up as 
far as we have kept up, agriculturally speaking. 

Do you agree with that statement? 

Mr. Gaumnirz. [agree with that. 

The Cuarrman. If we had not gone off the gold standard, we could 
never have kept up with devaluation. While we did not devalue the 
dollar as they did, at least we went off gold, which makes the dollar 
more economically, agriculturally advantageous. 
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In 1932 and 1983 there was a hue and cry about the United Stat: 
going off gold. The agriculture people were for it. ‘The bondholde: 
were against it. 

Mr. Gaumnitz. The interesting thing is that with devaluations tl) 
tariffs that were established a number of years ago are entirely out 0! 
line. 

The Cuamman. In the end nobody gets anything by devaluating 
but in world competition, when one does it, the other follows. It 
like inflation, it is a spiral. 

Mr. Gaumnirz. Then we add to that devaluation, restrictive di 
vices, such as exchange relationships and the like are entirely out o! 
line so that the whole thing becomes different, a different world, in 
different setting. 

The CuatrmMan. The only money of real value in the world today. 
you will admit, is the American dollar. 

Mr. Gaumnirz. That is correct. All the rest is pegged artificially, 
which runs through the whole export-import picture, and disturb 
it, and makes it very difficult to try to predict what is going to 
happen. 

We have estimated that in the case of butter and cheese import 
levels will probably be on the order of 250 million pounds in the case 
of butter and over 100 million pounds in the case of cheese. A part 
of this importation will mean a reduction in imports on the part of 
deficit countries. 

I think that point has been covered by two or three other wit 
nesses, and I will not dwell on it. 

If such a volume of importations developed and with the condi 
tions of the Government support program, as already announced 
general terms for the period ending March 30, 1953, it is probable that 
a rather large quantity of dairy products will accumulate in the hands 
of the Government. Such product will be accumulated under thx 
conditions where to all intents and purposes the United States is unde 
writing world dairy-product prices. 

Mr. Holman, I believe, dwelt on that problem. 

It is frequently urged that other statutory authority exists unde: 
which proper protection of the dairy industry might be afforded. At 
the same time it is argued that action under section 104 is contrary 
to certain provisions of the General Agreements on Tariff and Trade 
We are unable to understand how it can be argued that action unde: 
section 104 would violate the general provisions of the tariffs an 
trade without the same violation resulting from action under any of 
the other statutes under present conditions. 

We have two other witnesses who are manufacturers of specifi 
varieties of cheese, namely, Blue and Italian. I would like to ask 
each of them to make a short statement as to the condition in whic! 
they now find themselves and the condition which would attain wer 
any action taken under section 104. 

The CuHatrman. Of course, section 104 has had certain effects. Whe 
you get through, I am going to have the clerk read a statement here. 
because I want you gentlemen who represent the cheese industry 
answer it. 

Would you want to have it read now ? 

Mr. Gaumnirz. Yes; 1 would be glad to hear it. 


to 
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Mr. McKenna (reading) : 


1 should like to quote two paragraphs from the Italian memorandum, since 
it sets out succinctly the nature of the concern which other countries have felt 
asa result of our cheese restrictions. 

“Finally, there are the political and psychological effects to be considered. 
These can hardly be overestimated. What is at stake is the vast store of good 
will and gratitude which exists in Italy and other friendly countries as a result 
of the generous postwar American aid, and of Marshall-plan aid in particular.” 


The CuHairMAn. Now, I want to state for the record as far as I was 
concerned, although I did not vote for all the aid requested, I did vote 
for that I thought necessary to encourage economic redevelopment in 
friendly foreign nations. 

Mr. McKenna (reading) : 


“For most segments of Italian public opinion are altogether at a loss to 
understand how the vast amount of help poured into Italy during the past 3 
years, With the express purpose of restoring the stability of both the domestic 
and the international economy of the nation, can be reconciled with the recent 
restrictions that have hit vital sectors of the Italian economy. The very fact 
that these restrictions are but incidental and almost trivial within the over-all 
context of United States policies, is bound to intensify their adverse impact. 
his is because they appear to involve the mistaken idea that, while American 
policies are liberal and indeed generous at their over-all level, they acquire an 
altogether different connotation as soon as the protection of special interests is 
concerned, 

“This implication, no matter how unwarranted, plays directly into the hands of 
that vocal minority of opinion which is swayed by Communist propaganda in 
Europe. As it is known, the Communists noisily press their line that the Marshall 
plan and other aid programs are not really meant to bring about the economic 
emancipation of Western Europe but to perpetuate their dependence on American 
bounty, and that American aid programs are calculated to find additional outlets 
for domestic production, while barring the door to foreign products. The result 
is that a state of confusion and doubt is generated in the minds of some people 
which is sedulously exploited by the Communist minority for its own ends 
despite the constant emphasis of the Italian Government on the true facts.” 

Italy’s sensitivity to the possibilities which these cheese restrictions have 
created for Communist propaganda is due in part to the fact that southern 
Italy has been particularly hard hit by the restrictions. As you know, the 
widespread poverty and unemployment in southern Italy have created a fertile 
ground for Communist agitators. 3efore section 104 was enacted, one of 
the bright spots in the economy of southern Italy Was a growing export trade in 
cheese, 


The CHarrMan. Let me ask about that. 

Mr. Gaumnirz. We make Italian types of cheese here to the extent 
of 40 to 50 million pounds, about a peak during the war period of 
about 70. 

The CuarrmMan. This morning Mr. Holman testified to the fact that 
some cheeses would do no harm. 

Mr. Gaumnirz. 1 would interpret Mr. Holman’s statement this 
way—— 

The CuatrmMan, T did not mean to put words in his mouth. 

Mr. Gaumnirz. I think all cheeses are competitive in character. 
Now, you must remember that there are some 400 named cheeses 11 
the world. I donot know how many more than that. 

The CuarrmMan. He mentioned some Italian cheese, as I remember. 

Mr. Gaumnirz. He mentioned that Roquefort was not competitive 
vith Blue, for example. We think that Roquefort and Blue are com 
petitive. 

The CuarrMan. You differ with Mr. Holman ? 


96315—52—prt. 1 20) 
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Mr. Gaumnitz. Yes, sir. I think possibly he did not say it quit 
the way he intended to. I do not know for sure. 

Senator Carenarr. What he meant was we make no Roquefor 
cheese, and your position is that all cheese is competitive. If they did 
not buy Roquefort, they would buy Blue. 

Mr. Gaumnirz. Or Gorgonzola, they are all Blue cheeses, their use 
is about the same. 

Senator Carenarr. Automobiles and radios do not compete, but if » 
man buys an automobile he may not be able to afford a radio. 

The Cuaman. Of course, I never heard the names of these cheeses, 
but when the Secretary of State writes of conditions in Italy with 
regard to these particular types of cheese, I hope that they might not 
be competitive, [ hope they might have some chance. Continue Mi 
McKenna. 

Mr. McKenna (reading) : 

Pecorino, Romano, and other pungent cheeses of the area were coming to the 
United States in growing volume, giving employment to southern Italy, and giving 
dollars to the Italian economy. 

Senator Carruarr. I would like to say this: That is the one thing 
that worries me about this whole foreign policy of ours. How long 
are we voing to be blackmailed, and how long are the ny going to use 
this argument’ Is it 1 vear, 5 years, 10 years, 25, 50, or 100 years 
that we have got to do exactly what they want and what they say. 
If we do not, then some of those boys are going to go communistic. 
It is just a one-way street. We have got to give up here. In other 
words, the argument is that our dairy farmers, our people have got 
to give up to those peop le over there, because if we do not, the ‘y are 
oe ine to go communbistic, Now, how long is it going to last, 1 vear, 
LO, 15, 25, or 50 vears, or 100 years! How long are we going to have 
to make the sacrifice? I wish some hody would answer that question. 

The Cuamman. Of course, as long as Congress is the body which 
appropriates funds, it is up against a proposition of considering 
foreign aid. 

Senator Carenarr. In other words, after all we have done for 
Italy, pouring billions of dollars in there—6 or 7 years ago they were 
killing our boys—and now we are pouring billions of dollars in there, 
we find ourselves here with an industry that we think ought to have 
some protection, in the public interest, and you get the same sort of : 
argument that you get every time you try to talk a little horse sense 
about our foreign polic: v. That is if we do not do it, if you do not 
do exactly as we say, we are going out and go communistic. We are 
going to become bank robbers, Communists, and something terrible 
is going to happen. 

The Cuarrman. He does not exactly say that, but he says the Com 
munists are using this as propaganda. 

Senator Capenart. It is the same thing. 

Senator Ropertson. I understand if we intend to be friendly with 
the Italian people, it is not appropriate to say we will be a friend for 
1,3,or5 years. If I havea friend in politics, I do not expect him to 
be a friend for 1 year and not the next. 

Senator Carrnarr. Let me say this: I do not consider a man very 
much of a friend who insists on a one-way street. 

The Cuarrman. This is a letter from the Secretary of State, and 
what I was trying to find out, and I know the Senator wants to find 
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out. and we all do, is what kind of cheeses are these that have been 
stopped from coming from southern Italy and Sicily ¢ 

Mr. McKenna. You may remember we had testimony last year 
which said many of these were made from sheep’s milk, and were 
therefore not competitive. 

Senator Scnorrre.. Does that letter indicate the aid—to what ex- 
tent the American Government and the American taxpayer have 
given financial aid to the Italian people ‘ 

Does that point out that phase of it in any place in that letter? 

Mr. McKenna. No; the portion of the letter I was asked to read. 
Senator, merely points out that they thought they were being able to 
get on their own feet by this export trade, and have now been pre- 
vented by section 104. 

Senator Scuorrrer. Despite the fact that we have thrown, I will 
not Say billions ot dollars, but | know ot several hundreds of millions 
of dollars, in that area. We get no credit for that. apparently. 

Senator Carenarr. Does the letter also say it is those in the dairy 
industry in America that helped pay the taxes that constitute the 
billions of dollars that have been thrown into help the Italian people / 
Do not they give consideration to that at all? Who do they think 
the money comes from? It comes from the American taxpayers, the 
dairy farmer, the cattle farmer, the wage earner, and every other 
American. In other words, it is a one-way street. 

Mr. McKenna. The letter does discuss later the question of the 
impact on American agriculture, Senator. 

The CHarrRMAN. Suppose you read the remainder of it 

Mr. McKenna (reading) : 


Shortly after section 104 put a halt to this development, we received reports 
out of southern Italy that agents of the Soviet Government were ostentatiously 
making bids for various agriculural products in the same area, with obvious 
propaganda effect. 

Of course, in any balanced appraisal of the desirability of section 104, one 
has to take into account not only its effects upon our foreign policy objectives, 
but also upon our domestic agriculture. On this score, representatives of the 
Department of Agriculture have repeatedly stated their considered judgment that 
the measure hurts rather than helps American agriculture, They have also stated 
it as their conclusion that section 104 is unnecessary for the protection of domes- 
tic agriculture, and, in the end, is bound to do it real injury. This Department 
is in agreement with these conclusions. Other provisions of the law, such as 
section 22 of the Agricultural Adjustment Act and the escape clauses of the 
Trade Agreements Act, provide the means whereby American agriculture can 
be protected in any individual cases of injury. Moreover, American agriculture 
relies heavily upon foreign markets for the sale of its produc ts. In 1950, for ex- 
ample, American farmers sold $2.9 billion of their products overseas, to foreign 
consumers they never saw and often never knew were their customers. On the 
other hand, American imports of agricultural products of the type we grow at 
home amounted to about $1.8 billion. Even some of the products that section 104 
aims at protecting have regularly been on an export basis. In 1950, we sold the 
world $87 million of dairy products, and imported only $34 million worth of 
such products. 

In his own protection, the American farmer must live in a world in which 
nations stand ready to receive the products of one another and in which na- 
tions are willing and have the financial means to buy the products of one another 
So far as international trade is concerned, this is the surest protection that can 
be provided the American farmer. 

In sum, therefore, it appears to this Department that our major foreign 
policy objectives and our interest in the protection of the American farmer 
alike require that the terminal date of section 104 should not be extended. 

Sincerely yours, 
DEAN ACHESON. 
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The CuairMan. Without objection the whole letter will be inserted 
in the record. 
(The letter referred to follows :) 


DEPARTMENT OF STATE, 
Washington, March 10, 1952. 
Hon. BuRNET R. MAYBANK, 
United States Senate. 

My Dear SENATOR MAYBANK: In view of the fact that your committee is no 
considering a bill to extend the Defense Production Act, it occurred to me that 
it might be useful to review the developments with regard to section 104 of th: 
act which have taken place since the fall of 1951, when last the Department had 
an opportunity to testify on the subject. These developments have a particular 
bearing on your committee’s consideration of S, 2645, as proposed to be amended 
by Senator Ives, which would extend the terminal date of section 104 from 
June 30, 1952, to June 30, 1954. , 

As you know, the Department of State was concerned from the very beginning 
over the effects which section 104 was bound to have on the ability of friend) 
foreign countries to earn the dollars they need to put themselves on a self 
supporting basis. It was foreseen that these restrictions would prevent them 
from earning considerable sums, running into the millions of dollars, and that 
they would be profoundly discouraged by this particular experience in any fur 
ther efforts to build up their export industries. As we saw the problem then, we 
were simply putting these countries in a position in which they would need even 
more financial help to carry their share of the defense burden. We felt also that, 
in the end, the measures were bound to hurt our own exports of agricultural 
products as the affected countries acquired fewer dollars with which to buy 
our products. 

We felt even greater concern at the broader implications of these restrictions. 
Section 104 requires the United States to take action contrary to the basi 
provisions of agreements under the Trade Agreements Act to which the United 
States is a party, and to take action contrary to the objectives of the Mutua! 
Security Act. Apart from the immediate effects of the particular measure, in 
consistencies of this sort tend to undermine the basis on which our position ot 
leadership rests, by raising fundamental doubts in the minds of the other cour 
tries of the free world as to our sense of responsibility and the nature of ou 
goals. 

The damage which these restrictions have done is aggravated by the fact 
that the provisions involved embody principles on which the United States has 
always put great store. These principles are aimed at developing the kind of 
trading system among the friendly countries of the world in which businessmen 
could buy and sell their goods with a minimum of governmental interference 
in their activities. This attitude toward quotas and other governmental re 
strictions on trade is essential if private enterprise is to maintain its place 
in the conduct of international trade. 

It is against that general background that we have appraised the developments 
in the international field since last summer which have occurred as a result 
of section 104. These developments have convinced me that the Department's 
original estimate of the effect of section 104 on other countries, if it erred at all, 
erred in the direction of understatement. It is clear now that Canada and 
Western Europe have been profoundly disturbed by the implications of thes 
restrictions. It is not so much the immediate dollar loss involved in these 
restrictions which concerns them, though that is serious enough for some of them. 
Much more important is the uncertainty which these measures have created, 
uncertainty as to the direction in which the United States proposes to move in 
the field of trade policy. Our friends in Europe and elsewhere, whether they 
produce cheese or not, have begun to wonder whether the imposition of these 
restrictions means that the United States proposes to revert to a policy of raising 
trade barriers, even though the policy may weaken the collective economic 
strength of the free world. 

This deep concern on the part of Canada and Western Europe has been evident 
in a number of ways. Last October, at Geneva, nine contracting parties of the 
General Agreement on Tariffs and Trade formally protested against our restric 
tions under section 104, charging this Government was acting inconsistentl]) 
with its trade-agreement undertakings. The countries filing the complaint were 
the Netherlands, Italy, Denmark, New Zealand, Norway, Australia, France, 
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Canada, and Finland. The filing of a complaint of this sort is not done lightly; 
t is a fairly important political step on the part of any government. In this 
case, the contracting parties concluded that our action was in fact inconsistent 
with the general agreement. They went on to counsel the countries affected to 
withhold any offsetting actions on their part for the time being until it was 
clearer what steps the United States Government might take to rectify the 
situation. 

There have been at least two developments since that meeting which are worth 
noting. The Dutch Government has announced that it is consulting with its 
partners in the Benelux Union, Belgium, and Luxemburg, on increasing its 
duties against American goods, a step which it may eventually be compelled to 
take because of the reduction in the amount of dollars it has available to buy 
dollar goods. Meanwhile, the Italian Government has filed a long and carefully 
drafted memorandum with the Department describing the cumulative effect of 
recent United States import measures upon the Italian economy. 

| should like to quote two paragraphs from the Italian memorandum, since 
t sets out succinctly the nature of the concern which other countries have felt 
isa result of our cheese restrictions. 

“Finajly, there are the political and psychological effects to be considered. 
These can hardly be overestimated. What is at stake is the vast store of good 
will and gratitude which exists in Italy and other friendly countries as a result 
of the generous postwar American aid, and of Marshall plan aid in particular. 
For, most segments of Italian public opinion are altogether at a loss to under- 
stand how the vast amount of help poured into Italy during the past 3 years, with 
the express purpose of restoring the stability of both the domestic and inter- 
national economy of the Nation, can be reconciled with the recent restrictions 
that have hit vital sectors of the Italian economy. The very fact that these 
restrictions are but incidental and almost trivial within the over-all context of 
United States policies, is bound to intensify their adverse impact. This is be- 
cause they appear to involve the mistaken idea that, while American policies 
are liberal and indeed generous at their over-all level, they acquire an altogether 
different connotation as soon as the protection of special interests is concerned. 

“This implication, no matter how unwarranted, plays directly into the hands 
of that vocal minority of opinion which is swayed by Communist propaganda in 
Kurope. As it is known, the Comunists noisily press theirine that the Marshall 
plan and other aid programs are not really meant to bring about the economic 
emancipation of Western Europe but to perpetuate their dependence on American 
bounty, and that American aid programs are calculated to find additional outlets 
for domestic production, while barring the door to foreign products. The result 
s that a state of confusion and doubt is generated in the minds of some people— 
which is sedulously exploited by the Communist minority for its own ends— 
despite the constant emphasis of the Italian Government on the true facts.” 

Italy’s sensitivity to the possibilities which these cheese restrictions have 

reated for Communist propaganda is due in part to the fact that southern Italy 
has been particularly hard hit by the restrictions. As you know, the widespread 
wverty and unemployment in southern Italy have created a fertile ground for 
Communist agitators. Before section 104 was enacted, one of the bright spots 
in the economy of southern Italy was a growing export trade in cheese. Pecorino, 
romano, and other pungent cheeses of the area were coming to the United States 
in growing volume, giving employment to southern Italy, and giving dollars to 
the Italian economy. Shortly after section 104 put a halt to this development, 
we received reports out of southern Italy that agents of the Soviet Government 
vere ostentatiously making bids for various agricultural products of the same 

rea, With obvious propaganda effect. 

Of course, in any balanced appraisal of the desirability of section 104, one has to 
take into account not only its effects upon our foreign policy objectives, but also 
ipon our domestic agriculture. On this score, representatives of the Department 
of Agriculture have repeatedly stated their considered judgment that the measure 
hurts rather than helps American agriculture. They have also stated it as their 

onclusion that section 104 is unnecessary for the protection of domestic agri- 

ilture, and, in the end, is bound to do it real injury. This Department is in 
igreement with these conclusions. Other provisions of the law, such as section 
22 of the Agricultural Adjustment Act and the escape clauses of the Trade 
\greements Act, provide the means whereby American agriculture can be pro- 
tected in any individual cases of injury. Moreover, American agriculture relies 
heavily upon foreign markets for the sale of its products. In 1950, for example, 
\merican farmers sold $2.9 billion of their products overseas, to foreign consum- 
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ers they never saw and often never knew were their customers. On the othe: 
hand, American imports of agricultural products of the type we grow at hon 
amounted to about $1.8 billion. Even some of the products that section 104 aims 
at protecting have regularly been on an export basis. In 1950, we sold the world 
$87 million of dairy products, and imported only $34 million worth of such 
products. 

In his own protection, the American farmer must live in a world in whic} 
nations stand ready to receive the products of one another and in which nations 
are willing and have the financial means to buy the products of one another. So 
far as international trade is concerned, this is the surest protection that can be 
provided the American farmer. 

In sum, therefore, it appears to this Department that our major foreign policy 
objectives and our interests in the protection of the American farmer alike requir: 
that the terminal date of section 104 should not be extended. 

Sincerely yours, 
DEAN ACHESON. 

Senator Carenarr. He said we exported what, 2 billion? 

Mr. McKenna. $2.9 billion, Senator. 

Senator Capruarr. I wonder what percentage of that the farmers 
paid in taxes given away to these foreign countries. I imagine you 
will find they paid in taxes more than "$2,900,000,000 given “to these 
foreign countries. 

Senator Ronerrson. They did not. pay all the $2,900,000,000, that is 
absurd. 

Senator Carenarr. The American farmer pays more than $2,900, 
000,000 in taxes every vear. 

Senator Rorerrson. What was given away, they did not pay that 
much. 

Mr. Gaumnrrz. It is difficult to attempt to comment on that letter 
since the Secretary of State has raised so many questions, 

The CuatrMan. It is unfair of me to ask you to do it, but it is going 
to be printed in the record, and if you want to write a reply to it, you 
have until March 21 to do it. I just got the letter before lunch, and I 
have been one who has been on the other side. differmg from you 
gentlemen, and I am trying to get some information for myself. 

You may file a statement before March 21. 

(The statement referred to follows:) 

Mr. Gaumnrrz. I would like to touch on it briefly now, Senator. 

The CuairMan. I never heard of these types of cheeses until I read 
this letter. 

Mr. Gaumnirz. There are two or three things to which I could com 
ment quickly here. 

In the first place, according to our figures, under various grants, 
either by way of goods or services, there was provided for foreign 
countries in 1949 something i in excess of $3.592,000,000, and in 1950. 
$2,161,900,000. 

In foreign trade, either imports or e xports, under a condition wher 
that type of situation exists, coupled with artificial and arbitrary cle 
valuations, coupled with other controls of one kind or another, L think 
any estimate of future probabilities by way of exports or imports are 
almost. an impossibility unless the conditions which will exist at that 
time are known. 

We are so far, it seems to me, from a matter of free trade, interna 
tionally, that any calculation at this time is almost an impossibi ot. 
It is like attempting to say how many automobiles would be sold | 
they were to be sold at a dollar apiece. I do not know who could ade 
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the calculation. There just is not any common denominator in this 
thing. We do not have free movement of gold, labor, we do not have 
free movement all up and down the line. 

I certainly will not be able to comment on the question of Communist 
activity in the Italian territory, and how much this program might be 
able to assist In either stopping such action, or anything along that 
line. 

I do know this. 

The CHatRMAN. I would not ask such a thing, in justice to you J 
do not think that you or anyone here would be able to comment on 
Communist activity in Italy. L was particularly interested in the 
different types of cheese. 

Mr. Gaumnitrz. One of my colleagues is an Italian cheese manufac 
turer, and with your permission I am going to ask him to make that 
statement. 

The CHAIRMAN. Would you clive your hame for the record, please. 


STATEMENT OF PETER FRIGO, NATIONAL CHEESE INSTITUTE 


Mr. Frigo. My name is Peter Frigo; I am the general manager of 
the Frigo Bros. Cheese Corp. I live at Lena, Wis. We are manufac 
turers of Italian cheese. 

Today gentlemen our industry as well as other Italian cheese manu 
facturers are facing a crisis—— 

Senator Carenarr. You mean you manufacture Italian type cheese ? 

Mr. Frico. Italian type cheese. 

Senator Carenarr. You are an American company ! 

Mr. Frico. Definitely. 

The CHarrMan. How did vou happen to enter the cheese business / 

Mr. RIGO. We are the sixth veneration ot cheese minkers, and Na\ 
father came from a little village located in the Alps called Asiago. 

The CHairMan. Switzerland ¢ 

Mr. Frico, No, Italy. 

The CHamman. I did not mean to be unkind by that question, but I 
wanted to know for the record how you happen to be in the business 
of making Italian-type cheese ¢ 

Mr. Frico. We are the second generation in this cOUnTTY. 

The CHamman. But your family has been manufacturing cheese in 
northern Italy for six generations. 

Mr. Frico. In the Italian Alps, sir. 

Senator Carpenarr. And you manufacture Italian type cheese at 
Lena, Wis. 

Mr. Frico. That is right: also at Florence, Wis. 

The CHairman. There is a Florence, Italy, too. I have been there 
many times, 

Senator Caremart. IT have been in Lima, Wis., many times. 

Mr. Frico. We are faced with many difficult situations, especially 
since 40 percent of the cheese that comes into this country is equiva 
lent to—the amount of cheese is equivalent to 40 percent of our total 
production of Italian tvpe cheese, and if you would 11 hide the Blue, 
the Gorgonzola, and others, you would have almost 50 percent. 

A number of plants today are closed, and a very large one located 
in Freeport, HL. has been recently shut down, 

Then, too—— 
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The Charman. What caused that to shut down? 

Mr. Frico. The importation, the excessive amount. 

The CHatrMan. This letter says they cannot import it any moi 

Mr. Frico. ‘They are importing cheese under a quota. 

The CHairman. Not under section 104? 

Mr. Frieo. Yes, sir, under section 104, that is right. That che 
is coming in. 

The CuairrMan. But it is supposed to be such a small amount, 
than it was some time ago; is that right ¢ 

Mr. Frico. Well, no, it is not. There is still a great amount ot 
cheese coming into this ¢ Saaiet 

Here are some figures. Perhaps Mr. Gaumnitz can clarify tha 
situation better than I. 

Senator Roserrson. How many people do you employ ¢ 

Mr. Frieo. Our whole industry, the whole Italian cheese indust: 
approximately 5,000 people, and we service about 20,000 produces 
We know in Italy they can hire men for a dollar and a quarte: 
day, and they can buy milk for $1.65 a hundred, which is fixed 
the Government. 

Here in this country we have to compete in our labor marke 
and—— 

Senator CareHart. What do you pay cheese makers? 

Mr. Frico. From $1.25 an hour and up. They run about $3,000 
a vear, perhaps. 

Senator CaprHarr. About six times what they pay in Italy. 

Mr. Frico. We also know that their milk, the price of milk is fixe 
in Italy by the Government once a year. 

Senator Carenmart. $1.65 a hundred. 

Mr. Frigo. That is right. 

Senator Carrnarr. What do you pay / 

Mr. Frico. Approximately $4 a hundred. 

Senator Capenart. About three times as much ? 

Mr. Frico. That is right, sir. We have a great number of ow 
people that are loc ated—these cheese factories, you must understand 
are located in small towns and villages throughout the United St: it 
Wisconsin, Ohio, and in New York State, and their livelihood 
pendent upon the cheese factory. 

I can cite you an example. Our own plant there in Lena, Wis 
the village went out of its way to install a sewage disposal plant and 
went in debt to the tune of $200,000. It might not be a lot of mon 
to vou folks here. 

The CuarrmMan. What is that ? 

Mr. Frico. I beg your pardon, sir. 

Senator Capenart. ‘Tosome of us it 1s, but not to all. 

Mr. Frico. They went in debt to the tune of $200,000 to keep us the 
in the village, and it would mean because we cannot pollute ow 
streams there in the State of Wisconsin, we have our State agenci 
inspection agencies, health agencies, and the Federal Food and Dru: 
demanding sanitary requirements in our different dairy plants, and 
also to protect our streams. 

I would like to say this, sir. We have a very high standard, 
have to maintain a very high standard in our dairy plants. You must 
realize in Argentina, and in Italy, they do not have the type of barns 
that we have here in the State of Wisconsin, or in the United States. 
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It was my distasteful duty to shut 10 producers off of the market in 
the State of Wisconsin. 

The Cuamman. What did they do when you shut them off? 

Mr. Frico. They had to go completely out of business, sir, for this 
reason: They had wooden floors in their barns, and the ceiling was not 
tight. The statute in the State of Wisconsin calls for concrete or 
impervious floors and a tight ceiling. Those producers felt that they 
would be better off to go into beef cattle rather than spending the 
money to go into milk production. 

We have to pay taxes, we have to warehouse our cheese. As you 
know, some of our varieties have to be aged as long as 2 years, and 
today, with the amount of cheese that is coming in, it is pretty hard 
to plan for the future, and I am sure nobody wants to gamble on a 

product for 2 years, especially if you never know how much cheese 
is going to come in. 

Senator Ronerrson. May I ask you a question which might help: 

How do you age cheese without spoilage 4 

Mr. Frico. Oh, sir, that is the art of cheese making. You must 
realize that it depends also on the type of cheese you have. You take 
our Italian varieties that have a very hard dry rind, and it has to be 
kept on shelves and turned and treated with vegetable oil, and also 
has to be treated with salt to give it that rind, and then it is put into 
refrigerated warehouses. It can be kept in very good condition. 

Senator Roperrson. If you cut the rind you are out of luck then? 

Mr. Frico. Well, yes, sir, you are, unless you would wrap it up in 
parafin paper and put it in the crisper of your refrigerator. 

We have a big investment in the warehousing and handling of o 
cheese. They have some cheese as old as 2 years, and today is 
delicious. 

We make the same varieties—— 

The CHarrMan. What do you call it ? 

Mr. Frico. Romano, Parmesan, Canestrata, Pepato, Asiago. There 
ure innumerable varieties, each with a different flavor to suit the par- 
ticular taste or the particular dish of the person that enjoys cheese. 

Senator Rornertson. Principally it is a different wrapper; is it not 4 

Mr. Frico. We do not wrap that cheese; it is a different type of 
cheese altogether. You cannot pour that stuff through one end of the 

chine and expect a piece of cheese to come out the other. It has 
to be differently handled, entirely. 

Senator Scnorrre.. In other words, what you are trying to make 
clear here—and I commend you for it—is that you are not operating 
under some kind of a fake. You are producing these various and 
sundry type of cheeses according to technical formulas that you and 
your family have brought over to this country, and they represent 
exactly what you label them. 

Mr. Frico. That is right, sir. 

Senator Carenarr. Can you produce all the Italian-type cheese that 
is consumed in the United States, not you, but everybody in the 
ltalian-type cheese production / 

Mr. Frico. Definitely, every variety can be produced in this country. 
‘here was a certain amount of sheep’s-milk cheese that was produced. 

Senator Carenart. How much could we import from Italy without 


putting you out of business, or without working a hardship upon 
vou 
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Mr. Frico. Well, I will tell you, sir. In the standards set up by 
the Federal Food and Drug there is no definition set up for sheep's 
milk cheese, and it is a cheese very similar to your Romano cheese. 
with the exception that it is made out of sheep's milk. 

The Cuarrman. Where do you get your sheep’s milk 

Mr. Frico. We do not. There was a time when it was manufa 
tured in Colorado, a certain amount of the sheep’s-milk cheese. 

The Cuairman. You cannot buy sheep’s milk now ? 

Mr. Frico. Not from a domestic manufacturer; no. 

Senator Kg Do you export any cheese / 

Mr. Frico. I do not believe we do. 

Senator Moopy. It is true, according to the figures presented here, 
that the United States is importing or did import in 1950 somewhat 
more cheese than it did export. It imported 56 million pounds, and 
exported only 47 million pounds, but the same table indicates in other 
dairy products there seems to be a majority on the side of export 
rather than import. 

In canned milk, for example, we exported 178 million pounds and 
imported only 369,000 pounds. 

We export 3,215,000 pounds of butter, and import only 10,000 
pounds, and in the ease of dry milk, we export 292 million pounds of 
dry milk, and import only 214 million pounds, so you see we cannot 
expect always to export without also importing something to let other 
countries pay for what they export, unless we want to give away ou 
dollars and let them pay for our exports in that way, which I am sure 
might be protested. 

Mr. Frigo. Sir, there was little cheese exported on a commercial 
basis. Most of the cheese, I believe, was on a give-away program, 
as well as dried milk, from the way I understand it, and to us it has 
been advantageous that we get the export markets, but most of the 
dairy products were exported on a noncommercial level. 

About 2 years back, butter was shipped out for 16 cents a pound. 
Well, my goodness, if we can give away butter for 16 cents a pound, 
I am sure our American public 

Senator Moopy. We would be glad to get some here at 16 cents a 
pound. 

The CHarman. Did you have another witness, or is there some 
thing more you want to say? 

Mr. Frico. I would like to say that tliere is a need to maintain the 
Andresen amendment, because it means we will have to go out of 
business completely, and could no longer be in the business, if the 
Andresen amendment, or section 104 is not maintained. 

Thank you very much, sir. 

Senator Benron. I think I have a special interest emotionally at 
least in the witness because I have so many Americans of Italian 
descent among my constituents in Connecticut. I am told it is the 
second largest number per capita in the country. 

The Italian-Americans in my State are very interested in develop 
ing the finest and friendliest relationships between Italy and the 
United States. 

Do you think that is a laudible objective, in terms of our foreign 
pohe yé 

Mr. Frico. Well, sir, I believe it is. I am not too well acquainted 
with the situation, but I do know that under this section 104—— 
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Senator Brnron. I have got two or three questions, and if you 
will just be responsive to them I would appreciate it. 

Mr. F rico. I do not believe it should jeopardize completely the 
whole Italian cheese business here in the United States for the sake 
of the people in Italy, because I, too, have cousins and relatives over 
there, uncles and aunts, also in the cheese business. 

Senator BENTON. Now, they are very efficient at making hats at 
Danbury, which calls itself the hat capital of the world. 

Do you think we should shut off Italian hats, and prohibit Italy 
from importing hats into this country because those hats compete 
with Danbury hats? 

Mr. Frico. [ think you have to maintain a certain amount of 
common sense. If it completely destroys the hat industry in this 
country, 1 would say that we should set up a quota, or limit the 
amount, 

Senator Benron. Do you think we should shut out Italian wines 
because they compete with California wines / 

Mr. Friego. Well, ves, we should if the amount of wine that comes 
into this country works a burden or a hardship on the wineries in 
California. 

Senator Benton. How do you think you can develop friendly rela- 
tionships between Italy and the United States without trade between 
the two peoples, and how are you going to have trade between the 
two peoples if the very — nt people leave Italy and come to this 
country and bring their businesses with them, their generations of 
experience with them, we then penalize the Italian people and say 
we have now imported some of your people who have gone into the 
cheese business in Wisconsin, or into the hat business in Danbury, or 
the wine business in California, and henceforth we will boycott your 
products, quota them, and will not let them into the United States / 

That, in effect, is the proposal you are presenting to this committee 
thisafternoon, and I submit it is in direct contradiction to the attitudes 
of the sons of Italy lodged in the State of Connecticut, the 300,000 
Italian-Americans in my State, who urge upon me American policies 
aimed toward developing a friendly relationship between the United 
States and Italy. 

Mr. Frico. Well, sir, if I may answer that, I think a lot of this rela- 
tions ship can he | ult ag if the United States Government would buy 
cheese from Italy and ship it over to India, where the people are 
starving, or to these other countries, and you would obtain the same 
result. 

Senator Benron. You want us to make Italian wine drinkers out 
of Mohammedans. 

Senator Dirksen. Mr. Chairman, I have one question: 

Have you the figures there showing how much cheese came in not- 
withstanding the restrictions in section 1042 You started to answer 
that question, and then did not vet around to it. 

Mr. Gaumnirz. We have with us the figures for the total amount 
which will be allowed in the 11-month period ending June 30, but I 
do not have—I have them but I did not add it. Thev are in the brief 
filed for the record. 

Senator Dirksen. Since section 104 became effective 7 








310 DEFENSE PRODUCTION ACT AMENDMENTS OF 1952 


Mr. Gaumnirz. Yes; they are in our brief. 
(The prepared statement of Mr. Gaumnitz is as follows:) 


STATEMENT OF NATIONAL CHEESE INSTITUTE, INC., E. W, GAUMNITz, ExrEcuT!\ 
SECRETARY 


This statement is submitted on behalf of the National Cheese Institute, In: 
with offices at 110 North Franklin Street, Chicago 6, Il. 

The National Cheese Institute is a nonprofit corporation whose membe: 
include manufacturers of cheese and process cheese and assemblers, wholesale: 
and distributers of all types of cheese. Its members manufacture 50 perce 
of the cheese produced in the United States and distribute between 80 and ‘\ 
percent of all cheese distributed in the United States. 

The National Cheese Institute supports the renactment of section 104 of thy 
Defense Production Act of 1950, as amended. Reenactment is urged because jt 
seems clear that a definitive congressional expression or directive is necessary 
regarding the importation of various dairy products if the production of milk 
and milk products in the United States is to be maintained as expanded. Sex 
tion 104 of the Defense Production Act of 1950. as amended, contains such ar 
expression. It is clear and unmistakable. The standards contained therei: 
regarding dairy products seem reasonable. 

Section 104 states that import controls for certain products, including butte: 
cheese, and other dairy products, are necessary “for the protection of the es 
sential security interests and economy of the United States in the existing 
emergency in international relations.” It also provides that no imports of any 
commodity or product shall be admitted to the United States until after June 30 
1952, which the Secretary of Agriculture determines would (a) impair or ré 
duce the domestie production of any such commodity or product below present 
production levels or below such higher levels as the Secretary of Agricultur: 
may deem necessary in view of domestic and international conditions, or (b) 
interfere with the orderly and domestic storing and marketing of any suc! 
commodity or product, or (¢c) result in any unnecessary burden or expenditures 
under any Government price-support program. 

The declaration seems clear, and the standards provided for imports seen 
reasonable. 

MILK PRODUCTION 


Milk production in the United States in the years 1930 to 1951 is shown 
the attached table. The data show that milk production on farms in the United 
States reached a peak in 1945 and in 1951 had been reduced to slightly over 
119 billion pounds. Apparently, milk production has just about been main 
tained since the early part of World War II. There is some indication, however 
that currently milk production is tending downward. On a per-capita basis 
milk production is obviously reduced. 


PRODUCTION OF BUTTER, CHEESE, AND NONFAT DRY-MITK SOLIDS 


Production of creamery butter in the United States reached its peak in 1941 
when 1,872,000,000 pounds were produced. In 1951 production had been re 
duced to slightly over 1,214,000,000 pounds, 

The production of cheese has been somewhat better maintained, although the 
production of American cheese in 1951 was lower than production in either 194!) 
or 1950. The production of all cheese shows a similiar change. The production 
of cheese by varieties for the vears.1931 to date is shown in the attached tab 

The production of nonfat dry-milk solids reached a peak in 1949, but shows 
very marked reduction in 1950 and 1951. 

A review of the manufactured dairy-products production data shows that 
the total production of these production on a milk-equivalent basis is declining 


IMPORTS AND EXPORTS 


The United States exports of dairy products prior to World War IL were quit: 
small. Under the various relief and economic-aid programs, following World 
War II, exports were abnormally large. Such exports were largely of a non 
commercial character, and there seems to be no reason to anticipate a con 
tinuation of such exports. 
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The United States has made grants to certain countries under one form or 
another. In the fiscal years 1949 and 1950, for example, Economic Cooperation 
\dministration grants resulted in payment for United States goods and services 
in an amount of $3,592,000,000 and $2,161,900,000, respectively. Commodity es 
norts under such conditions are in no sense Commercial, and the volumes of the 
various types of goods taken are no indication of the quantities w hich might be 
exported under conditions of free trade. Under free trade it is practically cer 
tain there would be materia] changes in the character as well as the amounts 
of products exported. The situation is similar to artificial shortages Which ap- 
pear under various maxXimum price-control experiments or under subsidized 
conswaoption schemes. 

Under conditions of international gragts and nonfree movement of gold, the 
fundamentals of free trade are lacking. Arguments with reference to the pro 
hibition of imports or the expansion of exports under such conditions as a nieahs 
of promoting free trade, therefore, become meaningless. 

An examination of the data as to imports for various dairy products in the 
United States show that imports prior to World War II varied as between 
products. Imports of cheese prewar were around 54 million pounds. Imports 
in 1950 had reached the level of 56 million pounds and then were somewhat 
reduced in 1951. Imports of butter prewar ranged around 9 million pounss, 
and imports of dry milk around 6 million pounds. 

Import data for the years 1934 to 1988 and for the vear 1950 are as follows: 


~ 


nited States imports and exports of specified dairy products, average for years 
1934-88 and 1950 


[1,000 pounds] 


1934-38 average 1950 
Product ~ 
Export Import Export Import 
Butter... 1, 152 0, 307 3, 215 10 
Cheese ‘ 1, 260 54, 279 17, 493 56, 189 
Canned milk -_. i ; fed 33, 837 | 452 178, 044 369 
DE TEs nc otto e ; 4,804 | 6, 020 292, 000 2, 526 


United States import of cheese by varieties for the years 1931—52 are shown 
in the attached table. 

It is to be noted that during the war periods imports were very low. Since 
that time they have expanded materially, with the expansion in imports being 
particularly marked in the case of blue cheese, the Italian types, and Edam and 
Gouda. Imports of cheese by variety by country of origin for the year of 1937 


and for the individual years of 1947 to 1950 are shown on the attached table. 


TARIFF RATES AND CURRENCY DEVALUATION 


In connection with imports attention is directed to two general facts. In 
the first place a number of exporting countries have devalued their currencies. 
Such devaluation has ranged to more than 35 percent. These currency de- 
valuations have been particularly difficult to anticipate since the exchange rates 
upparently have been determined very largely by arbitrary governmental action. 

Whether exchange rates do not have a common denominator which results 
i exchange rates being self-adjusted, international settlements are fictitious, 
und international trade is likewise arbitrary. Under such conditions “demand 
and supply” in terms of prices become meaningless terms. The volume of goods 
exported from the United States, for example, under such conditions are, 
in no sense, the result of free trade since such quantities may well have 
been moved under what to all intents and purposes are “hidden subsidies.” 

Were exchange free and gold moverment free, it is not only possible but 
probable that United States exports would be materially reduced and limited. 
Export data as well as import data, under these conditions, are factitious. 

It is of interest to note that no counteractions were taken following such ar- 
bitrary devaluations on the part of countries exporting to the United States. 

Secondly, under the Trade Agreements Act, import duties on practically all 
dairy products have been reduced materially from the levels established by the 
Tariff Act of 1930. In the case of most dairy products these reductions on a 
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dollars-and-cents basis have amounted to about 50 percent. For example 
the rate on whole milk has been reduced from 614 cents per gallon to 2 cents 
per gallon for net more than 3 million gallons in any calendar year. The rate 
on butter has been reduced from 14 cents per pound to 7 cents per pound up ¢ 

60 million pounds (the quantitative limitations relate to specific periods of the 
year). The rate on dry skim and buttermilk has been reduced from 3 cents pe 
pound to 144 cents per pound. Rates of tariff for the various types of chees 
are shown on the attached table. For the most part, the rates provided in thy 
act of 1930 were 7 cents per pound but not less than 35 percent ad valorem 
Currently, the rates range from 3 to 5 cents per pound and from 15 to 25 
percent ad valorem. 


UNITED STATES SUPPORT PRICES FOR DAIRY PRODUCTS 


Under the Agricultural Act of 1949, the United States Department of Agri 
culture is required to support the prices of milk and butterfat at between 75 
percent and 90 percent of parity, and under certain conditions prices may be 
supported at above the 90 percent level. Currently, support prices are in effect 
for butter, cheese, and nonfat dry-milk solids. While the method of sv 
port is through the offer to purchase butter, Cheddar cheese, and nonfat dry- 
milk solids through such support prices, the prices to producers for milk for 
ull uses is supported regardless of product. The situation is well stated in a 
letter from the Secretary of Agriculture to Senator Fulbright on September 
17, 1951, and appearing in the hearings before the Committee on Banking and 
Currency on 8. 2104. The Secretary's statement on this point follows : 

“Since all dairy products are manufactured from milk or butterfat, ther 
is a very close relationship between the prices at which the various dairy 
products are purchased under the price-support program. Purchases of any on 
of the major dairy products tend to support the returns to farmers for milk 
and butterfat sold. It is therefore reasonable to expect that imports of cheese 
on an unrestricted basis would result in increased purchases of dairy products 
under the price-support program. 

“The law states that import controls are necessary for cheese and makes 
no distinction as between types of cheese. The different types are competitive 
with each other in varying degrees. In view of the recent substantial in- 
creases in imports of most types of cheese in combination with recent decreases 
in United States production of most types of cheese, and also in view of the 
probability of having to purchase supplies of Cheddar cheese under the price 
support program, the Department determined that import restrictions would be 
applied in the same manner to all types of cheese.” 

With the present situation in international trade, it is apparent that the 
unrestricted entry of dairy products into the United States, during a period when 
milk and buterfat prices are being supported by the United States Government, 
could well result in an attempt to support or underwrite world prices of dairy 
products. 

OTHER STATUTES 


In hearings before the Committee on Banking and Currency regarding S. 2194, 
several witnesses indicated and the committee stated that section 104 was unneces 
sary because alternative statutes were in effect under which necessary protection 
of domestic industry could be afforded. At the same time it was argued that 
action under section 104 was contrary to certain provisions of the General 
Agreement on Tariffs and Trade. It is difficult to understand how it can be 
argued that action under section 104 would violate the General Agreement ©! 
Tariffs and Trade without action under any of the suggested alternative statutes 
having the same effect. As a matter of fact, it appears that action under section 
104 is within the exceptions provided in article 21 of the General Agreement on 
Tariffs and Trade, in view of the congressional declaration contained in section 
104 stating broadly that import controls of certain products are necessary for the 
protection and essential security interests and economy of the United States in 
the existing emergency in international relations. 


CONCLUSION 


In view of the above facts and considerations, the extension or reenactment of 
section 104, as presently contained in the Defense Production Act of 1950, as 
amended, is strongly recommended. In the absence of such reenactment, it is 
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. e e 


quite likely that the production of milk and of the various dairy products in the 
United States will be reduced. 


Milk production on farms in United States, 1930-517 


Production P 
on farms 
(million pounds ) 


on farms 

(million pounds 

1930 : otras 100, 158 | 1941 115, 268 
1931 5; 103, 029 | 1942 118, 884 
1922 < 5 103, 810} 1943 117, 785 
1933 p iii _.. 104, 762 | 1944 117, 982 
1934 ete Boe edie 101, 621 | 1945 121, 504 
1935 : <imimvessiasinessbaed My a Lee 119, 718 
1936 warencrensn Aes EO] LOST 119, 065 
1937 101, 90S | 1948 Lid; B26 
1938 , : _ 105, S07 | 1949 119, 136 
1939 _._ 106, 792 | 1950 120, 555 


1940 j 109, 502 1 1951 119. 564 
1 Excludes milk produced by cows not on farms. 


Source : Compiled from reports of the U. S. Department of Agriculture, 
iltural Economics. 


TABLE I.—Cheese: Quantitics manufactured in the United States, ] 


{Qu mntithe 


Ameri 


: md SERS 
W hole Muenster Aree 
milk 


H48 
70, 743 
631 
35, 491 
gud 
576 
O41 
543 


208 


53, 122 
850 
», OSY 


5, O84 
24 

Y32. 718 
S54, 447 
G35, OLS 
892, G20 


862, 340 


Neufchatel cheese included for 1943 and 
? Prior to 1943 included in *‘Al her | 
§ Included in ‘‘All other.’’ 


ource: Compiled from reports ¢ 
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Cheese: United States imports for for consumption, by variety, 1931 to dat: 


[In thousands of pounds] 


Swiss 
(Emen- . Edam 
2) ' ‘ 
’ sit) ( ed- 
Calendar year thaler Blue a and 
é <a mold dar , 
ind Gouda 
Gruyére 


15, 675 
11, 707 
10, 728 
6, 819 
6, 259 
8, 029 


Sheep's 

milk 

Calendar year Parmesan; Romano | Pecorino | Roquefort} Sbrinz 3 cheese 
for 


grating 4 


Other 
cheese 


1931 
1932 
1933 
1934 
1935 
1936 
1937 
1938 
1939 
1940 
1941 
1942 
1943 
1944 
1945 
1946 
1947 
1948 
1949 
1950 
1951 
1942 


1 Prior to June 15, 1936, included in ‘‘other cheese.”’ 

2 Prior to 1936 included in ‘‘other cheese.”’ 

3 Prior to Nov. 15, 1941, ineluded in ‘“‘other cheese.” 

4 Prior to May 30, 1950, included in ‘‘Pecorino.” 

5 Includes Provolette 

® Included in “Provolone.” 

7 Includes Parmesan 

§ Included in ‘“‘Reggiano 

® Includes Pecorino 
Included in ‘“‘Romano.”’ 
Less than 500 pounds. 

Preliminary. 


Source: Program and Analysis Division, USDA, 
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e 
Imports of cheese by types, by country of origin, calendar years 1937, 1947, 1948, 
1949, and 1950 


[In thousands of pounds] 








j 
} 
Type and origin | 1937 1947 | 3861948 1949 1950 1 
Ementhaler: 
Austria_--. ‘ ioc = 899 , 1 
Pes sacceaceceue 1B bias 
Canada... ‘ 6 4 I 
Denmark... : 2, 700 34 52 RR 279 
Estonia... oa 122 
Finland... - ete 1, 400 1 228 
France... , » | i 17 10 ll 
Germany 6 13 
Italy 29 2 
Netherlands 17 
Norway l 
Poland and Danzig 4 
Sweden l 5 
Switzerland 5, 135 448 2,122 5, 645 6, 383 
United Kingdom . 48 
Yugoslavia. a . 3 
otal is 10, 332 482 2,197 5,770 6, 92. 
til ivere 
Argentina 118 S4 
Austria 285 
Belgium . 2 
Canada cote l 2 l 
Czechoslovakia 2 ; 
Denmark : 71 1 14 59 
Estonia 17 
Finland 533 13 69 
France . 2 7 
Italy ‘ 
Latvia 2 . 
Netherlands 70 l 9 f 
Norway 102 } 
I nd and Danzig 8 
\ len ‘ l 
erland 1,720 164 932 1, 291 1, 344 
United Kingdom ] 
I al aan 2,815 284 1,0 1, 490 
\ ntina 2 1 58 
i 1 } $,2 9 2, 187 
Potal 1,378 4,459 2,445 
R il 
Aibania 21 
Argentina 70 2, 124 218 4,357 4 ) 
Brazil 0 
Bi ria 
( ida 
nany 41) 
( SI 
, 15,175 l, 1, 2Reé 
24 
vitzerland 2 
United Kingdom 
| rugu iV 
] | 
tal 1 1S - ue NO ) 
\ ntina 61 ( R72 1 
) irk 9 
! 1, 665 4] s 
i 1, 732 t tS. 
rk 


footnotes at end of table, p. 317 


96315—52—pt. 1——21 
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DEFENSE 


Imports of cheese by 


Type and origin 


Prove lone ‘ 
Argentina 
Bulgaria 
Greece 
Italy 
Turkey 


Total. 


Provelette 
Argentina 
Italy 


Total 


Roquefort 
Denmark 
France 


Total 


Bryndza: Denmark 


Total 


Goya: Argentina 


Total 


Cheddar 
Argentina 
Australia 
Canada 
Cuba 
Denmark 
Dominican Republic 
Italy 
Netherlands 
New Zealand 
Sweden 
United Kingdom 


Speci al 


Total 


Blue Mold 
Argentina 
Canada 
Czechoslovakia 
Denmark 
France 
Italy 
Netherlands 
Norway 
Poland and Danzig 
Rumania 
Sweden 
Switzerland 
United Kingdom 


Total 


Edam and Gouda 
Argentina 
Belgium 
Brazil 
ea wnada 
Cuba 
Czechoslovakia 
Denmark 
Finland 
Italy 
Netherlands 
Norway 
Poland and Danzig 
Portugal 
Sweden.... .. 
Switzerland 
United Kingdom 


Total 


PRODUCTION 


types 


, by country of origin, calendar years 1937, 1947, 19 


1949, and 1950—Continued 


{In thousands of pounds} 


1937 1948 


11 


2, 389 


2, 400 
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Imports of cheese by types, by country of origin, calendar years 1937, 1947, 1948 
1949, and 1950—Continued 


{In thousands of pounds] 


j 











Type and origin 1937 1947 194s 1949 19% 
Argentina. . | R12 Ols } arr 1 467 
Italy 
Switzerland 
Uruguay 4 { 
Total i S12 915 1.375 1. 518 
Cheese from sheep's milk for grating 
Argentina 5 
Canada ‘ 
Hungary ‘ 
Italy y 2 
Japan 
Switzerland 
Potal 
1OUAl 
Miscellaneous type 
Albania 16S 
Argenti 1,049 7 ; t 
Austria 
Azores 
0 
150 { 9 
| ] > » 
if 
RR 
243 ‘ 
11 20) is si 
12 
24 
192 
Ch Vv 11] 
I " 1 ery ~ 
( 
| { { 
i i 10S 2 
Japa 6 
i t 1 
M 4 
M 
New l i i 
Norway #28 j 
| nd Dar 2 
7 Ls 
Rt l 
\ RE 
j 7 ( » 
I - 9 { 
{ i Kl i 25 
via 1l¢ 
ua 
Total & 530 729 2 
Total, all cheese GO. G48 & 67] O82 AS rae 
Preliminary 
I les Pecorino for 1937-47 
Includes Parmesan for 1937-47 
‘Includes Provolette for 1937-47 
NOTE.—Detail may not add to total because of rounding of figures 
; irce: 1937—compiled from reports of the U, S. Department of Commerce { mpiled by the 
rrogram Analysis and Development Division, Dairy Branch, U. S. Department of Agriculture, fi 
nthly reports and annual summaries (FT-410) issued by the Bureau of Cer 
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United States tariff rates on cheese? 


man : hes Rates, includ-| Rates, 
Variety and description ea of | a of | ing Annecy | ing Tor 
. | “— | changes? chang 
Mini- | Mini- Mini- 
} | mum | mum |; mum 
| ad va- ad va- | ad va- 
Cents | lorem | Cents | lorem | Cents | lorem | Cents 
per (per- per (per- | per ( per- per 
pound cent) | pound cent) | pownd) cent) | pound 
Blue mold. in original loaves 7 35 5 25 i ae 3 
Bryndza; in casks, barrels, or hogsheads 
weighing with contents over 200 pounds | | 
each 7 35 | 7 35 3\44 17% 
Cheddar 
Not processed except by division pieces 7 85 4 25 3h4 1744 
Otherwise processed 7 35 7 35 5 25 
Edam and Gouda 
40 percent or more butterfat_ 7 85 5 25 she 15 
Less than 40 percent butterfat- 7 35 5 25 5 25 
Goya, in original loaves 7 35 25 5 25 
Gruyere, process 7 35 ) 20 ) a” 
Provolette 7 85 7 35 ) 25 


Romano, Reggiano, Parmesan, and Provo- 

lone; in original loaves 5 7 3! 25 f 2! 
Roquefort, in original loaves t 7 35 5 25 3 15 
Sbrinz, in original loaves 7 55 25 2 
Sheep’s milk cheese for grating, in original 


loaves 7 85 7 35 3% 174 ‘ 
Pecorino 
In original loaves 7 35 ) 25 316 17% 3h 
In original loaves, not suitable for grating 7 35 5 25 5 25 5 
Swiss or Emmenthaler 7 35 5 a” 5 20 
Other cheese and substitutes. ..... 7 35 7 $ 5 25 


! Other than Cuba and Philippine Republic. 
2 Includes changes as formulated at Annecy, France, in 1949, mostly effective in 1950. 
3 Includes changes as proposed in tentative agreements formulated at Torquay, Fngland, in 1950-5 


Source: Compiled from reports of the U. S. Department of Agriculture 


Mr. Gaumnirz. May I present Mr. Frederiksen. 


STATEMENT OF F. M. FREDERIKSEN, NATIONAL CHEESE 
INSTITUTE 


Mr. Frepertksen. 1 am F. M. Frederiksen, Faribault, Minn., « 
manufacturer of blue cheese. 

We have been in the blue cheese business since before the war. lt is 
a small plant, but we are the oldest plant there. That is all we make, 
and all we can make, 

Senator Scnoerrer. Is that before World War IT? 

Mr. FrepertKsen. Yes, sir. 

Now, I have some briefs here that have been sent in, and if 
agreeable, I will just leave them there and will not go into that at 
but make one or two points. 

I do not believe that the committee appreciates the effect of 
currency devaluation, just talking from my own experience. 

They are talking about these tariff adjustment acts, and all that 
sort of thing, and all that does not amount to anything compared 
to the manipulations of devaluation. 

For instance, the agreement negotiated reduced the tariff on Blue 
cheese by 10 percent, which meant an effective reduction of 3 cent 
the tariff, and that was done after long negotiation. The currency ce 
valuation overnight was 30 percent. One day our competitive chy 
in New York, imported cheese, was 60 cents a pound. After (lls 
devaluated by 30 percent, the same cheese could be 42 cents a pow. 
At that time our cost was 50 cents. We simply cannot meet it. 
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Now, the effeet—we make cheese primarily competitive with Den 
mark, and I have no fight with Denmark. I like the Danes. In facet, 
the ECA sent some Danes over to my own plant in Minnesota to find 
out how we made blue cheese and marketed it here. I was glad to 
entertain them. 

Senator CapeHart. You say the ECA sent a delegation of Danish 
people to your plant. 

Mr. FREDERIKSEN. We paid for it through the Marshall plan fund, 
I think. 

Senator Capenarr. They came to your plant to learn about your 
operation. 

Mr. Frepertksen. That is right; we showed them through, and 
were glad to. 

Senator Capemart. And that was paid for by American dollars. 

Mr. FreperrKsen. They did not know that, but it was, sir. 

the CuarMan. Who did it / 

\iv. FreperiKsen. The ECA. 

Phe Coammman. The ECA did not know it 4 

Mv. FreperIKseN. Yes, sir. 

Senator Carenarr. How m: inv were there in the delegation / 

\ir. Frepertksen. Three of them. 

Senator Carenarr. Did they visit the other plants / 

Mr. FreperikseN. Yes, they visited Minnesota and Wisconsin. J 
took them pe rsonally down to Lowa. They were men in the cheese 
business, and they came to study our business over here, to improve 
their marketing me alenties so they could do a better job over here. 

Senator Carenarr. To learn how to market in the United States. 

Mr. Frepertksen. Primarily. 

Senator CareHartr. In other words, we tax the American people 
to pay the expenses of the Danes to come over here and Jearn how 
to take business away from us. 

Mir. FrepertKksen. That is night. 

Senator Carenarr. I have learned everything now. 

Mr. Freperrksen. I would like to make one point. All this excite- 
ment about the Danish Blue cheese coming over here has represented 
only 5 percent of the total export of cheese from Denmark. The 
Danes export cheese, they are big exporters to England, to Germany, 
they are looking into the South African market, but the cheese that 
comes over here 1 represents only 5 percent of the total export of cheese. 

The CHarrmMan. But they get hard currency for that, not soft 
currency. 

Mr. Frepertksen. That is quite true. 

Senator Ropertson. Do you make better Blue cheese than the Danes 
ao t 

Mr. Frepertkspx. That was somewhat answered this morning. 

There are people who like the word “imported” and will buy im- 
ported articles because they are imported. 

But when Danish cheese was selling in New York for around 60 
cents, and our cheese was 58, we were not feeling it. We were holding 
our own, but when they come along and knock 6 or 7 cents off, keep 
knocking it down, they can put their price of cheese laid down in 
New York, duty-paid, for just about the cost of our milk. 

Senator Rogertson. [ understood at the present time Danish Blue 
cheese sold for more than your cheese. 
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Mr. Freperiksen. No: it sells considerably under our own chees 
We are getting a premium over Danish, but we are only making about 
half the cheese that we were making 2 years ago before this thing 
broke. The whole thing came about—the break came not because 
of the tariff, or anything else—it came about because of the devalua 
tion of the currency. 

The CHairMaANn. Section 104 has nothing to do with the devaluation 
of the currency. 

Mr. Frepertxsen. That is right, sir, but the method, this curre) 
adjustment, is an overnight seb pathin: 

The CHamman. I learned that in the cotton business long ago 

Mr. Freperiksen. These things move so quickly now, so very 
quickly, that the old section 22, section 7, and all that are just out 
of date, and you have to have something that is quickly responsive, 
and I do not see anything we can have but some method of quota 
adjustment, 

The CHarrMAN. Quota adjustments ? 

Mr. FreperiKsen. Yes, sir. We can stand change, we can stand 
competition, we are glad of it, but we cannot stand this overnight 
arrangement, 

The Cuairman. Are there any further questions, gentlemen 

Senator Dirksen. One question, Mr, Chairman. 

It was testified last vear in connection with section 104 that along 
- September and I am going on memory now—the Commodity 

Credit Corporation started buying cheese again because of a diminu- 
tion in price. That was under the so-called suplus program, and 
if I remember correctly it was somewhere around 400,000) pounds 
that they bought. 

Mr. Frepertksen. Not very much. 

Senator Dirksen. Have they bought more since that time ? 

Mr. Frepertksen. This is a break for me; this is a wonderful break. 

Senator Dirksen. Well, I want to know. 

Mr. Freverrksen. Before section 104 came in, we had reduced ow 
production, and were selling half of our intake to neighboring plant 
going into American cheese. Then when section 104 was passed, \ 
did not know what the future was going to be, when section 104 
became part of the law, we took back our milk. The Government wa 
buying American cheese off the market. Then we stopped and bega: 
to build up our production again. 

I do not think the Government has bought any American chees 
since that time, but if section 104 comes off, you have got a very 
critical situation in Canada. At this moment—TI am not an America 
cheese expert, Mr. Gaumnitz knows more about it, all [ know is Blue 
but England normally gets a lot of Cheddar, contracts for Cheddar 
American cheese, from Provinces of Canada, and from New Zeala 

At the very moment, Canada currency is rather firm, England wa 
to buy as cheaply as they can, they are doubtful about whether o: 
not they will renew their purchase contract with the Province of 
Ontario. 

Now, the people up in Canada are very much concerned about w! 
ure they going to do with the cheese from 16,000 or more farms 
Canada does not renew that contract. 

Now, with section 104 you have got some reasonable control. 
have got some adjustment, if section 104 is not there the whole th 
can break loose. 
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The Cuamman. This thing will affect Canada as well, then. 

Mr. FrepertKsen. May I ask in what w: Ly you mean ¢ 

The Cuamman. You just said if England does not renew its con- 
tract with Canada, it will affect it. 

Mr. FrepertKsen. It will; yes, sir. It will affect Canada in this 
way, that Canada, if section 104 is repealed, Canada has a lot of 
American cheese that can come down in this country, and the Surplus 
Commodity Corporation is going to start buying. It is going to be 
poti toes all over again. 

Senitor Carenart. Your position is you cannot pay three times the 
wages, and possibly more, and three times as much more for your 
milk, and compete with the Danes and the Italians, and others unless 
the Government controls the quota, or the amount of cheese that 
those nations are permitted to ship into this country. 

Mr. FrepertKsen. Yes, sir. We are glad to have our cheese in com- 
petition with foreign cheese. 
~ Senator Carenarr. You are willing they should ship some here, but 
you think you need a law similar to section 104 to protect you on 
quotas. 

Mr. FREDERIKSEN. Something that is flexible; yes, sir. 

Senator Carenarr. If they paid the same amount for milk and 
wages over there, it would not be necessary. 

Mr. FrepertKsen. That is right: and if the currency were stable, 
but everything is paper. 

The Cuarrman. This committee could not be responsible for keep- 
ing the dollar stable, certainly we could not keep the foreign currency 
stable. 

Senator Dirksen. May IT suggest that the clerk of the committee 


ask the Department of Agriculture to bring the figures up to date to 
show whether or not under the surplus program any cheese, dried 
milk, butter, and so forth, have been taken off the market since section 
l04 went into effect. They gave us a letter on it last year. 

The Cuairman. We will get them to file that. 

(The information referred to follows :) 


DEPARTMENT OF AGR 
Washington, D 
Hon. Burner R. MAYBANK, 
Chairman, Committee on Banking and Currency, 1 


DEAR SENATOR MAYBANK: In accordance with yvour reque 
attaching a table showing the following: 
1. Amounts imported into the United States since July $1, 1951, for each of the 
mnodities now subject to the import limitation of section 104 of the Defense 
Production Act of 1950, as amended. The import controls went into effect 
August 9, 1951 Import statistics for the month of Augus | 
lown as between the noncontrol and control period ; therefore 
he August 1951 imports separately. 
2. The authorized imports of each of these commodities 
Background data showing the 1935-39 average and 
146, 
Since August 9, 1951, 713.117 pounds of cheddar ch 
f nonfat dry milk solids have been purchased by the Co 
on under the price support: progratis All of the cl 
s been sold for export 
If we can be of any further assistance to you, please 
Sincerely yours, 
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The CuHatrMAn. Without objection I will insert a letter from Sen- 
ator Capehart to me in connection with the nickel situation, desiring 
a hearing of the joint committee, and I am going to ask, with consent 
of the committee, that the staff immediately ‘look into the nickel situa- 
tion and make a report to this committee, because {1 do not think we 
could very well have a meeting right now of the joint committee until 
we get through the present legislation. 

Senator CarpeHart. I addressed this letter to the chairman of the 
joint committee suggesting that we look into the nickel situation, 
which is very critical, and ‘Tam glad he is going to take action on it 
and have the staff get the statistics on it. 

The CHamman. Without objection, the staff will get the full re- 
ports, and we will have a hearing as soon as we are through with this 
legislation. 

(The letter referred to follows:) 

UNITED STATES SENATE, 
Washington, D. C., March 5, 1952. 
Senator BURNET R. MAYBANK, 


Chairman, Joint Committee on Defense Production, 
Senate Office Building, Washington, D. C. 

DrAR SENATOR: I strongly urge that the “watchdog” committee on the Defense 
Production Act look into the nickel situation, with the thought in mind of con- 
ducting hearings and calling before us all those here in Washington who know 
anything about this situation, or those who should know about it—and for 
once get the answer to this problem. 

Government officials tell me there is not enough nickel in the world to take 
care of the military demands—let alone any for civilian production—and that 
there won’t be any for civilian production until 1954. 

There is something wrong some place, and I am of the opinion that it is our 
responsibility to get the true picture. 

Frankly, Senator, I think you and Congressman Brown and I should sit down 
and diseuss this subject privately. 

Sincerely, 
HomMeER EF. CApEHART, 
United States Senate. 

The CuHamman. The next witness is Mr. Cravens, of the Ameri- 
can Bankers Association. 

Without objection, your statement will be printed in the record. 

Do you desire to re: id it, Mr. Cravens? 

Mr. Cravens. No: I would rather not. 

The CHamman. Go ahead. 


STATEMENT OF KENTON R. CRAVENS, AMERICAN BANKERS 
ASSOCIATION 


Mr. Cravens. My name is Kenton R. Cravens. I am vice presi- 
dent of the Mercantile Trust Co. in St. Louis, and my remarks today, 
and those filed, are on behalf of the American Bankers Association. 

They probably will not be as interesting as the cheese, but I hope 
briefer. 

The Cuarrman. The voluntary-restraint program that the ABA 
put into effect and worked so faithfully on has done this country 
a great deal of good. I say that feelingly. 
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Mr. Cravens. The American Bankers Association have only two 
items that we are primarily interested in that stem from the D, 
fense Production Act. They are the voluntary credit restraint pr 
gram, which finds its authority in section 708, and of course the re 
activated V-loan program that has its authority in section 301. 

I would like to say here that we think the voluntary credit-restrain 
prograp: is the only credit-control mechanism that has the flexibility 
to mee’ the situation we are facing today. 

The CHatrman. I will say for the bankers : again you have cer 
tainly done a good job in your voluntary-restraint program. 

Senvtor Frear. Can one of the committee take a little credit for 
that, ¢o0o0? 

The Cuamrman. Everybody on this committee. 

Senator Frear. I mean on the receiving end. 

Mr. Cravens. Both of us. 

We have a situation that we face where deflationary forces are cer 
tainly in delicate balance with our inflationary forces. 

The CHarman. Would you repeat that ? 

Mr. Cravens. I say I think we might describe our situation today as 
one where the deflationary forces are in balance with the inflationary 
forces. 

The CuHarrmMan. What do you think when they start spending that 
$70 billion ? 

Mr. Cravens. The only reason we propose the extension of the VCR 
program is because of the deficit financing that is ahead of us. 

The CuarrmMan. What might happen? 

Mr. Cravens. That is right. 

The Cuatrman. I believe that is the only reason we are sitting here 
on this control bill. 

Senator CapenartT. Is there anything we might place in the law to 
take care of this $70 billion we hear so much about ! 

Mr. Cravens. You are speaking now with respect to credit controls? 

Senator CaprrHarr. Credit controls, or otherwise. 

Mr. Cravens. We do not see the expansion of credit in such pro 
portion that the voluntary-credit program cannot handle it. 

The CuHairMan. So you believe we need to do no more about regula- 
tions X and W? 

Mr. Cravens. I do not. 

Senator Rosertson. I commend you for saying there are two things 
in the bill you like to see continued. It is always pleasing to know 
somebody is satisfied with the bill. 

Senator Capruart. I believe you said that you feel that they do 
have in this bill sufficient—that the Government has sufficient author 
ity to control a in the future? 

“Mr. Cravens. I do. 

Senator Ronertson. You recall how earnestly I fought to have this 
voluntary provision put in there, and predicted that we should cer- 
tainly give itatrial. And it has worked. 

Mr. Cravens. I do, Senator. You all deserve a great deal of credit 
for giving us the chance to put it in effect. 
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Senator Scnorpret. Mr. Cravens, some of us do not think this ought 
to be extended for 2 years. 

Mr. Cravens. I agree. Certainly 1 year is as far-ahead as we can 
see the problem, unless our deficits keep piling up. We can always 
look at it again. 

Senator ScnorrreL. IT am glad to hear you say that, because per- 
sonally I cannot see any justification for 2 years, and I will never 
support a 2-year extension. 

Mr. Cravens. Our position is definitely 1 year. 

The CuarrMan. We appreciate your testimony. 

Senator Dirksen. Mr. Cravens, I see the statement in your pub- 
lished release that the delicate balance presently existing between de- 
flationary and inflationary forces warrants its continuance. 

Now, everybody is pretty familiar, I think, with the inflationary 
forces, deficit spending, and that sort of thing, so that a maladjust- 
ment in goods and available spending money develops in the country. 
That seems to be rather orthodox thinking. 

Now, what would you particularize as included by the so-called 
deflationary forces ? 

Mr. Cravens. The deflationary forces are in some respects very 
difficult to describe. I would say, No. 1, the tremendous excess in- 
ventories that we have on hand. Our productive power has run ahead 
of us. Even with restricted allocations our consumer durable goods 
are way ahead of the market. * 

In the case of the soft goods, you have had 9 months of very slow 
business, all due to excess production, and excess inventories. 

Now, the other factors that you cannot describe are to a great extent 
psychological. People are evidently afraid to buy, and they are not 
buying in the quantities that are being produced, and that gives you 
a soft situation. 

On the other hand, we have the great Government spending and 
the money ppuring into the purchasing stream, so we just do not ‘know 
where we are going. However, we do know that inflationary and 
deflationary forces are pretty well in balance at the minute. 

Senator Dirksen. Would you say, then, that consumer resistance 
is, after all, the best remedy, and the best force we have in order to 
hold the economy in line? 

Mr. Cravens. Not only the best, but it is a natural force. 

Senator Dirksen. I take it in your testimony you are not making 
any comment upon the advisability or inadvisibility of continuing the 
control features of this bill? 

Mr. Cravens. My absence of comment would indicate that it does 
not have much sympathy. 

Senator ScnHorrreL. Mr. Cravens, I would just like to ask one or 
two other things here. 

Here we have increased our tax take about $19 billion, and if we 
follow the suggested recommendations, we are going to give the 
American taxpayer some more taxes to pay. 

Now, you say the American people are afraid to buy. Is it not a 
logical conclusion to say that a lot of them are not going to be able 
to buy # 
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Mr. Cravens. I think it is a logical conclusion, and certainly in ‘he 
individual instances that you run into, they are not able to buy, 
However, when you see the level of disposable income after tax« 
there is still a good deal of money that can buy goods. That is the 
reason I said it is not only inability to buy, but some psychologica| 
reasons for not buying. 

Senator Scnorrren., The tax is not psychological, that is pretty 
practical. | 

Mr. Cravens. With that T agree, certainly. 

Senator Capenart. Mr. Cravens, is it not a fact that most go: 
today are selling under their ceiling / 

Mr. Cravens. At what level, the wholesale or retail level ? 

Senator Carenarr. Both. 

Mr. Cravens. I would think that is a fair statement. 

Senator Carrnarr. I happened to talk to a gentleman very close 
to the packing industry today, and he tells me that every item 
their line, and they are one of the large ones, is selling anywhere 
from five to 45 percent below the ceiling price. 

Mr. Cravens. That is correct in the packing industry. 

Senator Capenarr. That is canned goods of all kinds, and every 
item in their line is selling at wholesale from five to 45 percent below 
ceiling, and the sales are even soft on that basis. My observation 
. has been that that is true in every line, except possibly steel. 

Mr. Cravens. I do not think that exdludes steel. 

Senator Caprnartr. You think steel is in that category ? 

Mr. Cravens. You do not see any more grey markets in steel. 

Senator Carenarr. And that situation has been brought about 
primarily by big production. 

Mr. Cravens. Big production, and some hesitancy to buy. 

Senator Capenart. And a good control law. 

Senator Frear. What happened to that market in steel that was 
accountable for the so-called grey market ¢ 

Mr. Cravens. I do not know, and I am not one that is really qua! 
fied to answer that question, Senator. It seems to me, however, that 
to one, just looking from the outside in, it was probably brought about it 
by massive accumulation of steel on the part of war producers base 
on orders rather than delivery dates. 

Senator Frear. What I think T was trving to get at is whether | 
real inventory in steel has been reduced. 

Mr. Cravens. I do not believe so. 

Senator Frear. Then if there is not a grey market, it is not beca 
of the actual steel inventory, it is because, perhaps, of the hesita 
of those people who thought they wanted steel not needing it. 

Mr. Cravens. Or possibly they used their own inventory of st 
rather than going outside for ste el. In other words, there seems to 
a complacency about the future of the steel market, and therefore \ 
do not run out to build up your inventory. 

Senator Frear. I do not want vou to divulge any of the secrets 0! 
your own institution, but how do you find savings, in your institut 
or vour area‘ 
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Mr. Cravens. Savings generally have been progressively greater if 
you take them over-all, the last year. The same increase in savings 
does not hold true, in the savings accounts of all banks, but I am taking 
the whole savings picture. It has gone up very substantially, and 
now is considerably in excess of 10 percent, which is gratifying. 

Senator Frear. ‘What will be the effect should we continue to in- 
crease Savings in this country, and on the other hand still continue the 
amount of production ¢ 

Mr. Cravens. Well, it would be a healthy effect, a stabilizing effect. 
It provides the investment funds that you have to have, for instance 
for your housing program, and so forth. That is where your money 
has got to come ‘from, and particularly it is going to be healthy if we 
think about a $10 to $15 billion deficit whic h the Treasury has got to 
finance. 

Senator Frear. Is that going to bea potential that the producers 

| look forward to, the accumulation of savings, or are the manu 
fa ‘turers In this country going to continue to m: anuf ture at such a 
pace without the immediate demand looking forward to using up some 
of the savings? Suppose they do not t: ake any taxes ¢ 

Mr. Cravens. The biggest part of the savings are committed savings. 
Second, I do not think manufacturers will continue to manufacture 
evyond their market. 

Senator Frear. Thank you. 

Phe CHarrMaAn. Thank you, Mr. Cravens. 

Senator ScHorrreL. I would like to ask one or two other things here, 
hurriedly. 

Senator Capehart pointed out, and I think you mentioned that fon 
Tor 8S months oversupply was beginning to develop, and it is certain nly 
true that we have a world of these commodities that are much below 
the alae prices. 

Mr. Cravens. That is true. 

Senator Scuorrren. This thing called confidence, as you know, in 
the banking business is a big thing. Do you agree with some of us who 
believe that these certain lines of industrial production in hard as well 
as soft goods, where they have been for months and months way under 
the ceiling prices, and the softness of the market. do you agree some 
machinery should be put into effect to start dec ‘controlling those grad 
ially, or would you say they ought to be controlled and held under this 

called lid that is a ficticious lid causing your business people, I am 
sure, a lot of unnecessary expense and annoyance, and everything 
else, to comply with these requirements ? 

Mr. Cravens. If you had said “decontrol,” period, I would have been 
happy. I do not like the “gradual.” 

Senator ScHorpreL. If they would leave it to me I would do a lot of 
decontrolling. Ljust wondered whether you had a judgment to express 
on that. 


Mr. Cravens. I do. I am not the best qualified witness for that, 
certainly, but it seems to me that all of our goods are in such supply at 


t 


- minute that we do not need any type of controls. 
Now, if our experts feel that we might get back into a buying situa- 
1. With the accumulation of inve ntory that would put steel and some 
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other materials that we vitally need for defense in a tight position, or 
if they need it as a standby, I do not know. Certainly right now 
do not need it. 

Senator Scuorrren.. Thank you. 

The Cuarrman. But you would not suggest to just take a chance 
and let everything take its course, when the C ongress does not meet 
again until Janu: iry of next year, with new Congressmen, new Sena 
tors, and perhaps a new President—we will not go into that. 

Senator Carrnarr. It is perfectly all right to go into it, if 
want to. 

The Cuarrman. The fear I have is the fear that something car 
happen when we are oe here, and then you will say, “Why did 
not protect the country ¢ 

Mr. Cravens. That is the only possible justification you have fo 
the continuance. 

The Cuamman. That is pretty good justification for we who an 
responsible. 

Senator Caremarr. Of course 1 maintain under existing law that 
the administration has the right to suspend or decontrol all thes 
items that we all think at the moment are in soft supply and ought t 
be decontrolled. I think they ought to do it of their own free will and 
accord, and I think they have the authori ity in the existing legislation 
to do it. LT beheve that that is what you recommend, that either they 
do it, or the Congres do it, but possib ly it might be best to keep t! 
law in effect so if it does start running away 6 months or 8 mont 
from now it can be put back on, 

Mr. Cravens. You have stated it perfectly, 

The Cuamman. Thank you, sir. 


Wwe 


(The prepared statement of Mr. Cravens follows: 


STATEMENT OF KENTON R. CRAVENS ON BEHALF OF THE AMERICAN BANK 
ASSOCIATION 


My name is Kenton R. Cravens, and I am vice president of the Mercant 
Trust Co., St. Louis, Mo. I am making this statement on behalf of the Amer 
Bankers Association It is my pleasure to serve as its representative on 
national committee of the voluntary credit restraint program, and also chair 
of the association's committee on financing of the defense program. 

The association believes that there is an urgent need for the continuatior 
two programs authorized under the Defense Production Act of 1950, as amended 
lor one more year, 

The voluntary credit restraint program was undertaken under section 
of the act by the Board of Governors of the Federal Reserve System under 

ection of the President and the principal private lenders of the country 

licate balance presently existing between deflationary and inflationary fo 

arrants ‘its continuance Experience demonstrates that this machine 
ohh h possesses great flexibility, can suecessfully influence the proper uss 
credit in agriculture, industry, and commerce in this period of eme 
Selective or qualitative controls do not lend themselves readily to the ewxi 

tuation ce we have a parallel need of money for defense and also 
basic concept is insidious and dangerous. 

Under section 301 of the present act, the President through the Board of G 

Federal Reserve System reactivated the Victory Loan pro 
sful during World War Ii.) This program aids in m 
‘ivate financial institutions to prime contractors and 
large and small, the financing needed in order 
rninent procurement contracts. The full impact of the Governme 


ats 
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program has not yet been felt and is not likely to be felt for some months to come. 

The continuance of these two programs, therefore, is desirable for stabilizing 
our existing economy and for financing the manufacture, distirbution, and servic- 
ing of these materials needed for our national defense and security. 

We, therefore, urge that in your deliberations that you see fit to continue these 
two worth-while programs for one more year. 

The CHarkMAN. The next witness is Mr. Carpenter. Will you come 
up. Mr. Carpenter ¢ 

Lam happy you are here, Mr. Carpenter, and sorry I kept you wait- 
ing so long, but Senator Robertson has t: alked to me so often about 
your thoughts that I looked forward to hearing you. 

Senator Ropnerrson., I might say that he has had great success in 
running a cooperative poultry processing plant. He is going to tell 
you, based on his experience and his knowledge of the general poultry 
business, that they do not need : any controls. . 

He understands that I am going to vote to continue the controls, 
- I am not going to vote to eXempt any partic ‘ular interests, poultry \ 
or anything else. regardless of how much I may like that partic ‘ular 
i try, but I think or I hope he will recommend a formula. I said 
| woul j vote fora formula for contre ol, because we cannot sit he re and 
decontrol 15 or 20 different industries. 

I just want to say this about the area that he comes from. There is 
only one county in the United States, and that is in Texas, about as 
big as the whole State of Virginia, that produces more turkeys than 
eoesenpa ie am County where he lives. I am afraid to boast too much 
about chickens while the Senator from Delaware is here. but. we make 


i pretty eood show ney on hiceken . 
We used to be a big horse market. but hors have bee put o it by 
wtors. Weare getting pretty big in poultry. , 
Senator CAPEHART, l dn gorge to leave, if you mal tain V roinia 
grows better chickens and turkeys than Indiana. I just will not be 


ible to take 1t. 
Mr. CarPpentveR. We are all doing a swell job 
Senator CAPEHART. We Crow the best chickens and t irkeys of any 


State inthe Union. I come from the backwoods, we have wild tur key 5 
down there. 


STATEMENT OF CLIFF D. CARPENTER, PRESIDENT, THE INSTITUTE 
OF AMERICAN POULTRY INDUSTRIES, ACCOMPANIED BY TOM 
HEITZ, CHAIRMAN, LEGISLATIVE COMMITTEE, MARSHALL H. 
SPEAR, EXECUTIVE DIRECTOR, LONG ISLAND DUCK GROWERS 
MARKETING COOPERATIVE, AND JOSEPH PARKER, COUNSEL 


Mir. Carpenrer. On my left is Mr. Tom Heitz, chairman of the in- 
itute’s legislative committee. and the ve ner al manager ot the Rock- 
oham Marketing Cooperative Association. and he has four or five 
ther titles. He is also executive director of Shen-Valley Meat Pa 
operative. 

On mv extreme right is Marshall H. Spear, who CX tive 

Long Island Duck Growers Marketing Cooperative 


; ° ' > 
wre S coun: . My eh) j l 
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The Carman. Proceed in your own way. 
Senator Carenartr. We do not claim any record in Indiana—— 
Senator Ropertson. I have an important engagement at 4:50, aid 
Ww ill have to leave. 

Mr. Carrenter. We hope to have our testimony before you at t) 
time. 

The CHatrMan. Your statement will be put in the record. If th« 
is anything additional you wish to file, we will be glad to have it f: 
the record. 

Mr. Carrenter. I am Cliff D. Carpenter, president of the Institut 
of American Poultry Industries, Chicago, Ill]. The institute, cha 
tered in 1926, is a nonprofit organization. engaged in national quali 
improvement programs designed to bring consumers higher qualit 
poultry and eggs. 

Today’s modern poultry industry is the third largest farm incon) 
crop, grossing more than 4 million farmers more than $4 billion a yea: 

The institute represents directly more than 1,500 companies and 
individuals engaged in the production, breeding, hatching, proces: 
ing and marketing of chickens, turkeys, ducks, geese, guineas, egy, 
and egg products. 

These members are in direct contact with hundreds of thousands of 
producers and consumers throughout the country. The institute's 
membership and programs, therefore, are directly or indirectly i: 
volved in the production, processing, marketing and merchandising 
of poultry and poultry products in about 3,000 of the 3,071 counties 
in the 48 States. 

It will soon be 2 years since the enactment of the Defense Produ 
tion Act of 1950, authorizing the imposition of price controls. It has 
been more than a vear since ‘the General ( ‘eiling Price Regulation was 
issued, under which poultry and egg prices have remained well below 
parity and below permissible ceilings—making it evident that con 
trols have not been nec ee ary. 

Going to chart No. 1, on February 15, 1952, chickens were only 8° 
percent of parity, shan ared to 88 percent of parity in 1951, and as of 
March 4 it is estimated—which is just last week—that chickens ar 
only 80 percent of parity, and they are 5.1 cents per pound, unde: 
the legal minimum for ceilings. 

On February 15 

The Carman. You say 20 percent below parity’ Is there any 
possible chance of production of chickens and turkeys in your judg 
ment diminishing ? 

Mr. Carpenter. No, sir; the Secretary's official outlook suggests, 
as it will show here a little later, that there will be 935 million— 
‘almost . billion head of commercially grown broilers in this country 
this year, which is an increase of 155 million over last year, about a 20 
aaa increase, 

The CuarrMan. The reason IT ask the question is in keeping wit! 
what Senator Capehart brought up, the question of suspension. That 
is one of the things I can see no reason why perhaps the administra 
— the OPS, whatever it might be, may suspend ceilings on, be 

‘ause it costs you money to keep books. 
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Mr. Carrenter. It certainly does. 
The CHarrMAN,. It takes your time / 
Mr. Carrenter. <A lot of it. 
The CuarrMan. It costs the Government money to come out and 
check them, and what do they find ¢ 

Mr. Carrenter. Nothing, other than bookkeeping headaches. On 
the egg side, it is estimated that we will produce 3 percent more eggs 
this year than last time, an all-time per capita consumption of 409 
eggs. 

Senator ScHOEPPEL. Here you are representing the industry, and 
you present charts that I know must be accurate absolute ly, or else 
you would not present them to this kind of committee. 
~ What have you been told, when I know you must have been before 
the OPA authorities, presenting these situations for months and 
months and months?’ What do they tell you down there ¢ 

¥ Carpenter. Essentially we have been told this, Senator Schoep- 
pel, and it is with no criticism to them. They are a control agency. 
They say we have got to get out orders. They are there to put out 
orders. It is that kind of an agency, sir. I know no other answer 
to tell you. 

Senator ScHorrret. I am curious to know, because if they do not 
suspend these controls 1 think we are a weak-kneed bunch of Senators 
if situations like this should not call for some sort of remedial legis- 
lation to require it. 

Mr. Carrenter. I think we will disclose that. 

Senator Dirksen. Mr. Carpenter, how long have chickens been be 
low parity ? 

Mr. Carpenter. They have never been up to parity, sir, in 2 years. 

Senator Dirksen. At no time / 

Mr. Carpenter. At no time. 

Senator Dirksen. At no time since the Price Control Act have you 
been up to the ceiling price ? 

Mr. Carrenter. That is correct, 

Senator Carenart. In line with your recommendation here I want 
to read into the record at this time subsection f of section 402, page 15 
of the Defense Production Act, which in my opinion gives them the 
right to do exactly what you are recommending, and to say that if 
they do not do it be fore we get around to exte nding this act, that in 
my best judgment the Congress will write into the act some sort of a 
formula mandating them and compelling them to do it. 

Now, here is what that section says : 

The President in or by any regulation or order may provide exemptions for 
ly materials or services or transactions therein or types of employment with 

spect to which he finds that (1) such exemption is necessary to promote 
the national defense, or (2) it is unnecessary that ceilings be applicable to such 
laiterials or services or transactions therein, or that compensation for such 
types of employment be stabilized in order to effectuate the purposes of this 

Now, this committee wrote that into the bill, and I know when we 
‘rote it into the bill we intended it would apply to just such situations 

s you are describing here today, and every other such situation, and in 
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my opinion they have the power and the authority to do it now, 
and they ought to do it, and if they do not do it, L am certain that there 
is going to be m: iny of us, and I think a big m: ijor ity of the Congress 
are going to insist that they do, and we will write some mandatory 
provisions in the act compelling them to do it. 

Senator Ropnerrson. I indicated, Mr. Chairman, at the outset, that 
I think very definitely, since we put that language in there that we 
expected them to use to decontrol a situation like this, that it is now 
clearly indicated that we have got to make a language stronger, and 
I believe we can find a w ay of doing that. 

Senator ScHorrren. That is the reason why I wanted to ask this di 
tinguished gentleman here, who has produced these charts, and who 
knows his industry, and despite the fact that this very wording was i1 
the measure, I was desirious of knowing what they have been “toh l. 

Now he relates to us, without criticism—I would not be as charitable 
as that—that they said they were a — agency. I do not think 
so. I think the very thing that Senator Capehart has pointed out 
here is true, that there should be just as great zealousness in judgement 
and equity to decontrol to take out from under all this red tape, whe: 
they find the history of that particular segment of the industry justi 
fies it, such as this apparently does. 

Senator Ronerrson. Do you recall that I got the committee to writ 
an expression about stabilized economy in keeping with the America: 
S\ stem of private enterprise / 

Senator Scuoerren.. | well remember that. Senator Robertson. 

The CHarrMan. I am delighted that we have you gentlemen to t 
tify to this effect. because I have been tr'\ Ing to do the best I could t 
have them suspend these orders where they are ublhecessary. The 
think Iam only talking about cotton, which is not true. 

Senator Carrnarr., Let us say this in all fairness to them. The 
have set up a committee to study it, and Mr. Wilson said within 
7 avs they would re port back to this committee their findings. As tar 

s I pe rsonal ly am concerned, we will give them until about the 10t} 

f April to come up with a system to do just what I think the law 
i eadlekell them to do in the first place, and if they do not do it, we 
vill have only one choice here, and that is to write a formula manda 
tory for them to g0 by. 

Sen: itor Roperrson. Do you have recommendations ¢ 

Mr. Carrenver. Yes, sir. May I have the next comment of min 
off the record, because it involves a conversation with Senator Bento 

The Cuamman,. Off the record, then. 

(Diseussion off the record.) 

Senator Ronerrson. Now will you give us your formula? T would 
like to hear it. 

Mr. Carpenter. I am reluctant to before I take you through t! 
steps 

The CramMan. You understand your whole statement is going | 
be printed in the record ¢ 

Mr. Carventer. Yes, sir: on February 15, 1952—— 

Senator Dirksen. One other question. 
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Has there been a surplus purchase program on chickens in the last 
vear ¢ 
~ Mr. Carrenter. There was a purchase program set up last fall on 
turkeys. Right now, as our testimony will show a little later, there 
is already under consideration—consideration has been given by an- 
other branch of Government to a support program on eggs right now. 

Senator Dirksen. What about chickens / 

Mr. Carrentrer. None on chickens. 

On February 15, 1952, eggs were only 75 percent sre parity, against 
9) percent a year ago, 6.7 cents a dozen under a year ago, and 11 cents 
a dozen under the legal minimum for ceiling prices. 

On March 6, 1952, retail prices in Washington, D. C., grade A large 
eggs were only 54 cents a dozen, against March 8, 1951, for the same 
quality egg in the same store of 67 cents. Retail prices down 13 cents 
a dozen in 1 year, 

On February 15, 1952, turkeys were 4.2 cents per pound under the 
legal minimum for ceiling price. 

Senator Dirksen. Have turkeys been up to the ceiling? 

Mr. Carventer. No, sir; they got into the 90’s for one short period 
of time, and then came back again. Eggs got into the 90's, once, but 
they have never reached ceiling. 

The Urner-Barry market quotations at New York City show that 
Fancy, heavyweight eggs (midwestern, mixed colors) were selling 
at 40.5 cents a dozen wholesale on March 4, 1952—18.5 cents a doze1 
below the highest comparable quotation during the Get eral Ceiling 
Price Regulation base period (December 19, 1950, through Jar 


25,1951). 


the Urner Barry market quotations also show 38-po qd iced ¢ CK- 
ens were selling for shed eents i pound wholesale tt New Yo! rq {v— 


l cent a pound under the an - quotation during the GCPR base 
period for ceilings. And the \ how 48-to-54 poul d box packed fowl 
hens) were selling at 33 cents a pound ere ale—+4 cents a pound 
less than the highest quotation during the base period for ceilings. 
—_ remarkable production records of “a poultry and egg industry 
e the forces that have prevented any inflation in this industry. The 
testimony this industry presented last vear included facts and figures 
showing the great deve ‘lopment and eflici leney of this industry, and 
is ability to supply demand at reasonable prices. 
In 3 vears, from 1948 to 1951, this industry more than doubled 


ae ler production iow 350 to 780 million birds—1952 broiler pro 

uction is estimated at 935 million birds—an increase of 20 percent 
over 1951, three times as many as in 1948. This is lereely responsible 
foran increase of 1 billion pounds over 1950, and he ‘llion pounds 
ver LOL, 

We have gone from 17 pounds per capita to about 3] poul 4 pal 
apita. 

In L951, egg production totaled more than 60 billion eO"Us, Ph 
Secretary of Agriculture estimates 409 per capita for 1952, with ampl 
supphes, and that is compared to only 35 billion in 1925, pro g 


i record per capita cOnSUMplIOn last vear and nora this vear: 195». 
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for example, production based on USDA data is estimated to b: 
3 percent larger than 1951. As further evidence of this industry not 
needing controls, among the trade, competition has resulted in narrow 
ing margins, while the products were selling below ceilings farmer: 
were getting 5 cents more of the consumer’s poultry y mean dollar. ana 
4 cents more of the consumer's egg dollar than a year ago, on to} 
of this staggering production. 

The Cuairman. In other words, the farmers got the benefit ¢ 

Mr. Carpenter. The farmers had a benefit. The consumers had 
the highest quantity per capita ever available at a low price, well below 
ceilings, and the competition in the trade, sir, has kept the margins 
from expanding, showing that controls even at the margin level, at 
the level of the trade, have been totally unnecessary. 

Senator Frear. Do you know anything about production costs of 
eggs last year as ¢ ompared with this time? 

“Mr. CArrenter. Feed is up an estimated 5 percent. Of course, 
Senator, feed is the primary cost factor. We have made this record in 
the face of rising costs of production. 

Senator Dirksen. Does your association keep figures also on ducks 
and geese ¢ 

Mr. Carrenter. Yes; we are coming to some duck statistics later. 

On Chart No. 4, in 1951, we produced 881 million pounds of turke) 
meat on a dressed-weight basis. This is 16 percent more than we 
produced in 1950. Estimates based on USDA data mdicate we will 
produce 970 million pounds of turkey in 1951, up 10 percent over 1951. 

We have increased our per capita turkey consumption in 15 years, 
110 percent, from 244 pounds per capita to 6 pounds per capita of 
turkeys in this country, and that is where you can get your plug in, 
Senator Robertson, for your county in Virginia. 

The CHarrman. Did you ever hear of 1 ork County, S. C.? 

Mr. Carrenter. Yes; you have good turkeys down there. We have 
~ smbers there, the Monroe, the Farmers Cooperative Mutual of North 

Carolina, just across the line. 

Senator Carrenarr. What about Dubois County, Ind. 4 

Mr. Carrenter. Yes, sir. 

One of the most interesting things, one of the most striking things 

in this whole thing is if you go back to the Bureau of Labor Statistics 
and determine, or take a comparison, or measuring stick of what ha- 
happened in food habits in the last 15 years, t: aking the average 1935 
59, call it one figure and compare it to 1951, you will find that egg 
consumption per ¢ ‘apita has increased about 46 percent per capita in 
that period of time. Chicken-meat production has increased 78 per 
cent. Turkey per capita consumption, 110 percent. Gentlemen, in 
taking 20 of the leading commodities in the housewife’s market 
basket, there is nothing in the book that even approaches it, by as 
much as 50 percent, an increase in any other major food items that 
go into the consumer’s basket. 

Now, modern mechanized operations and improved techniques have 
increased poultry processing eflicieney—which has meant lower prices 
for consumers. Today an eflicient plant can process 53 birds per man 
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hour, compared with only 23 birds in 1941. One grower can produce 
360,000 pounds of broiler meat a year (four crops of 30,000 birds 
each )—or 800,000 eggs a year—or over 200,000 pounds of turkey meat 
a year. This efficiency has resulted in putting chicken and turkeys 
in the average workingman’s lunch pail for the first time. 

Senator Dirksen. Isthat an actual figure / 

Mr. Carrenter. Yes, sir. 

Senator Dirksen. You say he can do it 4 

Mr. Carrenter. It is being done, sir. 

It takes less feed to produce a pound of poultry meat today than 
any other type of meat. A 3-pound meat chicken can be produced on 
about 10 pounds of feed. In other words, a 100-pound bag of broiler 
feed produces about 30 pounds of broiler meat. In 1925, 100 pounds 
of feed only produced about 20 pounds of chicken meat. Fortunately 
for our economy, with the upward pressure on red meat prices, our 
industry has made it possible for thousands of families to keep right 
on eating meat. Every housewife in the country knows that poultry 
meat is a buy, it is a bargain buy, and why? Because of industry's 
efliciency, industry has provided the quantity and competition has 
made the price. 

In view of these production records and the fact that prices have 
remained well below parity and permissible ceiling levels, we believe 
it is time for Congress to face the issue squarely and decontrol those 
industries where it is demonstrated that controls are not necessary. 

Since Senator Capehart has already quoted the new Price Director 
Arnall, it is only necessary for me to add in that in his testimony be- 
fore this committee he said : 
lhe American people do not want to burden the economy with restrictions and 
procedures that serve no useful purpose. 

On the next page he said: 


In some areas where the danger of an early renewal of heavy buying pressure 
eems least, it will be possible to suspend ceiling prices as long as markets re- 
main soft. 

Senator Carprnarr. I think it is in the law now, giving them the 
oht. 

Mr. Carpenter. If we believe in the American system of competit ive 
enterprise-—as we all do—if we believe that controls should not con- 

nued jus t for the sake of controls—or that the sy should not be im- 
posed except where they are absolutely necessary to prevent unwar 
ranted and unreasonable price increases—then poultry and eggs should 
 decontrolled. 

If we do not decontrol poultry and evos now, with prices con- 
istently below parity and permissible ceilings—when and under what 
ircumstances can the industry expect controls to be removed? As 
hings now stand, we have no idea as to the real intentions of the only 
Nation that ean threaten our national security. The present tension 
night conceivably continue for 5 or 10 years, or even longer. In 
ecognition of this facet, policies must be adopted which will enable 

to meet not only conditions as they exist today, but future needs 

well. We cannot meet the needs of the future if we are to be 


ee 
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shackled by controls when it is manifest that controls are not neces 
sary. We must adopt policies which will keep our economy vigo1 
ous and dynamic. We must adopt policies which will provide the 
widest possible latitude for our American system of free choice and 
competitive enterprise to function—not only for today but for th 
years to come. 

We recognize the difficulties and many practical problems involved 
if Congress were to attempt to survey the conditions surrounding 
every commodity or material to determine whether it should be de 
controlled. We do believe it feasible and desirable, however, to do 
this for certain major commodities as Congress did in 1946 when 
poultry and eggs were specifically removed from price controls. The) 
did that along with tobacco, you may remember. 

The Crairman. I remember that, but the situation we are up 
against now is the uncertainty of the future. Do not misunderstand 
me, I believe controls should be suspended where figures are way be 
low parity, and I have said so. Senator C apehart has stated that 
in the law we wrote it could be done. But we of the committee can 
not go into individual cases, only speaking for myself. You just 
cannot say decontrol poultry and eggs, and not decontrol furniture. 
The administration has got to look frankly at this. I have read peer 
recommendations as to what you think, about decontrolling after s 
many months below ceilings—put controls back on if they went 
back up. 

Mr. Carrenter. The alternative would be to write in a specific 
decontrol formula under which commodities selling below parity or 
below ceilings for a reasonable period of time w ould be decontrolled. 

The adoption of such a policy would be realistic and meet the condi- 
tions we face today. It would have an inspiring effect. It would 
remove fears, doubts, and uncertainties. It would establish confi- 
dence, encourage production, long-range, and eliminate costly report- 
ing and bookkeeping requirements. It would reduce the number of 
employees and the attendant cost of the program toa minimum. 

It would save money and manpower by preventing the issuance of 
nonessential price-control orders, such as CPR 79, covering processed 
ducks, a nonparity product. There was no reason to issue this order. 
Ducks do not play any significant part in our national economy, one- 
half of 1 percent. W hen OPS issued this ceiling regulation, there 
had been no unreasonable price increases on ducks—nor were there any 
unreasonable increases in sight—supplies were ample. Nevertheless, 
on October 2, OPS issued a duck ae. It was completely unwork- 
able and it completely disrupted buying and selling operations just 
when ducks were moving into the most important marketing period. 
As a result, the trade suffered substantial losses. One group alone 
lost $150,000 by that order having been written, and then having to 
suspend it three times before they could get it anywhere near where 
it was workable, and by that time, and during all that time, trading 
stopped. Nobody knew how to buy, nobody knew how to sell. 

Senator Dirksen. That is the best argument I know, Mr. Carpenter, 
for including within the law a very specific decontrol formula that 
cannot be administr: atively botched up. 

Mr. Carrenter. Very good language, sir. 
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The unworkability of the order was demonstrated by the fact that 
it had to be suspended three times and drastically revised before it 
could be reissued. The fact that the order was issued when it was 
unwarranted indicates there is a real need for setting up a specific 
decontrol policy by law. But the fact that the duck order was un- 
workable is no particular reflection on the ability of OPS officials. 
No one knows enough about all the different ty pes of operations in the 
duck industry to write an order that will work. The same is true for 
the egg, chicken, and turkey industries. 

Since ducks involve only one-half of 1 percent of the industry, and 
OPS has demonstrated the almost impossible task of controlling this 
tiny item, imagine the confusion to the other 9914 percent of the 
industry if they ee to do the same thing with them 

Senator Dirksen. Mr. Carpenter, if a person does not know any- 
thing me it, he has not any business writing that kind of an order. 

Mr. "ARPENTER. They were instructed by the Congress, sir. They 
wer sake mpting to follow out an order. 

ctor Dirksen. I know, but I do not believe that obtains from 
the essential provisions and such flexibility as the Congress thought it 
was writing into the law. 

The CHairMAN. Congress passed a production and control act to 
control things, so far as my vote was concerned. ‘That is entirely out 
of line in price and effect on the economy. I do not see how an order 
on ducks could affect the economy. 

Senator Capenart. I guess I will have to read this subsection of 
section 402 again: 

The President in or by any regulation or order may provide exemptions for any 
materials or services or transactions therein or types of employment with respect 
to which he finds that (1) such exemption is necessary to promote the national 
defense, or (2) it is unnecessary that ceilings be applicable to such materials or 
services or transactions therein, or that compensation for such types of employ- 
ment be stabilized in order to effectuate the purposes of this title. 

Mr. Carpenter. I used the wrong words, Senator. What I meant 
was they are in business to write orders. 

Senator Carenart. But the point is that under section 402 (f), they 
were not justified in putting an order on ducks. 

The CnatrmMan. Congress put them in business to get production 
in this country, and control prices that were entirely out of line, not 
to write orders. 

Mr. Carpenter. Actions like this create fears and uncertainties 
which hurt both production and distribution. 

It is our specific recommendation, therefore, that Congress amend 
the Defense Production Act by decontrolling poultry and egg prod- 
ucts. Or, as an alternative, that a specific decontrol formula be writ- 
ten into the law which would be automatic in its operation—which 
would require the decontrol of poultry and egg products when they 
remain below parity or ceilings for a r asonable period of time— 
such as 8 months—and which would permit poultry and egg products 
to be recontrolled if: (1) prices exceeded the old ceilings and the sup- 
ply and demand situation was such that it appeared prices would 
continue above the old ceilings, and (2) it was dete ed that current 


prices were unwarranted and unreasonable in view of current costs of 
production. 
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Just recently OPS dispatched crews of auditors to 92 poultry 
eg firms, large and small, all over the country. 

The CuatrmMan. Well, they do that everywhere. We know that. 

Mr. Carrenver. To get financial data, asking for profit-and-lo: 
statements, and so forth. W hy in the face of our history, and duri, 
this same period of time when industry was under control, and thre: 
ened with additional controls, another agency has been engaged 
developing support programs for these same commodities to bolsi, 
current prices. 

Senator Scuorrret. The other day I asked to have furnished 
the record the number of people that were on the payroll of ES.\ 
Now, I am just curious to know, and I would like to be advised as s« 
as that is filed with the committee. 

The CoatrmMan. Will the clerk make a note of that / 

(The information referred to follows :) 


Employment data, Office of Price Stabilization, as of Feb. 29, 1952 
Total employment: 


Regular employees___- 
Consultants__-_ 


Ree 


Employment in Poultry Branch, Food and Restaurant Division, Office of 
Price Operations: 
Regular employees_ 
Consultants___ 


EE ee eee ee eee 


Mr. CARPENTER. The principal thing that oe put this indust: 
where it is is our ability to grow. The “fact that businesses ean gro\ 
through their ability to do something bigger or better, or produe ing 
some thing at less cost, it is chiefly ine “entive which sparks productio 
If we take away the privilege and incentive we have for doing 0) 
best, destroy or dull the desire to make the best marks we can, an 
you have destroyed the will to produce. 

The key to our strength is not that our resources are larger than t 
rest of the world or that we are smarter than all the other peoples 
the world—it is our incentive system and the vitality of our peop! 
that flows from incentive. That is the real secret of our competit: 
enterprise. That is the one big advantage our Nation has. We mu-t 
keep that advantage. We must avoid any action that discourages 
incentive, or which will dull or destroy incentive. We can do t! 
by removing unnecessary controls over this industry, which has ce 
onstrated its ability to produc e goods in sufficient quantities to mec! 
all reasonable demands at fair prices. 

The CHarrMan, Your 15 minutes is up, and we have other witnes 
to hear. Whatever recommendations you have, you should mal 
We have people who have waited all day. 

Mr. Carrenter. There is no further testimony with respect to « 
position in the industry. I think the charts and the statement is t!. 
best evidence. 

Senator Dirksen. One question. 

Mr. Carpenter, how long have you been with the institute? 

Mr. Carrenter. Eight years, sir. 
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Senator DirksEN. Suppose tomorrow night’s paper announced that 
controls were taken off eggs, poultry, and chickens. What do you 
think would happen from there on for the next month, the next 6 
months, the next year in your industry so far as prices are concerned ? 

Mr. Carrenrer. With our present rate of production, sir, outside 
of just a little fluctuation, and you are bound to see fluctuations, I 
would net expect any upward trend of prices; no, sir. I see no reason 
ind in 14 weeks it is in the frying pan, from a fertile « oing into 
the incubator, allowing 3 weeks for incubation, or in 51% to 6 months 
t will be producing eggs. There is nothing like it. We are producing 
today nearly 60 percent as much, just our poultry industry, nearly 60 
percent as much as all the red meat production in the United States 

it together, beef, lamb. and pork. 

Senator Dirksen. Do you think all the associated members in your 

dustry would stand by that semiassurance you give today, with the 
exception of some minor fluctuations ¢ 

Mr. Carpren'rer. There is no question about it. If you have two 
irloads of eggs, you have got to sell them. They are a perishable 
ommodity. Supply and demand is the only boss we recognize. 

The CHarrMan. Thank you, Mr. Carpenter. 
(The charts accompanying Mr. Carpenter's statement follow :) 


roy 


for it. Wecan produce too rapidly, we can take a fertile egg, Senator, 
oa 
4) 


CHART 1 


OW FEBRUARY 15, 1952... 


FARM CHICKEN PRICES WERE: 
e Only 83% of parity 
e |.2¢ per pound less than a year ago 
e 5.1¢ per pound under the legal minimum for ceilings 


FARM EGG PRICES WERE: 


e Only 78% of parit 
e 6.7¢ per dozen less than a year earlier 
e Il¢ per dozen under the legal minimum for ceilings 


FARM TURKEY PRICES WERE: 
¢ 4.2¢ per pound under the legal minimum for ceilings 


SOURCE- USOA 


CHART 2 


CHICKEN MEAT PRODUCTION 
(S$ SETTING NEW RECORDS 


5,000 MILLION 
POUNDS, OR. WT. 


4609 MILLION 
POUNDS, DR. WT. 
4,136 MILLION 
POUNDS, DR WT 


1950 ésT 1952 


SOWRCE- UEOA 
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CHART 3 


TURKEY PRODUCTION 
IS SETTING WEW RECORDS 


970 MILLION 


POUNDS, DR. WT 
88] MILLION 
POUNDS, DR.WT. 
755 MILLION 
POUNDS, OR.WT. 


1950 195] ést 1952 


SOURCE - USDA 


CHART 4 


EGG PRODUCTION 
4S SETTING WEW RECOROS 


5,700 MILLION 
DOZEN 


5,530 MILLION 
5,504 MILLION OOZEN 
DOZEN ¢ 
1950 


1951 esr 1952 


SOURCE USDA 


The CHarrMan. The next witness is Dr. ¢ ‘ampbell. We always Save 


the best witnesses for the last. 
If you wish you may file a statement with the committee. 


STATEMENT OF DR. PERSIA CAMPBELL, ON BEHALF OF THE 
NATIONAL ASSOCIATION OF CONSUMERS 


Dr. Campbein. It is very short. Iam very glad to have the publ 
interest represented after private interests have had their say. 

My name is Persia Campbell. Lam assistant professor of econom 
at Queens College. Iam here representing the National Associati 
of ¢ OHSUMmers, W hich Isa coordinat ing body of local consumer Groups 
and individuals. 

On behalf of the Association of Consumers, I am supporting the ex 


tension of the Price Control Act freed of the various amendments 


introduced last summer, particularly, if the Senator will excuse 1 
the Capehart amendment, the Herlong amendment and the Butler 
Hope amendment. 

With respect to the general question of extending price contro! 
from the consumer point of view this is a matter of urgent importance 
if the inflationary forces now operating in the economy are to be hi 


} 
ul 
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in check. This does not imply that price control alone can handcuff 
these forces. We have consistently supported measures to expand 
productive capacity and a comp lex of controls, direct and indirect, 
including a “pay-as-you-go” program, income and credit controls, 
allocation of scarce resources, and so on, 

Direct price control is an important part of this complex particu 
larly because it 1s direct and visible in its impact. It seems clear from 
the record that the “general freeze” of January 1951 brought the 
speculative price rise of the previous 6 months to a te mporary halt, 
as happens when a traffic cop holds up a speeding car. The action 
was easily recogniz:i ible. and restored some degree of confidence that 
the economy would be kept reasonably stable. This in itse lf helped 
to check the disastrous flight from the dollar which was reflected in an 
average rise of basic raw material prices by 46 percent, of wholesale 
prices by 18 percent and even an S-percent rise In consumer prices 
n the post-Korean period, before the freeze was instituted. The 
earlier attempt at voluntary control was obviously a failure. 

We feel that the general freeze of January 1951, stopped the spec 
lative drive-up in prices. ‘There was no reason for the enormous in 
crease In price in the 6 months after Korea except scare buying and 
speculative buying for the big inventories as the gentlemen represent 
ing the Banking Association told us this afternoon is still weighing 
on the industry. 

Part of that was because people were not sure that we would have 
controls. Ithink if we had had controls earlier-—— 

The CHAIRMAN, We passed the control law in September, Vol 
know. 

Dr. Camprnent. When the freeze went in, you will remember it was 
written into the act that there should be an ie at voluntary con- 
trol, and it did not work. 1 think myself it was unfortunate. We 
urged it hes the very beginning that cieieale be put on from the 
heginning. 

Senator Carrnartr. Do you agree with the effort TL made to establish 
i law that when this Nation goes to war we autoniat ically control all 
prices and wages ? 

Dr. Camppetni. Yes, sir. 

Senator CAPpEHART. If we had done that this time, we could have 
saved about $16 billion from the beginning of the war up to January 
25, when the President put the freeze on. 

Dr. CamppeLL. We would not have gotten to this high plateau of 
peculative prices that we cannot get away from. 

Senator Carenarr. Do vou not agree that the President did not 
put the law into effect until January 25. an vd we needed some sort of 
formula for going back and equalizing and readjusting prices? 

Dr. Camppetn. That is difficult once vou are on a hieh pl iteau be 
use of Inventories built up. You have tremendous pressure from 
ndustry then against roll-backs. As you know, it has been mad 
mposition in many areas to do it. 

During the past year, the price rise has been slowed down in most 
reas of the economy so that people’s confidence in reasonable sta 

lity has been maintained, sufficiently SO atl any rate to hn ine about 

considerable increase in the rate of savings, which is in itself 
inti Inflationary factor. It might be added here that the steadving 
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effect of control would have been greater if the OPS had proceed 
more rapidly to dollar-and-cent ceilings at the community level. 

But the inflationary forces that people feared 18 months ago are no 
in fact in operation—a Government deficit instead of a sur plus, & larg 
percentage of production going into military supplies, 1 increasing in 
come Without a corresponding flow of goods on to the civilian marke 
and soon. It would be folly to remove » controls under such conditio: 
even if we could reosonably anticipate an improving Internationa 
situation. More so, therefore, in view of the uncertainties ahea 
Unless we maintain controls, every new crisis, small or great, 
generate new fears and speculative activities of a kind which proved 
so disastrous to the dollar after the outbreak of the Korean incident 
Indeed within little more than a decade the dollar has deteriorate: 
almost to a 50-cent piece. 

Senator Scuorrrer. You heard the gentleman who just precede 
you, and the historical situation in that industry. Now, do you thi) 
we should have controls just for control's sake in that kind of a case 

Dr. Campse i. Well, sir, we are opposed to decontrol by bits and 
patches. I was interested in what the gentleman said, because it wa 
contrary to what the dairy gentleman said. They maintain the onl) 
way to get production is to put up your prices. That is absurd, fron 
the economists’ point of view. ‘The only way to get production is to 
expand your mi: arkets, and that is what the poultry people are doing 
‘They are able to get larger volume with lower prices because they are 
expanding their markets. We support that, you see. 

Senator ScHorrreL. But the point I am making is this, when wi 
lave a historical background of what has hap pened, and how an in 
dustry operates, then by what theory, or by what philosophy can wi 
justify putting those people under controls, and all of the annoyances 
the trouble, and the difficulties when we have a shortage of manpowe1 
in this country ¢ 

I understand that this industry has from 12,000 to 15,000 people or 
the payroll. Say 5,000 of those people gave a major portion of their 
time to the poultry industry. Should we not give consideration to at 
least suspending those operations when a historical background comes 
in such as that is over a period of almost a year / 

Dr. Camppe... As I understand it, poultry ri aising itself i is not under 
control, because they are not up to parity. They do not have authority 
to put them under control. It is the distr ibutive process that is under 
control. I think it is the processing and distribution that is under the 
freeze. 

Senator ScHorrreL. They are subject to all these rules and regula 
tions. Here comes a man who is willing to testify their concern lost 
$175,000 by reason of having to meet the conditions that somebody 
worte for them. That is pretty real to me. 

Dr. CampseLL. May I quote something the Chairman said some 
time ago, when this question was raised? In 1951, “You cannot take 
the ceilings off one commodity and leave them on another. I mean 
if you take it off beef. you will have to take it off corn, and do the same 
thing all the way down the line.” 

The Cuatrman. [ still believe that way, but I do think that these 
ceilings, as I have stated, should be suspended on things that are way 
below parity, for this reason, that the enormous amount of red tape 
that these people have to put into their work, the enormous number of 
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accountants and lawyers they have to employ, which in turn makes 
for a rise in prices. 

On the other hand, the Government is limited by the number of 
workers they have. I know the appropriation was materially reduced 
for OPS, and they might use those people on something more useful. 

If it goes back up, that is different, but from what I understand, 
about poultry as an example, from what the witness said, and what 
the Agriculture Department told me, there is not going to be any 
shortage. 

It comes back to another thing, if I might say so, and I do not mean 
to criticize any one segment of our distributing system. But all the 
scare buying by a lot of merchants, take cotton, dresses, print cloths, 
and what have you, ran the prices way up. They have never brought 
them down in the stores in New York, and that applies to St. Louis, 
Washington, or anywhere else. The cotton mills today are only run- 
ning 3 di Lys a week trying to sell cheap goods, and to have it passed 
on to the consumer, and it is that block in the middle that are trying 
to get out of these inventories that they purchased at these terrific 
prices following Korea. It is an awfully hard thing to figure out. 

Senator Benron. Mr. Chairman, will you yield for a question to 
you? 

The Cuamman. Yes. 

Senator Benton. If the principal objective of removing controls is 
to get rid of red tape—— 

The Cuamman. I did not say remove controls, I only suggested 
suspending them. 

Senator Benton. Which is very different, I appreciate. 

The Cuamman. I do not think you should leave it out of any law 
at all, because I certainly know nothing about the future. I do not 
know who does. 

Senator Benton. Governor Arnall, last week, and other witnesses 
have testified that the determination of the executive agencies is to try 
to get rid of this red tape for businessmen in a soft market with prices 
way under ceilings. Iam sure you and I wholly agree that that is the 
direction in which they should work. That is laudable as an objec- 
tive, but it would be quite a different thing for Congress to legislate 
an abolition of price ceilings in one area, or any area, in order merely 
to achieve the alleged objective of getting rid of the red tape. 

Dr. Campsert. It is an administrative problem of definition. Sup- 
posing you decontrol luxury items, what 1s a luxury item ¢ 

The CuarrMan. Well, we can decontrol moving pictures—we never 
did control them. Now we are confronted with an amendment that 
bowling alleys should not be controlled. I will Say if mov Ing pictures 

re not controlled, bowling alleys should not be. 

What you say is absolutely right, what is a luxury / 

Of course, food items are entirely different. I was picking out 
something that had been done by this very committee here. 

Dr. CameseLt. How are people going to buy things if the prices 
are going to be help up at post- Korea levels, and you call them soft. 
What is soft today’ The dry goods people are worrying because 
their prices are below the speculative peaks, but unless they bring 
them down to a level at which people with their present buying power 
would buy, they will not be moved off the markets. 
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Senator Benron. Mr. Chairman, may I be excused, with the com 
ment that I am happy to see a witness representing a consumer’: 
organization before the committee today. 

Dr. Camprety. The food dollar is below a 50-cent piece at the mo 
ment, and the general retail price index at the moment I think is 
about 189 on a 1935-39 basis. 

The CHarrmMan. For necessities of life, that is. 

Dr. Camppe.y. If this deterioration is accelerated, it would hardly 
be surprising if the American people lost confidence in thetr financia| 
institutions. The adverse effect of inflation on the defense program i- 
obvious. The drive to increase income in order to maintain present 
consumption levels itself becomes an unsettling factor with families on 
relatively fixed incomes and the unorganized groups left far behind 
in the chase. We have not forgotten what happened to prices “ee 
OPA was abolished under post-crisis circumstances, against the | 
gent advice of consumer groups. With so many wage contracts tied 
to the consumer price index, the inflationary force of rising prices 
becomes even greater and the position of unprotected families worse. 

It is not enough to have a price control law on the statute books. 
The law must be workable, administratively speaking, and generall) 
fair and equitable in its application not only to particular interests 
but also to the consuming public, who find it hard to get a hearing it 
the clamor of the highly organized groups now characteristic of our 
economy. This is the reason why the National Association of Con 
sumers urges the deletion from the new act of the major amendments 
introduced last summer. 

This new book on countervailing power illustrates that. 

Senator Carenarr. Is it not a fact, Dr. Campbell, that the consumer 
is likewise the producer’ How can you distinguish between a con 
sumer and a producer ? 

Dr. Camppeiy. It is a different approach, sir, because the con 
sumers look at the economy and say what is it. The purpose of this 

the organized way in which we make a living, so we are concerned 
with the sort of living we make as a whole. The producers are inter 
ested in the money return they get for a particul: : product. 

Senator Carpenmarr. I believe my figure is correc about 25 million 
people are farmers. Now, they are both consumers and producers 
Do you represent today any of the 25 million farm families? 

Dr. Campreiy. Oh, certainly. They have not authorized me t 
speak if that is what vou mean, specifically, from the point of view 
of their concern with the level of consumption. 

Senator Carrnarr. The consumer is the producer, and the producer 
is the consumer, and the wage earner is interested very vitally in his 
job. He is interested in his employer, of course, staying in business. 
because he knows if he does not, then he loses his job. One is tied int: 
the other. Anybody that represents producers is representing con 
sumers, and anybody that represents consumers is representing pro 
pe sy 

Dr. Camppeit. It does not work quite that way, because the pro 
ducer ete isa small group concerned about their particular produce ts, 
and the return they are getting on that particular product. 

Senator Carenartr. That is not true of the 25 million farm fami 
lies. They are all producers, and likewise consumers. The wage 
earner is a producer as well as a consumer. 
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Dr. Campsect. But I think a great many unions are more con 
cerned with the money wages than the y are with the goods and serv- 
ices they are able to buy, so they lose sight of the basic problem. 

Senator Carenarr. I think it is the old fight, and we will always 
have it, that everything you buy is too high, “and everything you sell 
is too low. Every wage you get is too little; it ought to be more. | 
think that is a good healthy condition. That is the competitive pri- 
vate enterprise system wor king, and I do not know that I ever bought 
anything in my life I did not ‘think was too high, or that I ever sold 
anything I did not think I ought to have more for. 

To me, they are all the same. When people say they represent con- 
sumers, I know they also represent producers ; and, when producers 
say they represent consumers, I know that they are re prese nting both 

Senator Dirksen. May L ask, just for information, is this a formed 
eroup that you re present, a dues-paying group / 

Dr. Campseit. The individual members pay dues, and the groups 
themselves. It coordinates groups lke the Consumers Council in St. 
Louis, the Consumers Council in Cincinnati, which are representatives 
of civie organizations, and other organizations, concerned with the 
consumer approach to the economy. 

Senator Dirksen. Well. now, this is a national organization. 

Dr. CampBeLL. In New York. 

Senator Dirksen. Do you have affiliate bodies ¢ 

Dr. CampsBetL. Yes; these consumer council groups. 

Senator Dirksen. What kind of formal membership do you have ? 

Dr. CAMPBELL. It is very loose. It is hard to organize consumers 

nto highly organized groups. 

Senator Dirksen. For instance, your original statement is that you 
come to appear for 150 million consume rs: that will be read by a lot of 
people. Asa matter of fact, you appear for a limited number, a very 
limited number. 

Dr. CampBeLtL. Yes; that was a very theatrical statement. 

Senator Dirksen. I wanted that to be clear. 

Dr. CAMPBELL. We do hope we represent the point of view of those 
concerned with the standard of living of this community, you see. 

Senator Dirksen. I understand. 

Senator Capenarr. And we are vitally interested in it, just as much 
as you are. In fact, we are the committee that wrote the Defense 
Production Act originally. We passed it on September 6, 1950. Some 
of us tried to make it retroactive to the day the war was declared, to 
freeze all prices and wages at that time. We are just as much inter- 
ested in it as you are, no more and no less, but we have been working on 
it continu: ally and consistently here ever since the Korean war started. 

Dr. Camenenn. Yes, sir; I understand. 

The CuairmMan. Unfortunately, I have an engagement at 5 o'clock. 

Dr. Campseiu. I can file the statement. 

The CuairMan. Senator Frear said he would be happy to remain 
ere. T have read the rest of your testimony. It is always a pleasure 
to hi we you here. 

Dr. Campnety. Thank you very much, s 

We: are opposed to a continuance of es so-called Capehart amend 

ient, if you will excuse me attaching your name to it. 

Senator Frear. I am sure he enjoys that once in a while. 
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Dr. CamersetL. We feel it is administratively impossible, and th 
the principle is wrong. 
Senator Capenart. I believe you did say in your matement he 
that, since controls have been made effective on January 25 and we ex 
tended the act with certain amendments, we have been able to contro 
inflation or the upward spiral in this country. 

Dr. Cameset.. I think that they have been 

Senator Carrnarr. Did it occur to you that the cut-off date we py 
in the Capehart amendment, saying that nobody could increase th 
prices as a result of any increases in costs after July 26, 1951, mig 
have been responsible for that condition? 































Dr. CamppeLy. Well, I feel that the preliminary period was | 
fortunate, because there were very rapid increases. 

Senator Carenarr. In other words, the ( ‘apehart amendment sje é' 
cifically said that nobody could increase their prices, or should not a 


increase their prices after July 26, 1951, regardless of whether thei: 
costs had increased. Do you not think that was a good thing? 

Dr. Campse.i. As I understand it, all their costs could not be added 
to their prices after that time. 

Senator Carenarr. No cost increases could be used for the purpose 


of increasing prices after July 26, 1951. Do you not think that was ; 
a good thing? [ 
Dr. Camppety. There was an automatic increase. l 


Senator Carenartr. No increase at all. The Capehart amendment 
had a cut-off date of July 26, 1951, at which time no cost increase, 
regardless of how they occurred, could be used for the purpose of 
increasing prices. Was not that a good thing? : 

Dr. Camprrte. Yes, as of that later date, I understood that the 
OPS would still be concerned to give a fair and equitable ceiling if 
for any reason that became necessary as a result of change in invoice 
prices, and so on; distributive prices. 

Senator Carruart. That has nothing to do with the Capehart 
amendment. For example, in the next paragraph in your statement 
here—I just read it, and I just say that I do not think you understand 
the amendment at all. If you will read it, I think I can show yo 
where you do not understand it. 

Dr. Campretn. The so-called Capehart amendment, which gives to 
individual manufacturers the right to a cost-plus ceiling, has swamped 
the OPS with thousands of applications—an unbearable load of 
work—and the principle itself is wrong. Our private-enterprise eco! 
omy has never guaranteed to the inefficient and efficient alike the right 
to a profit regardless of costs; it is indeed contrary to the nature of 
the private-enterprise system, the merits of which we proudly pro 
claim. 

Senator Carenart. I want to discuss that with you, because I do not 
think you understand it. You say 







The right to a cost-plus ceiling has swamped the OPS with thousands 
applications 







The applications from manufacturers, I think, have been about 1,500) 
out of 300,000—and the principle itself is wrong. 






Our private enterprise economy has never guaranteed to the inefficient ard 
efficient alike the right to a profit regardless of cost. 
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Now, there is nothing in the Capehart amendment that talks about 
or gives them the right to a profit. All the Capehart amendment said 
was that you take your pre-Korea price, selling price. Now, the indi- 
vidual seller, on his pre-Korean selling price, could have been making 
money, losing money, making too much money, or he could have been 
making too little mone y. Wesaid we permit him to add his inereased 
costs from that time up to July 26, 1951, and that shall be his selling 
rice. 

Now, if he was losing money on his pre-Korean selling price, he will 
still be losing money after he has added his increased costs. If he 
was making money before, he still will be making money, and he made 
no profit whatsoever on his increased costs under the ( Capehart amend- 
ment formula. 

You cannot say it is a cost-plus. It is not any such thing. 

We said in the Capehart amendment that after July 26, 1951, no- 
body can add any costs, or nobody can use any increased costs for 
the purpose of increasing their prices. It is not a cost-plus at all; 
it is not a profit-plus. It was simply a formula to go back and do what 
I think we should have done the night of June 26, when we went to 
war; namely, freeze all prices and wages at that minute. We did not 
do it. We passed a bill on September 6, and the President failed, 
or he did not—and he has reasons for it—put the act into effect until 
January 26, 1951, and during that period some prices went way up; 
others held their prices; costs went up, as you know, and the whole 
thing got out of balance. 

What we were trying to do was to go back and equalize everybody’s 
prices—the fellow that was selling for too much, to roll it back; and 
the fellow selling for too little, who held his prices but had a lot of 
increase in costs, to increase his price. That is all it does; that was 
the purpose of it. 

Then we wanted to make sure that after January 26, we put a stop 
to this spiral of prices and wages going up, and we said after January 
26, stop the whole business. We do not want any more increases. 

It has worked, because wholesale prices today are lower than they 
were on January 26, and retail prices are going down and down and 
down, and we all know that retail prices follow wholesale prices down, 
3,4, 5, or 6 months after wholesale prices go down. 

It has worked, and today we have a situation where we have a Jaw 
under which a cane price has been placed on every product in Amer- 

ca, except a few that they have automatically decontrolled them- 
ane so it would not make any difference if you spent $200 billion, 
the Government, as long as these ceiling prices are held, and they have 
the law to hold them, you could not get any inflation in this country. 

[t is cured. 

Dr. CamppeLL. Providing we do not decontrol by bits and patches. 

Senator Capenart. If you go back and write in a decontrol formula 
which says, as these poultry people recommend, you keep the law and 
you keep the ceilings that you have at the moment, and simply say 
as long as the prices are under those ceilings you do not have to make 
all those reports, and do all those things, we have this thing stopped, 
(lo we not? ' 

Dr. Cameneii. If you think the ceilings themselves are fair and 
equitable, but many are up on the speculative plateau. 
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Senator Carrnart. If you think the een ought to be rolled 
back, that is another problem, but it is awfully hard to roll them ba: ‘k, 
because you cannot roll wages back. We just made a mistake, a) 
we ought not to make it again. We should have frozen them, when 
the war started. In my opinion we ought to have a permanent law ©), 
our statute books that the very second we go to war, we freeze all priccs 
and wages, and then we ought to work from that point, depending on 
how long : a war, how big a war, and we would avoid all of this trouh|e 
that we “get into. I think it ought to be a permanent law with tle 
Secretary of Commerce handling the price end, and the Secretary of 
Labor handling the wage end of it. That has alw ays been my po- 
tion, and still is my position, but we do not do it. The President did 
not put the law into effect until January 26, 1951, so we were faced 
with a problem. 

On one hand, they were yelling there were chiselers in the United 
States. On the other hand, automobile companies, for example, s: aid 
they had been patriotic and held their prices, and I think they had 
So we were trying to equalize it. That was all in the world we were 
trying to do. 

I think it was a good amendment, and I think it was a good act. 
The only mistake we made, if we made any mistake in it, we might have 
written into the amendment a time limit for filing the individual 
applications for price increases. In my opinion, they are all in, 
about all that are coming in, and it has been about 1,500 out of 300,000. 

Do you remember Mr. DiSalle made the statement when he objected 
to that that prices would go up about $15 billion? 

Dr. Campse.u. I understand some of them, for instance, the auto. 
mobile manufacturers, have gone up under that amendment. 

Senator Carrnar. It amounts to about $300 million. But do you 
remember when it was passed, the Capehart amendment, and the Presi- 
dent attacked it, they said it would cost $15 billion. They were in 
here the other day and put into the record by categories what they 
said was $750 million, but it only totaled $516 million, of which $300) 
million was the automobile industry. 

I think dairy products were $21 million. 

The worst that could happen would be price increases as a result of 
increase in cost under the Capehart amendment from pre-Korea to 
July 26. That is the most that they could go up, so if someone knew 
what the increased costs of every manufacturer and processor were 
you could figure it out exactly, and that is the most that could happen. 
That is the most that they could possibly go up, because they cannot go 
up after July 26. 

I again say I just do not believe that you and others understand thie 
wor kings of the amendment. 

Dr. CampseL.. I am glad to have your explanation, Senator. 

Senator Carenarr. I have been one of the most consistent advocates, 
when a nation goes to war, of controlling prices and wages. 

Senator Frear. You, I assume, are for all-over controls, not selective 
controls ? 

Senator Carenart. I think the minute you go to war you ought to 
control all prices and wages, and work from that point. Now, I - 
not say that maybe in 90 days you ought not take them all off, 
maybe at the end of 90 days you might not take some off. You do not 
know when you go to war, how big the war is going to be, how long 
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it is going to last. The minute you go to war people become hy sterical, 
they start hoarding, they start “buying. They remember the ‘last war, 
and they say, “W ell, I went. without nylon hosiery for a year, and 
I couldn’t get butter, and I couldn’t get this, and I couldn’t get that,’ 
so they say, “Well, I am going to hoard.” Sugar, all of those things, 
they buy. It is just going to happen. I do not care what you say. 
It always has, and it always will. 

Dr. Camesety. It was not the ultimate consumer, though, Senator. 
It was business all along the line. 

Senator CAPEHART. The manufacturer, the processor. ‘The manu- 
facturer rushes in to buy steel and copper and coal, and everything 
else, and the consumer rushes in to buy sugar and hose and canned 
coods, and all those things, and it creates an artificial demand. It 
pushes prices up, and as prices go up, of course wages must go up, 
so you end up with about what we have here. 

Then on January 25, the President put a ceiling on all of them, and 
they were too high, higher than was necessary. 

Dr. Campnete. We think so; yes. 

Senator Carenarr. There is no question about that, but there is no 
way now to get them down except through the law of supply and 
demand, and ‘they are going down in most every category. 

For example, meat is down, poultry we know is down, and every 
other thing is going down, practically without exception. Today 
there is almost a surplus of everything in the United States, at the 
present time, except nickel and a few scarce metals. It is true of 
steel, there is almost a surplus of steel today in the United States, and 
that all came about through big production. We do not want to do 
anything, and I know the consumers groups do not want to do any- 
thing to discourage big production, because big production in the end 
will eventually break prices. 

Dr. CampseLt. We want to move it into consumers’ hands. 

Senator Caren art. It is happening right now. As I said this after- 
noon, I talked to a big cannery today, and their wholesale prices on 
every item are from 5 to 45 percent under the permitted ce ‘iling, and 
he says they are going down, and they are having trouble even selling 
at that pric e. 

Now, if you repeal the Capehart amendment, which you are talking 

tbout, then you will eliminate the July 26 cut-oif date, and you will be 
i ack under the old act which mandates the Government to set fair 
and equitable prices, and which me: aunis, then, that every seller not only 
will have to take a look at increased costs from pre-Korea to July 26, 
but they will have to take a look at his increased costs from July 26 
down to the present time, so vou might even get greater increases In 
selling prices as a result if you take it off. 

I think it has served its purpose. I do not think I care one way or 
the other about it, because I think it has served its purpose. It is 8 
months since July 26, and I would say any individual seller who had 
uot made an application now really does not re one, because who 

n business would deliberately sit for 8 months, or 4 months, if he 
Was entitled to an increase in price, and not come in and get it. He 
evidently does not. want it. 

The facts are, of course, that prices have softened to the point where 


if he got it he could not sell his goods at that price. That is true in 
many instances, 
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Senator ScnorpreLt., Apropos of what Senator Capehart said: 

On page 3, Senator Capehart has mentioned prices with reference 
to meats, and you make the statement— 
with respect to slaughtering quotas we support the argument of the OPS that 
they cannot properly establish and maintain ceilings on meat prices. 

Now, I am wondering if you mean that, because if they maintained 
or manipulated the m: arket, or the slaughtering of cattle so that the 
prices of all the cuts of meat would be up to the ceiling prices they 
have established, the consumers of this country would be spending 
nillions and millions of dollars more money today for those cuts of 
meat. 

As a matter of fact, I have taken a little time and trouble to check 
on that. There is not a responsible packer in the country today, big 
or little, that is on the selling market, but what will say that the 
prices today, and for months, are from 5 to 45 percent under the ceil- 
ing prices established by the ¢ IPS. 

Now, your statement here is in my opinion wrong. I know you do 
not mean that. 

What you are striving to do, and certainly what I am striving to do, 
is this, to get the utmost in production, the greatest possible amount of 
livestock slaughtered so that the consumers when they walk up to the 
connters are not encountered by a shortage of supply to maintain a 
ceiling price. If the OPS is trying, and have informed you that they 
are trying, to maintain their ce ling prices that they have est: ablished., 
which are from 5, a minimum of 5 to 44.8 percent higher than their 
established ceiling prices, then there is certainly something wrong 
somewhere. 

Dr. Camrsety. I think Mr. Arnall, when he came before you, sir, 
explained that what they wanted were stand-by controls in this area 
because of the uncertainties of the future situation, and this would 
he one way of controlling black markets, if that becume necessary, if 
I understood his position. 

Senator Capenart. I think, Dr. Campbell, that the quotas have 
nothing to do with the price. They advocated and want it only as a 
better method of enforcement. 

Dr. Camprety. That is right; and also to prevent black markets, 
of course. 

Senator Carenart. It enables them to enforce the act, thereby elim- 
inating black markets. I do not think it has anything to do with the 
price. 

Senator Scnorrren. I agree. That was the next question I was 
going to go into, because it has no relationship to price. It is for 
the agency to better administer the act that they desired to have 
slaughtering quotas. Testimony also brought out that they were hav- 
ing no difficulty with reference to the distribution cf livestock, and 
quotas have been illegal—not illegal, but have not been included in 
the law for months, as we all know. That is the reason I did want 
to point that out. 

Dr. Camppety. I think they are concerned with administering and 
holding their prices. 

Senator Capenart. You talk about the Herlong amendment. All 
the Herlong amendment does is give them their historical mark-up. 
Then you bring out here about the excise taxes. Well, they get 
historice—— 
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Dr. Campsety. That was illustrative. 

Senator CapeHarr. I could make just as good a case arguing that 
they ought not to get a mark-up on their property tax, which is a 
part of their selling price, or ane Federal income tax, which 1s a 
part of it, or their gasoline tax, or all the other taxes that they pay, 
which * a ce of course, of the % aie business. I do not know why 
they pick out one tax and not the other. 

Dr. Camprett. I think that was just illustrative, Senator, of the 
situation. 

Senator Carenarr. If you wanted to carry that to the extreme, you 
would say now you have got to take off your Federal tax, take off your 
gasoline tax, and social-secur ity tax, and all other taxes, and then add 
your mark-up to that. One makes just as much sense as the other, 
does it not? 

Dr. Camppe.LL. You see, we feel that the dollar-and-cent mark-ups 
rather than percentage mark-ups are deflationary rather than infla- 
tionary in effect. 

Senator Capenart. I was not arguing with you about that, except- 
ing, of course, you have got a few million retailers and wholesalers in 
the United States that have been doing business on both a dollar-and- 
cent mark-up, that is before any controls, and also a percentage mark- 
up, meaning that the manufacturer sets the list price, and gives them a 
percentage ‘off. Others buy what the manufacturer sells to them at a 
specified price, and they add so much to it. I would not particularly 
care excepting that I do not think that when the Government imposes 
controls that we ought to go back and simply upset the historical 
method of doing business in America. I think it brings problems 
that we ought not get into. That is my biggest argument, and I 
think it is the biggest argumeult in favor of the Herlong amendment. 

There is no connection between the Herlong amendment and their 
profits, none whatever, because it gives them their historic mark-up, 
but their costs still go up, and they have still got to absorb out of their 
profit increased costs. There is no relationship bet ween profit and the 
Herlong amendment. 

Dr. Campne.t.. Percentage mark-up assumes that the costs of dis- 
tribution move upward at the same rate as invoice costs, and I think 
that is not true under these unusual circumstances. 

Senator Carenarr. You cannot change the marketing methods of 
millions of retailers and wholesalers. That would be a terrific thing 
todo. If you are voing on the pre mise that these controls are cone 
to stay on for 10, 15, or 20 years, the n maybe it would be the v vise thing 
to do, but if they are only going to be on for a year or 2 or 3 years. 
I would never advocate changing the historic mark-up because it 
would be a terrific job to do,a terrific job. 

I suppose you are in favor of getting rid of section 104. 

— Dr. Camrreti. I think a great country like this ought to keep its 
international commitments, sir. 

Senator Carrnarr. I did not know whether there was any relation- 
ship between international commitments and section 104. You are 
in favor of getting rid of the ( Capehart amendment, the Herlong 
amendment, the slaughter quotas, and section 104. 

Dr. Camprett. Well, we did not discuss that. As a matter of fact, 
[I think the consumers would feel that a matter of international im- 
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port of that kind ought to be negotiated under treaty relationshi)), 
and not be included in an act of this kind. 

Senator Carrnarr. These consumers you represent, I presume 
some of them, no doubt, are wives of businessmen. I suppose some 
of them are employees of cheese companies. 

Dr. Camprety. That is one of the problems of trying to develop 
what is a consumer point of view, what will lead to the maximizing 
of the standard of living in the country on a broad average basis. 

Senator Carenart. Of course, really what you want is lower ceiling 
prices. 

Dr. Carpet. Lower real prices, moving into people’s hands. 
Senator Carenart. That is what we would all like to see, and. 
course, is What we would have had if we had frozen prices on the day 
we went to war in Korea, instead of January 25. We would have 
the same ceiling prices. Many of them would have had to be ad 

justed up, some back, but that is what you would have had. 

Dr. Campneti. We believe, sir, in a fair and equitable return. This 
is a private-enterprise economy ; we believe in that. 

Senator Carenart. We did not do it, you see, and we permitted 
prices to go up and wages to go up, so you got up on this plateau 
You were down here, and now you are up here. Now it is a terrific 
problem to get back down, and I think only the law of supply and 
demand will bring you back down here. I do not think you can 
do it by legislation. You can help: you can keep it from going any 
higher, but it is pretty hard to get back here by legislation. If you 
are going to reduce a man’s prices, you have got to reduce his costs 
of doing business, and the primary cost is labor, and, of course, labor 
just will not stand still for reducing his labor. He will not volun- 
tarily do it. He will do it as he sees prices going down, and he wil! 
do it overa period of time. The thing goes down gradually. 

I think we have a good law, and I think we have stopped inflatio: 
in this country under the existing law. If there is no change made in 
it whatsoever, if they administer it wisely and honestly, even if you 
spent $200 billion, you would not get any material increase in prices. 

Now, there is a period where they can go up some, because farm 
products—some farm products have not reached parity, and they ea 
not control them until they do reach parity, so that is an area where 
you can get some increase in prices. I am frank to admit T can get 
increase in prices under the Capehart amendment as a result of cost 
increases prior to July 26, 1951, but I think it is very small. They 
were in here the other day and talked about $750 million, and it might 
interest you to know that during that same period they talked about 
$750 million that wages went up in the United States ‘about $16 bil- 
lion. I am not complaining about that, I am just giving it to you 
asa matter of record. Wages went up about $16 billion. 

Now, you understand there were many other price increases that 
were put into effect that did not come under the Capehart amend- 
ment, too, so the $750 million that they say was not all the increases 
that took place, those were the ones that they allowed under these indi 
vidual applications. 

That is all I have. 

Senator Frear. Have you any questions, Senator Schoeppel ? 

Senator Scnorrren. No, thank you. 

Senator Frear. We will be glad to put your statement in the record 
in its entirety. 
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- (The statement of Dr. Campbell follows :) 
= STATEMENT ON BEHALF OF THE NATIONAL ASSOCIATION OF CONSUMERS, PRESENTED 
ye BY PERSIA CAMPBELL, VICE CHAIRMAN 
lon Gentlemen, the National Association of Consumers supports the extension 
; of the Price Control Act freed of the crippling amendments introduced last 
ne 


summer, particularly the so-called Capehart, Herlong, and Butler-Hope amend- 
SIs ments. 

We With respect to the general question of extending price control: From the 
cousumer point of view this is a matter of urgent importance if the inflationary 
forces now operating in the economy are to be held in check. This does not 
imply that price control alone can handcuff these forces. We have consistently 
supported measures to expand productive capacity and a complex of controls, 
ln direct and indirect, including a “pay-as-you-go” program, income and credit con- 
trols, allocation of scarce resources and so on. 

Direct price control is an important part of this complex, particularly because 
it is direct and visible in its impact. It seems clear from the record that the 
“ceneral freeze” of January 1951 brought the speculative price rise of the 
his previous 6 months to a temporary halt, as happens when a traffic cop hoids 
up a speeding car. The action was easily recognizable, and restored some 
degree of confidence that the economy would be kept reasonably stable. This 


bed in itself helped to check the disastrous flight from the dollar which was re- 
aul flected in an average rise of basic raw material prices by 46 percent, of whole- 
ifie sale prices by 18 percent and even an 8 percent rise in consumer prices in the 
nd post-Korean period, before the freeze was instituted. The earlier attempt 
at voluntary control was obviously a failure. 
an During the past year, the price rise has been slowed down in most areas 
ny of the economy so that people’s confidence in reasonable stability has been 
‘ON maintained, sufficiently so at any rate to bring about a considerable increase 
oe in the rate of savings, which is in itself an anti-inilationary factor. It might 
ey be added here that the steadying effect of control would have been greater if 
WO! 


the OPS had proceeded more rapidly to dollar-and-cent ceilings at the community 
n- level. 
1] but the inflationary forces that people feared 18 months ago are now in 
act in operation—a Government deficit instead of a surplus, a large percentage 
production going into military supplies, increasing income without a corre- 
sponding flow of goods on to the civilian market, and so on. It would be folly 
to remove controls under such conditions even if we could reasonably anticipate 
n improving international situation. More so, therefore, in view of the uncer- 
nties ahead. Unless we maintain controls, every new crisis, small or great, 
| generate new fears and speculative activities of a kind which proved so 
disastrous to the dollar after the outbreak of the Korean incident. Indeed within 
tle more than a decade the dollar has deteriorated almost to a 50-cent piece. 
Pe If this deterioration is accelerated, it would hardly be surprising if the 
\merican people lost confidence in their financial institutions. The adverse 


J 
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rel ct of inflation on the defense program is obvious. The drive to increase 
st ne in order to maintain present consumption levels itself becomes an un- 
ey settling factor with families on relatively fixed incomes and the unorganized 
}\t roups left far behind in the case. We have not forgotten what happened to 
a es after OPA was abolished under “post-crisis” circumstances, against the 
cs resent advice of consumer groups. With so many wage contracts tied to the 
] nsumer price index, the inflationary force of rising prices becomes even 
Ov creater and the position of “unprotected” families worse. 
It is not enough to have a price-control law on the statute books. The law 
, ist be workable, administratively speaking, and generally “fair and equitable” 
¢ in its application not only to particular interests but also to the consuming 
(l- public, who find it hard to get a hearing in the clamor of the highly organized 
se croups now characteristic of our economy. This is the reason why the National 
\sseciation of Consumers urges the deletion from the new act of the major 


endments introduced last summer. 
rhe so-called Capehart amendment, which gives to individual manufacturers 
e right to a cost-plus ceiling has swamped the OPS with thousands of appli- 
tions—an unbearable load of work. And the principle itself is wrong. Our 
ivate enterprise economy has never guaranteed to the inefficient and efficient 
ike the right to a profit regardless of costs; it is indeed contrary to the nature 
A ff the private enterprise system, the merits of which we proudly proclaim. 
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The function of price is to sell goods. After overburdening the OPS with 
individual demands for Capehart ceilings, the automobile manufacturers ar 
now, I understand, generally pricing their products below the ceilings which 
the OPS was required, by the amendment, to establish, 

In the Herlong amendment we have an illustration of how inflationary forces 
ean be pyramided in a structure of prices. Supporting what are said to ly 
traditional percentage margins at the distributive level is inflationary in its 
effect, and provides no incentive to distributors to bring pressure downwards 
on invoice costs. If the fixing of margins is necessary as a price-control tech- 
nique, it should, under the circumstances of our economy, be on a broad dollar- 
and-cent basis. It is absurd to argue that marketing costs necessarily rise 
percentagewise with invoice prices—the illustration given in the President's 
message with respect to the passing on of excise taxes points up this absurdity 

The original act contained ample provision for insuring “fair and equitable” 
standards in establishing ceilings for the various industry and marketing groups. 
The so-called soft market in some retail areaas no doubt results in part from 
speculative inventories; but is it not also in part indicative of consumer re- 
sistance to the monopolistic principle of charging what the traffie will bear, under 
the guise of public controls, supported by private trade associations? We had 
experience of this in NRA days. Do businessmen who support the Herlong 
amendment really want to hold prices down? 

With respect to slaughtering quotas we support the argument of the OPS 
that they cannot properly establish and maintain ceilings on meat prices, now 
far above parity, or limit the operations of black markets, unless they are in 4 
position to enforce quotas. 

The National Association of Consumers is specially concerned about the high 
prices for food, which constitutes more than 30 percent of the workingman’s 
budget. We sympathize with the farmer’s claim for a fair return for his labor 
We urge maximum efficiency in the distribution and processing of foods, under 
competitive conditions, to reduce food costs. We believe the time has come for 
a reexamination of the basic ccncept of parity and the current price-support 
program, with a view to reassessing the factors involved in insuring a fair 
return to all productive agencies while bringing adequate supplies of nutritive 
foods within the reach of the masses of the people. 

We are concerned with the increased pressure from some quarters for amend- 
ments to the act requiring decontrol of prices in some areas or under certain 
circumstances. We are, generally speaking, opposed to decontrol by bits and 
patches—it does not take long before these cover a considerable part of. the 
fabric of control, destroying its basic design, as we found when OPA was forced 
to yield to postwar pressures for “gradual” decontrol—which consumers strongly 
opposed at the time. Definition as a basis of decontrol is administratively dif- 
ferent—a fur coat may be a “luxury” in one area and a “necessity” in another 
“Soft” prices may suddenly harden—and when are prices “soft”? Any time 
when they are below the post-Korean speculative peaks? There would be ar 
inevitable shift of resources from controlled to uncontrolled areas, from essential 
to unessential goods and services, as experience proved in the early days of 
World War IT. 

In conclusion may we urge the committee to keep in mind the basie purposs 
of price control, to help stabilize the economy in a period of emergency in a way 
that is fair and equitable not only to particular interests but to the consuming 
public and therefore promotional of the general welfare. 


Senator Frear. Do you have any further comments, Dr. Campbell? 

Dr. Camprett, No; I think it is all in here, sir. 

Senator Capemart. We are glad you came in. I have enjoyed your 
testimony very much. 

Senator Frear. I do not know whether the Senator from Indiana 
sold you yet on the Capehart amendment, or not, but I think we have | 
had an interesting conversation here. 

Dr. Camprett. Thank you, Senator. 

Senator Carenarr. Well, it is a matter of getting the facts and 
understanding. 

Senator Frear. The committee will stand in recess until 10 a. m. 
tomorrow. 

(Whereupon at 5:30 p. m., the committee recessed until 10 a. m.. 
Tuesday, March 11, 1952.) 
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TUESDAY, MARCH 11, 1952 


Unrrep Sratres SENATE, 
CoMMITTEE ON BANKING AND CURRENCY, 
Washington, dD, G, 


The committee met, pursuant to adjournment, at 10 a. m., in room 


301, Senate Office Buil ling, Senator Burnet R. Maybank (chairman) 


presiding. 

Present: Senators Maybank, Robertson, Sparkman, Frear, Benton, 
Moody, Capehart, Bricker, Ives, Schoeppel, and Dirksen. 

Also present: Senator Wiley and Representative Herlong. 

The Cuarrman. The meeting will come to order. 

Congressman Herlong, would you come forward and have a seat, 
sir. 

Will you proceed in your own way. 


STATEMENT OF A. S. HERLONG, JR., A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF FLORIDA 


Mr. Hertone. Mr. Chairman and members of the committee, I am 
here this morning to discuss processed citrus, which is the greatest 
part of the economy of the district which I represent. 

The CHatrrman. Have you copies of your statement. 

Mr. Hervone. Yes. 

I am here, as I said, to discuss the prices, the ceiling prices on pro- 
cessed citrus fruits. By “citrus,” we mean oranges, grapefruit, and 
tangerines. We are urging the decontrol of prices on processed c itrus. 
[ am speaking ag Florida Citrus Mutual and for different grocers’ 

organizations in Florida as well as the processors themselves. 

The prices to citrus growers and consumer purchase prices have 
declined substantially from the level prevailing during the period 
before the outbreak of the Korean war, and today are extremely 
low. As of January 14, 1952, the price of oranges was only 24 per- 
cent of parity. 

I can say your citrus growers in Florida this year, as last year, 
are really taking a beating. 

Grapefruit prices in January 1952 were only 31 percent of parity. 
The decline of grower prices was primarily the effect of increased 
orange crops and of the high degree of competition prevailing not 
only within the processed citrus industry but also within the whole 
field of processed fruit. In addition thereto was the unwillingness 
of processors and distributors to engage in processing and forward 
buying as usual. This tardiness can be in part traced to the fixed 
margins as set by OPS and losses incurred by many processors dur- 
ing the period from the spring of 1951 to and including 1952. 
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There is no short supply of either fresh or processed citrus. There 
is no foreseeable likelihood of any short supply. The Florida oranye 
crop increased from the 1940-49 period of 46,070,000 boxes to 5+ 
500,000 boxes in 1949-50; in 1950-51, 67,300,000 boxes; and the 1951 
52 estimate is an increase of 74,500,000 boxes. The present estimate 
over-all citrus production this year is estimated at more than 11), 
000.000 boxes, practically a 20-percent increase over last year. In 
addition to this, new groves with very slight production are coming 
into bearing and will produce increased yields, so production in the 
future will be even greater in the absence of some terrifle calamity 
and, of course, if such should occur, price ceilings should be restore: ! 

Dealing for a moment with processed fruits, the stocks of frozen 
orange concentrate as reported by the USDA as of December 31, 1949, 
were 1,732,000 gallons; as of December 31, 1950, were 6,001,000 gallons: 
and as of December 31, 1951, were 9,920,000 gallons. Canners’ stoc ks 
of canned citrus juives, primarily orange juice, were as follows: Janu- 
ary 1, 1950, 5,273,000 cases; January 1, 1951, 8,829,000 Cases ; January 
1, 1952, 10,599,000 cases. Thus you can see that there is absolute]; 
no possible forseeable short supply. 

However, the psychological effect of price ceilings does have an 
effect on the purchases made by those who usually purchase and store. 
By reason of the increased production now and the future increased 
production, we feel it.is not necessary or advisable to have controls 
on a product which has a high surplus and that citrus fruits should 
be decontrolled and adequate provision for this placed in the bill. 
There should be no price regulations unless there is a definite admin- 
istration determination in advance that the product is likely to beconie 
in short supply or that the price to the producer has reached parity. 

The CHatrrman. Now you are talking about processed goods? 

Mr. Herwone. Yes, sir. 

The Cuatrman. How would procesed goods be in keeping with what 
they are selling for now? Oranges, I understand, are 24 percent of 
parity and grapefruit 30 percent of parity because they have no orders 
on the fruit itself; but what about the processors? 

Mr. Hertone. The price the processors pay to the growers is deter- 
mined by what they can get for the processed product. Everybody 
knows in the industry wh: at it is. 

The Cuarmman. In other words, if they pay 24 percent of ‘parity for 
oranges, that processed fruit is lower than if they were paying 50 per 
cent of parity; is that right? 

Mr. Hertonea. Yes, sir. 

The CHatrman. How does OPS control that? What is the ceiling 
on it now? 

Mr. Hertone. On processed oranges, under the ceiling they have 
set, a lot of these processors are losing money today even paying these 
prices because they are not up to the ceiling. 

The Cuamman. I know, but there is a hardship clause in the bill. 
It appears to me—I am, totally ignorant on this except for conversa 
tions that I had with you, when you said you would come here—they 

cannot, under the law, have processors with a ceiling that would make 
them lose money when the ‘y are only paying 24 percent of parity for 
the raw material. 

Mr. Hertone. What I am interested in primarily is not the processo1 
himself but in the citrus grower. The man has got to have a margi! 
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so we can pay the citrus grower a higher price before the grower can 
benefit from it. 

The Cuairman. The law says he must have a fair and equitable 
margin. 
Mr. Hertone. You see, citrus prices have been steadily declining 
since Korea. If we got the pre-Korean level for citrus, we would be 
I, in pretty good shape. We would get along all right. It would cost 
you about 50 to 60 cents a box to produce a box of oranges. ‘The 
vrowers are being offered 30 to 35 cents a box for it. 
sig ~ The Cuairman. Why is that? Large production ? 
v4? Mr. Hertone. Large production; yes, sir; and the fact that the 
d anners and processors are not buying because they have these large 
stocks on hand which they cannot get rid of. They are taking cuts 


) on that stuff now. 
= The Cuairman. The dry-goods people told me this morning that 
e is their trouble, they are t: aking losses; and the farmers are going to 
my suffer. : 7 : 
. Senator Frear. What effect does price control have ? 
Mr. Hervona. Well, we do not want any ceiling on anything that 
; is selling so low at this time, because we hope to average out a little 
% later or in the season, if possible, when the crops come in. 
. Senator Frear. Do you think, if the ceiling were removed, the pro- 
* ducer would get more for his oranges now ¢ ; 
, Mr. Hertonc. Not today he would not; no, sir; but we are looking 
to the future. ; 
Senator Frear. Would it be the removal of controls that would 
increase his prices, or perhaps the reduction in quantity 4 

x Mr. Hervone. We e do not want to be hide-bound by any ceiling 
which reflects to the grower a lower than parity price. 

Senator Frear. But does the Office of Price Stabilization now pre- 
vent the producer from getting more for his oranges or grapefruit 
e | than he is now getting / 


Mr. Hertone. Not right today, it does not, because the price is be- 
low ceiling. Lam looking to the future, Senator. 
— Senator Frear. I assume that is the producer’s price, oranges 24 
, percent of parity, and grapefruit, 31 percent / 
Mr. Hervone. Yes, sir. 
Senator Frear. Just suppose that oranges were 75 percent of parity 
and grapefruit was the same, would they then be above the now 
stipulated ceiling price ? 

Mr. Hertona. Yes, sir; that is exactly right, sin 

Senator Dirksen. Mr. Herlong, how long has citrus been under a 
price ceiling ? 

Mr. Hertone. All processed foods are under ceilings. Of course, 
fresh citrus fruit is not under ceiling. 

Senator Dirksen. It is below the price ceiling ? 

Mr. Hervone. It has been below the price ceiling ever since there 
has been one, all the time. 

Senator Frear. Are there any other questions ¢ 

Senator Dirksen. One other question. 

I suppose only a weather condition in the Citrus Belt might operate 
to develop a highly short crop? 

Mr. Hertone. A hurricane or freeze or something like that could 
be nature’s prorate to take care of it, but in those instances, of course, 
some individuals are always hurt worse than others. 
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You see, here is the proposition. Here is what we are trying to work 
toward, Senator. We want our growers to get a fair return for thei; 
product that they produce. If you put a speed limit on an automobile 
of 60 miles an hour and tell a man, he can average 60 miles an hour, 
when you put a governor on his car so he cannot ever go over 60, he is 
not going to average 60 in traffice—you know that—and that is just 
the position that we are in. We are way below now. Our Valencia 
market later in the season usually goes a little above. We do not 
want to stifle our Valencia production when it comes in. 

Senator Frear. I know you might not like to talk about California 
or Arizona, but does this same condition prevail in those localities 
also? 

Mr. Hertone. They are getting a better price for their fresh fruits. 
People buy fruit a lot of times by what it looks like on the outside. 
The interior quality is what we think is better about ours. 

I can say this, that there is very little processed California citrus 
juice, because they do not have the juice content, and the solids can- 
not be made up into as efficient a product as the Florida fruit. 

Senator Frear. How about Texas? 

Mr. Hertona. Texas is just about out of the citrus business because 
of the freeze last year and the year before. 

Senator Frear. Senator Sparkman ? 

Senator SparkMAN. I have no questions. 

Senator Bricker. Did that kill the trees? 

Mr. Hertona. In quite a number of instances it killed the trees out 
there, and they will be 10 years coming back. They had mostly 
grapefruit. 

Senator Bricker. I know a lot of people throughout the country 
wonder what you look like. 1 attended a meeting in Columbus yes- 
terday, and everybody wanted to know about the Capehart and Her- 
long amendment, “who are these guys, anyway?” You got Nation- 
wide publicity on the Herlong amendment. 

Mr. Hervonea. I appreciate the fact that the committee went along 
with it in conference. 

Senator Dirksen. In view of the Congressman’s testimony and the 
testimony we had yesterday on turkeys, chickens, ducks, and eggs, | 
wonder if it would not be well now to obtain for the record from 
OPS data along the following lines: First, a list of the standard food 
items, like shortening, lard, eggs, turkeys, chickens, ducks, bacon, 
beef, pork, lamb, bread, all the things that go into the market basket, 
and find out what the March 1 price was and what the ceiling is so 
that we can tell specifically which ones are under the ceiling at the 
present time. 

The CuairMan. Without objection, that will be done. 

Senator Dirksen. That would be the first list, Mr. Chairman. I 
think the second list ought to embrace clothing and apparel, broken 
down as between men, women, and children, including shoes. 

The third list, I think, ought to include furniture. 

Senator Sparkman. Did not Governor Arnall give us that in his 
supplementary statement ? 

Senator Dirksen. Yes; but I could not tell from the charts what 
the specific items were except as they were read into the testimony. 

Senator SparkMAn. There was an exhibit to his testimony that 
listed them individually. (See p. 155.) 
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The Cuairman. You did not want to ask the Congressman any 
more questions, did you? 

Senator Dirksen. No. 

The fourth list, Mr. Chairman, would be fuel: that would include 
eoal, oil, gas, and so forth. I would like to see a list. to partic uls irize, 
so we can see very definitely what commodities are reas soni ibly stable 
and, though most nearly affect the average wage earner’s poc ketbook, 
are below ceiling, how long, and how far below ceiling. 

Senator SparkMAN. Mr. Chairman, I would like to suggest that, 
of course, I have no objection. I wish you would look at that exhibit 
that he presented with his testimony. You perhaps heen’ it. 
because it took every item that goes into the consumer’s market basket. 

Senator Dirksen. Then it would not be ve ry difficult 

Senator SparkKMAN. While it did not give each single item, where 
it stood, it gave it blocks of percentages. 

Senator Dirksen. Well, that is just the trouble. Iam not interested 
in percentages. I am interested in what you,lay on the counter when 
you go by the cash register for a loaf of bre ad or for a pound of bacon. 

Senator SparkMAN. I think it may answer what you want. Cer- 
tainly I think it would be a good thing for us to have that information. 

Mr. Henry P. Taylor, National Canners Association. While the 
chairman is talking on the phone, Mr. Taylor, will you come around 
and be seated. 

The Cnatrman. Mr. Taylor, we will make your statement complete 
in the record, and the committee determined yesterday, since we have 
nine witnesses to hear each day, that we would limit it to 1/ ceo for 
any witness. Yesterday we had eight, and got through at 5:30 last 


night, so we have to limit it, unfortunately. 


STATEMENT OF HENRY P. TAYLOR ON BEHALF OF THE NATIONAL 
CANNERS ASSOCIATION 


Mr. Tayrtor. Mr. Chairman, I think T can cover im in 15 minutes. 

The Cuatrman. We appreciate it if you will, s 

Will you proceed in your own way? 

Mr. Taytor. My name is Henry P. Taylor. I am president of 
Taylor, Inc., vegetable canners, in Walkerton, Va., and a past presi 
dent of the N fational Canners Association. 

The 48-State distribution of its members who pack over 640 million 
eases of canned foods, valued at over SZ billion, is detailed In our 
formal statement, which I want briefly to high light for you by using 
some charts. 

These cold facts you will see make inevitable the conviction that 
price controls on canned foods are unnecessary, that they currently 
serve no useful end in combating inflation, that the foreseeable future 
ndicates no justification for their continued existence, and that they 

»a burden and restraint on production of the canning industry 

thout reason or purpose, 

Last January, at the Canners’ Convention, our basic approach was 

forth in these words: 

Our economic system and national strength are based on the tenet that 

undant goods can best be produced and sold at fair prices in a free economy. 
Only where unavoidable restraints upon production cause shortages in supply 


there be temporary justifieation for the artificial burdensome and inevitably 
equitable and complicated system of Government price controls, 
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The canning industry is convinced that the Office of Price Stabilization should 
immediately promulgate regulations providing for suspension of price control 
on any products in ample supply where the prevailing price is exerting no infla- 
tionary pressure. 

Most canned foods are in this position. Standards for suspension of controls 
should be specifically clear, direct, and automatically operative. Their effective 
use must be based on economic fact rather than upon administrative predilec- 
tion, so as to permit appropriate congressional review and any necessary legis- 
lative revision. 

These views, based upon the facts I am going to summarize, should 
lead this committee to provide for the suspension of price controls 
where, as in the canning industry, they are not needed for the purpose 
for which they were authorized. 

The Cuarrman. Just a moment. Senator Wiley is here. The Sena- 
tor had expected to be here this morning, but because of some im- 
portant matters that he is concerned with in Wisconsin he will have 
to leave for hearings on foreign relations. I just want to state my 
position in support of the statement of the National Canners Associa- 
tion. 

Senator Wirey. Thank you, Mr. Chairman. 

The CnHarrman. You may proceed, Mr. Taylor. 

Mr. Taytor. We believe the staff of the Office of Price Stabilization 
is conscientious, hard-working, and able, but we also believe that no 
Government agency, no matter how conscientious, hard-working, and 
ably staffed it may be, can ever hope to reproduce the flexibility and 
self-adjusting characteristics of a free market. No controls are even 
a moderately adequate substitute for the forces of supply and demand 
in a free economy. 

As illustrated in our statement, under price controls, current distor- 
tions are frozen into the price structure. Shifts from product to prod- 
uct are stopped, and confusion results. Correction by normal com- 
petitive means is prevented, and correction by Government agency 
seems a mirage which recedes as we approach it. 

Let us look now at the facts. The productive capacity of the can- 
ning industry is so great that it is fully equal to the demands cur 

rently being made on it. No one can challenge that the operation of 
the forces of supply and demand in the canning industry are currently 
more effective in combating inflation than are price controls. The sup- 
ply-and-demand picture for canned fruits and vegetables can be vivid- 
ly and quickly seen from my first chart. The first one shows the pro- 
duction for three periods, 1943 to 1945, 1948 to 1950, and for the year 
1951. 

You can quickly see that following World War II, civilian supplies 
of fruits and vegetables were rastly i increased over those previously 
available. For 1951, the supplies were greater than in the pre-Korean 
period after allowing for government requisition. 

I might add that as this committee probably knows the war period 
production exceeded the pre-war 1935-39 production on all of the 
major vegetables, such as corn, peas, tomatoes, and beans. 

Senator Bricker. Have you a figure as to whether or not that has 
more than kept up with the ine reased population from the 1948 period 
to 1951? 

Mr. 'Taytor. I think it has, sir. The increase from the 1948 to 1950 
average to 1951 I think is 20 percent. 
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CHART 1 


PRODUCTION - CANNED FRUITS AND VEGETABLES 
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During and following World War IT, the industry was modernized, 
its plants enlarged, and increased capacity developed and utilized. 


SOURCE: Wetienal Canners Assn 


The results of all this are seen on the second chart, showing the stocks 
of canned foods both in canners’ and distributors’ hands. You will 
see that for 1952, these are higher than any previous year. ‘The can- 
ners’ stocks-—— 

Senator Bricker. It was the Army buying in 1951 that brought 
them down, I suppose ¢- 

Mr. Taytor. No, I do not think so. They were the stocks on hand. 

The canners’ stocks are the highest that they have ever been. The 
distributors’ stocks were lower only in two previous years. This 
demonstrates forcefully that distributors have complete confidence 
in supplies both for the present and the future. 

The committee, of course, knows that fruits and vegetables are sea- 
sonally canned, and therefore as of the end of the calendar year is 
the best time to get an adequate guide to the supply situation, 

The previous chart showed the Government’s requirements for 1951, 
the quartermaster report that their requirements for 1952 will be 
approximately 50 percent of what they were for 1951. 

Senator Bricker. Is that because of the inventory / 

Mr. Taytor. I think it is because they overbought in 1951. 

Senator Bricker. That is what I mean, they have them in storage. 

Mr. Taytor. My next chart will startle the committee. It shows 
the 1951 actual production of processing vegetables, and the 1952 
goal the Department of Agriculture has recommended. You will 
quickly see that the Department of Agriculture has recommended a 
15-percent reduction in the processing tonnage. 

Senator Bricker. Why was that? 
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CHART 2 


JANUARY | STOCKS - CANNED FRUITS AND VEGETABLES 
1947 TO 1952 
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Mr. Taytor. Because they think the supplies are too large right 
now. They think that if we produce as much this year as we did 
last year, there will be burdensome supplies. There is no other 
explanation. 
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Senator Bricker. We are not back to the pig-killing business, are 
we ¢ 

Mr. Taytor. This really means that we just do not plant this much 
this year as we did last year. The recommendations are not really 
to canners, but are to lanaues who plant these processing veget: bles. 

Does that answer your question, sir? 

Senator Bricker. Yes. 

Mr. Taytor. I ask you to keep this chart in mind when we look 
at the price situation. The plain fact is that while OPS, one Goy- 
ernment agency, is asking for tighter price controls, presumably be- 
cause of scarcity and inflationary pressure, the Department of Agri- 
culture asks thi€ reduction in processing tonnage. 

Senator Scnorrret. What will that do to the price ? 

Mr. Tayvor. I do not think it will run prices up too much. Of 
course, your guess is as good as mine, sir; I am no prophet. 

Senator Scuorrret. Would that run up the price, in view of the 
heavy inventory situation that presently exists in your industry é 

Mr. Tayxor. I do not think so. There is a lag usually in price 
following changes in supply situation, and prices, as | am going to 
show, are low. 

Senator Scnorpret. What would be a reasonable amount of lag in 
time on that ¢ 

Mr. Tayvor. It is a little hard to say, sir, because you grow in a 
period of a few weeks a whole year’s supply, and you cannot make 
an adjustment in supply until the following year. I would say the 
lag is much longer than for other things, for the usual goods of 
industry. 

Senator Bricker. It looks like the poor consumer does not get much 
of a break. 

Mr. Taynor. Oh, the consumer has all the canned goods he wants. 

Senator Bricker. But the price might go down to the consumer, 
and that would be a terrible thing in this whole picture, would 3 
not ¢ 

Mr. Tayror. If it went down to the point where we lost money, 
I suspect we would think it is a terrible thing for us. 

Senator Bricker. If it goes down to where you lose money, your 
costs will go down, too. Will not the supply eo down to the producer 
the same as it does from the consumer to you ¢ 

Mr. Taytor. Generally speaking. canned fruits and vegetables are 
bought by contract where the price is fixed prior to the canning season, 
and before the sup ply situation is established. 

Senator Bricker. There might be a temporary period in there dur- 
ing which the ordinary rules of supply and demand will not work, 
but it seems to me you are holding up the price in two respects: you 
are holding it up to the producer, and you are holding it up to the 
consumer, so that the middleman makes a profit. Is that the situation ? 

Mr. Tayxtor. Does not the OPS take care of the middleman, and 
the margins he is allowed to charge ¢ 

Senator Bricker. I do not know who it takes care of, T have often 
wondered, but this is pretty clear evidence here that the consumer 
interest is not the paramount interest. 

Mr. Taytor. Sir, I do not think that there is any danger of this 
reducing supplies to where the consumer will not be able to get what 
she wants at fair prices. 

96315—52—pt. 1——24 
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Senator Bricker. What kind of prices? 

Mr. Taytor. Fair prsces. 

Senator Bricker. Fair prices made wherever the particular party 
figures it ought to be. 

Mr. Taytor. Have you heard the definition of fair price, that it is 
the price agreed upon between a buyer who is able, willing and ready, 
but not obliged to buy, and the seller ? 

Senator Bricker. But there are a lot of rules that have interfered 
with the free operation on the market price under that rule. 

Mr. Taytor. That is quite true. 

The CuHarrman. Go ahead, sir. 

Mr. Taytor. Sir, these questions are taking my time. * 

Senator Dirksen. One question, Mr. Taylor: : Last year the Secre- 
tary of Agriculture testified before this committee in behalf of the 
Defense Production Act with the controls in it. In other words, he 
favored it. 

Now, one may reasonably assume that the Secretary of Agriculture, 
as a responsible official, serving agriculture and commodities in the 
country, would want to keep some equilibrium between supply and 
demand of all types of commodities, so that there would be fair treat- 
ment to the consumer, the processor, the producer, and everybody 
else. 

Now, that same bepartment of Agriculture, over which he presides, 
comes along now and says to you folks, the canners, that for 1952 
you will substanti: lly reduce—well, he will say to the producer, re- 
duce production, as indicated by one of the charts. 

Now, it would be a fair assumption that the Secretary of Agricul- 
ture could not anticipate on the basis of 1952 supply that that would 
develop an inflationary tendency in the country. Would you not say 
that is a fair assumption, Mr. Taylor? 

Mr. Tayuor. I would say that is an excellent statement, sir. 

Senator Frear. By the same token, would you not also think if 
production amounted to in excess of these charts that you have shown 
us here by these many million cases it might also be deflationary ¢ 

Mr. Taywior. It might be deflationary ; yes, sir. 

The Cuarrman. Now, you know you have been reading this state- 
ment. You have been on 20 minutes, 10 minutes taken up with ques- 
tions. These statements were submitted to the members of the com- 
mittee last night. Senator Capehart, for instance, is talking about 
something later on in your statement. If you can bring out the points 
you want to make, it will be more beneficial to you. 

Mr. Taytor. Sir, I read this in 14 minutes yesterday. 

The Crairman. I am not questioning how long it takes to read it, 
but you are reading the Senators something they have already read. 
You might want to bring out some particular points. That is what 
I was suggesting. 

Senator Carenarr. Let us see if we could summarize your position. 
Your position is that canned goods are selling, at wholesale, below 
ceiling, anywhere from wh: at—5 to 45 percent ? 

Mr. Tayvor. I do not have the figure for 45 percent. Thirty-two 
percent of the volume of canned fruits and vegetables are selling at 
10 percent and more below ceilings. 

Senator Carenart. In other words, your position is that all canned 
goods are selling below ceiling. 
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Mr. Tayvor. Eighty-three percent of them are. 

Senator Carenarr. Eighty-three percent of them are selling below 

eiling, and the inventories in the hands of the packers and the dis- 
tributors is the greatest in the history of this Nation. 

Mr. Tayvor. That is right, sir. 

Senator Carenarr. And you are having trouble selling canned 
goods today; that is, the market is soft. 

Mr. Taytor. That is right. 

Senator Cargeuart. Therefore, canned goods ought to be decon- 
trolled, or they ought to be at least suspended from control. 

Mr. Taytor. That is right, sir. That is my position. 

Senator Carenarr. You are maintaining that as a result of the soft- 
ness in the canned-goods industry, and the fact that prices are going 
down, you are having trouble selling. That there will be less produc- 
tion in 1952 than there was in 1951. 

Mr. Tayior. I would answer it in this way, that the response of the 

canning industry for increased supplies has been so remarkable that 
the Secretary of Agriculture now asks us to call a halt and to reduce 
the supplies of some items, not all items. 

Senator Carenarr. In other words, the Secretary of Agriculture, 
that is a governmental agency, has asked you to reduce production. 

Mr. Taytor. Yes; they have asked the farmers to reduce production. 

Senator Carruarr. That is the same thing, because unless the 
farmer produces it, you of course cannot can it. In other words, the 
Secretary of Agriculture has asked the farmers to reduce their plant- 
ings of those things which you gentlemen can. 

Mr. Taytor. That is right, sir. 

Senator Carrnarr. Because the Secretary of Agriculture realizes 
that there is an oversupply, an oversupply of canned goods, as a result 
of the huge inventories in the hands of the packers themselves, and 
the distributors. 

Mr. Tayior. That is right, sir. 

Senator Carenarr. Therefore you feel that canned goods, at the 
moment, under existing conditions, ought to be suspended from con- 
trols, or decontrolled. 

Mr. Taytor. That is right, sir. 

Senator Carenarr. Now, that is your entire story; is it not ¢ 

Mr. Taytor. I would like to show you something about prices. 

The Crarrman. We have read your statement, and if you would 
tuake your main points—— 

Senator Carruarr. I was trying to get a clear picture here for 
everybody as to your position, ‘because I have read your statement. 
We of course in Indiana are one of the big canning States, and I have 
been talking with the people out there, and I think I have a fairly 
good picture of your problem. ‘There is not any question, but — ut 
the facts indicate that your industry ought to be decontrolled, or at 
least controls ought to be suspended. 

Mr. Taytor. That is what we are asking. 

Senator Carenarr. I think the best proof of that is the fact that 
the Agriculture Department itself are recommending a reduction in 
the acreage of those things that you can. I think that is your whole 
picture, I think that is your whole story, I think those are the facts. 
I think this committee has got to make up its mind, and the Govern- 
ment has got to make up its mind whether under existing conditions, 
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such as these, they do want to suspend or decontrol. It would seem to 
me if you cannot suspend or decontrol under the sort of conditions that 
actually exist in the canning industry, then we will never be able to 
decontrol or suspend. I do not think there is a clearer picture of the 
facts, or the facts are any more clear for the need of suspension or 
decontrol than they are in this industry at the moment. 

Senator Rorerrson. The witness has presented a fine statement, 
which most of the members present are familiar with. It will go in 
the record, and I hope all members will read it, but I believe it would 
be helpful if Mr. Taylor would Jeave his manuscript and just turn to 
those charts and briefly state what they indicate so the reporter can 
get it down. 

I believe the price of canned goods has never been up to the maxi- 
mun ceiling since we have had OPS. 

Mr. Tayror. That is true, sir. 

Senator Ropertson. And they are now very much below the ceiling 
price. 

The supply so exceeds the market that the ee of Agri- 
culture is actually urging you to can less this yea 

Mr. Tayror. That is right, sir. 

Senator Ropertson. You have applied to OPS to be relieved of the 
very burdensome paper work incident to price controls, but they have 
not seen fit to do it. 

Mr. Taytor. That is right, sir. 

Senator Roserrson. And you want us to put a formula in this which 
will compel action or decontrol where the facts so clearly indicate 
that there is no necessity for it, that it serves no good purpose in con- 
nection with inflation control, and is an unnecessary burden upon the 
manufacturers and processors. 

Mr. Tayior. That is right, sir. The canning industry wishes to 
go on record as believing ‘that the best interests of the country will 
be served if the Congress itself writes the formula for the suspension 

of price controls. 

Senator Ronerrson. How do you find the market now for your black 
eved peas? 

Mr. Tayior. That is not a fair question, because I might answer 
that that we pack such good black eyed peas we have no trouble in 
selling them. 

Senator Rozsertrson. I thought that was the situation. 

Senator Bricker. What is this 17 percent above ceiling ? 

Mr. TayLor. Seventeen percent is selling at ceiling. There is noth- 
ing I know of that is selling above ceiling: 83 percent is selling below 
ceiling. We have a chart which will show that. 

Senator Roperrson. Mr. Taylor, I have a customer from South 
Carolina looking for good black eyed peas. Would you mind indi- 
cating the brand so he will know where to buy them. 

Mr. Tayior. York River brand, sir. 

Senator Rorerrson. York River is one of our great streams, the 
higgest one was named for King James, and the next was named for 
the Duke of York. They are very historic streams, and that is where 
the markets were first started, down Letween the James and the York. 

Senator Bricker. With black eved peas. 

Senator Frear. I have no objection to advertising York River black- 
eyed peas, providing we are going to advertise a few Delaware 
products. 
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The CuatrmMan. We had better get on with the hearing. We have 
eight witnesses. 

Senator Scuorrren. Mr, Taylor, from what I have heard up to now 
it kind of looks this way to me, and 1 want you to tell me where I am 
wrong: ‘The Department of Agriculture comes in and indicates they 
want to hold down production. Now, that tends to hold up prices. 
Then they come in before us and say thay need price controls to hold 
prices down. In that kind of a picture, where are we going! I am 
going to listen to you, what you have to say about your charts. 

Senator Carenarr. Mr. Chairman, will you have somebody tele- 
phone the Department of Agriculture, and see exactly how much the y 
are asking the farmers of the United States to reduce production of 
those things that are canned, so we can vet it into the record along 
with Mr. Taylor’ s testimony ¢ 

The Caiman. The clerk will phone the Agriculture Department. 
Of course the Agriculture Department has not testified here. 

Go ahead, Mr. ‘Taylor. 

Mr. ‘Tayior. This is the cost of living index. This is the index of 
the prices of all foods, and this is the index of the prices of canned 
fruits and vegetables. 
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Senator Rornerrson. Give the figures. The top goes to what ? 

Mr. Taytor. Somewhere a little over 230. 

Senator Ropertson. That is all ee 

The cost of living index goes up to what / 

Mr. Taytor. One hundred and eighty-nine. 

Senator Rornerrson. And the price of canned fruits and vegetables ? 
Mr. Tayior. One hundred and sixty-three, I think it is, sir. 
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These are not actual prices, they are indications of price trends and 
price levels. 

For instance, the cost of living represents a tremendous number of 
dollars spent by consumers. All foods represent about 34 percent ot 
the cost of living, which, you see, is a much smaller number of dollars, 
whereas the prices of canned fruits and vegetables only represent » 
percent of the total cost of living, so they represent a very small num 
ber of dollars as compared to these others. 

You see, I do not want you to get the impression that this show: 
the number of dollars spent. 

There is one other chart. 

I would like to point out that while the cost of living has been rising. 
and all foods have been rising, from June through November 1951, the 
index for the prices of canned fruits and vegetables fell. 
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This chart shows that canners’ selling prices, Sd percent of the vol 
ume of canned fruits and vegetables are selling below ceiling, only 17 
percent selling at ceiling. When you analyze ‘It, 25 percent ‘sell fron 
1 to 5 percent below, 26 percent from 6 to 10 percent below, and this 
very large percentage of 32 percent is selling at more than 10 percent 
below ceiling prices. 

Senator Bricker. What. products make up the 17 percent, largely / 
That is what I asked a while ago. 

Mr. 'TAyLor. Some items of corn, peas and apric ots 

Senator Scuorrret. Mr. Taylor, can you give some indication about 
how long a period of time 25 percent have been from 1 to 5 percent 
below, and 26 percent from 6 to 10 percent below, and about what 
period of time ¢ 
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Mr. Taytor. You might say that is the situation today. It is based 
on a summary made within the past weeks, and inc luded in the data 
of this are reports from canners in 28 States who represent approxi- 
mately two-thirds of the volume of all fruits and vegetables packed 
in the United States. 

Senator ScHorrPet. Would this be a fair statement to make, namely, 
when you take your percentages of 1 to 5 below, 6 to 10 percent below, 
and more than 10 percent, it would average out for a period of more 
than 6 months below. 

Mr. Taytor. They began falling last summer. 

This is not the result, gentlemen, this shows that the low prices are 
not the result of OPS, but of the supply situation which we have 
shown. We have shown that the production has been the greatest 
ever known, and that supplies as of the first of this year are the great- 
est ever known, and that is a clear situation that this is a result of 
supply and demand, and not the result of OPS 

We can show this in a different way. This is translated in terms 
of the housewife, and I know you are very much interested in the 
housewife. 

These are advertisements from a number of different retailers scat- 
tered over the United States, and they show a comparison between 
prices this year and prices a year ago. ‘All of the prices in these, retail 
prices, all of the prices in these ads are less than they were a year ago. 
Not all are prices of canned foods, but a number of them are prices 
of canned foods. 

That ought to be an indication that the prices of canned foods 
are not exerting any inflationary pressure at this time. 

The CratrMan. Are there any questions, gentlemen ‘ 

Senator Frear. I think Mr. Taylor will certainly re: adily admit that 
food is a necessary part of our living, and that the canners perform 
a function that is necessary to preserve that food fans the time it is 
produced until the consumers can take it. 

Has the canner ever been in a position where he was unable, over 
any great length of time, to have a margin of profit that you would 

say would be fair and equitable ? 

Mr. Taytor. Well, now, I cannot spe “ak for the industry, sir. 

Senator Frear. I thought you were representing the industry ? 

Mr. Taytor. The canners usually—once in a while we will have a 
good profit that tends to make up for losses. You see, they cannot 

predict, when they start, what their volume will be on anything, 
coals it de ‘pe nds on the weather. The volume affects cost. It also 
affects volume of income, and they are more liable to loss than are 
any other industries. 

At the same time, it is possible at times for them to make quite a 
good profit, but does not necessarily mean a high price. It might 
simply mean a large volume. 

Senator Frear. I think I underst: ae that, but what I am leading 
up to is with this excessive amount, or apparently excessive amount 
of canned goods in storage, and miler production is curtailed, will 
not the producer er demand of the canner to take his ¢ rop, and say you 
have been taking my crop for several years, where am I going to put 
it? You therefore may be in a position to suffer a greater loss than 
if that production might have been curtailed ¢ 
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Mr. Taytor. That is quite true. In other words, it is generally the 
practice of the canners to agree to take all of the vegetables produced 
on a certain acreage, and of course in a very favorable season that 
might be quite high, it might be large production, and very low prices 
on which the canner would have a loss. 

Senator Frear. I can understand you have to be flexible, you may 
have half what you anticipate, or twice as much as you anticipate 
at the beginning of any production season. 

Mr. Tayvor. That is quite true. 

Senator Ronerrson. 1 would like to call attention to the fact, Mr. 
Chairman, that the grower of apples cannot regulate what his crop 
is going to be, and if the market does not take fresh fruit the ‘y try to 
save it by canning sliced apples and applesauce. When the apples 
went to the canners and processors last fall they took a big loss on 
them. 

Mr. ‘Taytor. That is quite true. 

The CuarrmMan. Are there any further questions, gentlemen / 

Senator Dirksen. One question, Mr. Chairman: Does the industry 
take a position on the reduced goal in 1952, the cut of 1,100,000 tons 
in the production of vegetables? You do not have to answer if you 
do not want to. 

Mr. ‘Taynor. 1 would say that the industry has not taken any 
position. Of course, individual eanners will undoubtedly. I think 
individual canners would be quite glad to see the reduction go into 
effect, but you know they are funny people, I doubt if they do. 

Senator Carrmarr. The hypocrisy of this business of one depart- 
ment of the Government encouraging the farmers to raise less, and 
then another ——_ nt yelling that the consumers of America are 
being gouged by higher prices is wonderful is it not? It is just 
propaganda sa aaa of the worst sort. If it is true, and we are 
willing to take your word for it at the moment, that the Department 
of Agriculture is asking the farmers to grow less, you will have less, 
and therefore the consumer’s price is going to be more, and vice versa. 

Mr. ‘Taytor. May I say this, Senator Capehart, that the supply 
varies in the different items, and that where there is a short supp ly of 
one, and the price goes up, there may be abundant supplies of others, 
with the price down, and that these items are capable of being sub 
stituted one for another, and that the housewife almost always has 
the option of buying the lower-priced items. 

Senator Carrnarr. Your position is that the packers have the 
largest inventory in their history, the distributors have the largest 
inventory; 1951 was, 1 believe, your chart showed, the greatest in 
production in the history of this Nation as far as canned goods are 
aa All your prices, practically all prices are, your chart 
shows, below OPS ceilings, and that the Agriculture Department has 
recommended that the farmers grow less of those things that you can. 

Now, under those conditions, if they are all facts—and I am willing 
to accept them as facts at the moment—I think they are—then cer- 
tainly your industry ought to be suspended from controls, or it ought 
to be decontrolled. 

Mr. Taytor. We think so, sir. 

Senator Carenarr. I think that is your whole story, I think that is 
the picture, and I do not know how it can be explained any: more clearly 
than in the way you have done it. 
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Senator Roserrson. Mr. Chairman, I would like to call attention to 
the fact that ever since we have had suppert for hogs, the Department 
of Agriculture has attempted to advise producers of prospective avail 
able markets. On support items, like cotton, and tobacco, when the 
prospective market falls off, they put an arbitrary reduction program 
into effect. They reduce allotments. There is no support price for 
these vegetables, but the Department feels that farmers whose princi- 
pal income comes from produci ing items that go into canned vegetables 
should know about the accumulation of inventories, and the prospects 
for very low prices which might be ruinous to a lot of farmers. 

I would not think it made too much difference to the canner. He 
would just have to keep cutting the price to the farmer if he cannot 
sel] it at a given price. 

Mr. 'Taytor. I would like to make one point, sir, and I can do 
briefly. 

I pointed out the fact that the supplies of various items vary con- 
siderably, and a canner will take a loss on one price where he is making 
a profit on another. 

I want to point out that price controls straitjacket the canner. It 
makes it impossible for him to make a profit here. In other words, he 
is frozen to his low prices, and if the things that he is making a profit 
on marketwise, start falling down to where he makes a loss on them, 
it is impossible for him to recoup on some other items. If that is a 
result of price controls being imposed, where the supply situation and 
the price situation does not warrant them, it straitjackets the canne1 
with no benefit to the economy at all. 

The Craiman. We thank you very much for your statement. 

Senator Bricker. What is your best estimate on the cost to the car 
ners of making these reports to OPS? 

Mr. Tayior. Well, I . a little canner, I have just one man in my 
office keeping my books, but I would say—I do not know, it is —_ 
much of a burden. I was trying to say it would take fully half our tin 
for all Government reports. As to these, I would say the Vv come on ra 
of an industry that is already up to its neck in bookkeeping. 

Senator Bricker. You say half their time is taken up in making 
Government reports of some kind. 

Mr. Tayior. I would say that is a fair statement, ves, sir. 

(‘The prepared statement of Mr. ‘Taylor follows :) 


STATEMENT OF NATIONAL CANNERS ASSOCIATION 


The National Canners Association is a voluntary trade association 1 comp rising 
approximately 1,000 canners who collectively pack approx ately 75 pereent of 
the Nation’s production of canned vegetables, fruits, fish, meat and 
ned foods. The canning plants of its members are located in all but a few of 
the 48 States and in Alaska and Hawaii. The dimensions of the industry and th 
scope of its operations are perhaps best indicated by the fact that during 1951 
the industry packed over 640,000,000 cases of canned foods of all types 

The association has requested this opportunity to appear before the Set 
Committee on Banking and Currency for the purpose of expre i 
the need and justification for price controls on canned foods mditions 
currently prevailing in the canning industry and on the impact of price controls 
when economic conditions do not justify their application It is the firm con 
viction of the canning industry that the facts and ficures expressed in this state 
ment lead inevitably to the conclusion that price controls on canned foods 
are unnecessary, that they are currently serving no purpose in respect to the 
anti-inflation program, that prospects for the indefinite future provide no justi 
fication for their continued existence, and that the canning industry is 
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asked to Submit to the burdens and restraints of a Controlled price Structure 
Without reason or purpose, If such conclusion leads to the further conclusion 
that congressional action is hecessary to limit the use of the price contro] au 
thority to the Purposes for Which it was created, then it Would seem that action 
by this committee js indicated. 

The Position of the eanning industry on the application of price controls to 
canned foods has been expressed in a resolution adopted by the membership of 
the association at its annual convention in January 1952. This resolution reads 
4s follows: 

“Our economic System and national Strength are based on the tenet that 
abundant Soods can best be Produced and Sold at fair prices in a free economy, 
Only where unavoidable restraints upon Production cause shortages in supply 
can there be temporary justification for the artificial, burdensome, wd inevitably 
inequitable and complicated System of Government price Controls. The can 
hing industry is Convinced that the Office of Price Stabilization should imme- 
diately promulgate regulations Providing for the Suspension of Price contro] on 
any product in ample Supply where the Prevailing price jg exerting no inflationary 
pressure, Most canned foods are in this Position, Standards for suspension 
of contro] should he Specifically Clear, direct, and wufomatically Operative. Their 
effective nse must be hased On economic fact. rather than upon administrative 
Predilection, so as Co permit appropriate Congressional reyjey and any necessary 
legislative revision,” 

It cannot be seriously contended that Price controls wre an ideal or even a 
moderately adequate Substitute for the operation of the forces of Supply and 
demand in a free economy, No Government agency, no matter how conscien- 
tious, hard-working. or ably staffed it may be. can ever hope to reproduce the 
flexibility and self adjusting characteristics of a free market, The task of pre. 
scribing ceilings for each and every item of every product produced by every 
individua] conipany in as diverse and complex an industry 4S the canning jn- 
dustry must inevitably result in distortions and price dislocations as between 
individual] canners, regiona] SToups, items Within a Product, and between one 
product and another, Price Controls have the further eff; ct of frustrating the 
compensatory effects of a free CCONOMY So Vital to an industry of shifting price 
relationships, The a2ecompanyving confusion, uncertainties, UnWarranted re- 
Straints, and disruptions of normal marketing Practices actually constitute im- 
pediments to the full Production y hich can make price controls unnecessary, 

This is not intended as 4 Criticism of the Office Of Price Stabilization. The 
prob, m is fundaments] tO price Control] itself. Basically, these difficulties flow 
from two sources: (1) The hecessity, under any price regulation program, of 
4pplying a series of broad ceneral principles Which May be sound on some broad 
average basis—to an industry Where costs, prices, and profits of individuals and 
recional areas and by item and by Product are in constant process of fluctuation 
and readjustment due to circumstances beyond the industry's Control and (2) the 
inevitable compounding of the Punitive effects of the regulations when controls 
are applied during a Period when market conditions are exercising an equal or 
even stronger influen: € on the prices which producers can obtain for their Products 
than the ceilings themselves. 

When inflationary pressures within 4n industry are clearly apparent and the 
interests of the Nation and the consumer require a controlled economy, it is 
reasonable to ask an industry to submit to the artificial, burdensome, and puni- 
tive restraints of a pricing program. But there can be ho dissent to the Proposi- 
tion that there should be clear and certain evidence of the heed for price controls 
before or after their use can be defended. 

What then are the economic facts upen which this Supposed need for price 
ceilings on canned foods is based? In January 1947 the index of Prices for canned 
fruits and vegetables, as reported by the Bureau of Labor Statistics Using a 1935~ 
39 base, was 173.6. The current index for “anned fruits and vegetables shows a 
figure of 163.3. This means that the retail price index for canned fruits and 
vecetables today is actually 10.3 Points below the price index 5 years earlier. 
Translated into the buying POWer of the average wage earner, as indicated by 
Bureau of Labor Statistics reports on the Average wages of industria] workers jn 
January 1947 and January 1952, these figures indicate that the average wage 
earner can buy today about 45 Percent more canned fruits and vegetables than 
5 years ago, 

Since 1947 ig Plainly Shown as an above-average year for the retail prices of 
canned foods, let's look at the year 1948, the year currently employed in OPS fruit 
and vegetable pricing regulations as a base period for calculation of current price 
ceilings, 
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I will ask you gentlemen to take a look at the following charts. The top line is 
a plotting of all foods index figures, again as recorded by the Bureau of Labor 
Statistics, from January 1948 to January 1952, the most recent period covered by 
these reports. The line directly beneath this charts the progress of the general 
cost-of-living index. The third line represents the index of retail prices for those 
representative canned fruits and vegetables included in the Bureau index. This 
hart reveals that prices of canned foods have lagged far behind and continue to 
be substantially below both the general cost of living and the prices of foods 
generally. In January 1948 the price index of canned fruits and vegetables was 
10.8 points below the general cost-of-living index. Today, when price controls 
ire being applied to prevent supposedly spiraling prices, that gap has been 
widened to 25.8 points. Is ifany wonder then that canners, who find these figures 
reflected in current market conditions, ask where these inflationary tendencies 
ustifying controls on canned food prices are? 

The years 1946-49 have been selected by the Office of Price Stabilization as a 
base period for profit comparisons under the so-called Johnson formula. An 

veraging of the position of the canned fruits and vegetables index relative to 
he index for the cost of living generally during that 4 year base period reveals 
that the canned fruit and vegetable index averaged approximately 5 points below 
the cost-of-living index. . The index for January 1952 shows a gap of 26 points, a 
decline of 16 points in the retail price position of canned foods relative to the 
price of goods and other services generally, since January 1447. 

Where then are these alleged inflationary pressures justifying the use of price 
ontrols? 

It may be thought that this remarkable record of continuing low prices is the 
result of activities of the Office of Price Stabilization. No one can seriously 
contend that this is the case. Most canned foods today are selling at prices 
which have no relation to their ceilings. Chart No. 8 vividly illustrates how 
little relationship there is between the existence of price controls and the pre 
vailing low prices of canned foods. Competitve conditions within the industry 
have shown no slackening as a result of the current emergency and the laws 
of supply and demand have held the prices of canned foods generally to the 
lowest possible level. 

A year ago OPS forecast serious pressures on price ceilings by the fall of 
1951. They have proven themselves to be poor prophets. And in respect to 
their predictions for 1952, they will be proven to be so again, if they continue to 
gnore the one fundamental for measuring the inflationary potential—the rela- 
ionship of supply to demand. 

Full production and ample supplies of canned foods are the complete answer 
to the problem of inflation. Total production of all canned foods Guring 1951 
imounted to more than 640,000,000 cases. This Compares with a high during 
the three preceding years of 566,000,000 cases. The 1951 pack of fruits and 
vegetables amounted to 310,000,0000 cases, a figure almost 25 percent higher 
than the average annual production for the three preceding years. Statistical 
estimates of the unsold volume of the major canned fruits and vegetables from 
the 1951 pack which will be carried over into the 1952 packing season show a 
otal increase of 394 percent in the case of vegetables and 84 percent in the case 
if fruits over the comparable 1950 pack carry-over volume of these products. 
Carry-overs of this volume—30,000,000 cases not including citrus—always have 

depressive effect on prices for the pack of the following season. Stocks of 
the major canned fruits and vegetables in the hands of both distributors and 
anners on January 1, 1952, amounted to almost 157,000,000 cases, an increase 
if about 20,000,000 cases over the comparable figures on this same date in 1951. 

The Department of Agriculture has actually set its production goals for the 
1952 crops of vegetables for processing at figures averaging 15 percent below 
the tonnage produced in 1951. This can only be taken as Governmental acknowl- 
edgement that current supplies are more than adequate to meet the demand. 
It is a strange situation when one arm of the Government is recommending 
decreased production while another is urging continuance of controls which 
can find their justification only in inadequate supply. 

Let’s compare these conditions of supply and demand with those which pre- 
vailed during the wartime period of price controls. The average annual pro- 
duction of all canned fruits and vegetables during the years 1943, 1944, and 
1945 was approximately 250,000,0000 cases. Production during 1951 of these 
same products amounted to 310,000,000 cases. During 1943, 1944, and 1945 the 
armed services requirements reduced the volume of canned fruits and vegetables 
available for civilian consumption by approximately 80 percent. This is con- 
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trasted with armed services requirements of no more than 15 pereent in 1951 
Announced military requirements for 1952 are approximately half of the 1951 
quotas, 

Translated into terms of civilian availability, during the years 1943 to 1945 
there was an average of only 24 cans of fruits and vegetables available for 
ach civilian consumer, as compared with 41 cents for each civilian in 1951. 
This is an increase in per capita supply of 71 percent. 

In the face of such evidence, continued price controls add up, not to a 
recognized evil made necessary by emergency conditions, but to a fixed Govern- 
ment policy of peacetime control of the economy. Plentiful supplies and free 
competition during 1952 and Subsequent years will be more effective in con 
tinuing reasonable price levels for canned foods than restrictive controls how- 
ever rigorously enforced, The productive capacity of the canning industry has 
in the past, and will in the future, if unhindered by the restrictions of price reg- 
ulations, insure its own price stabilization. 

You are justified in asking why the canning industry should object so strongly 
to the continuance of price controls on canned foods when so many of its members 
are unable to obtain buyers for their products at the ceilings presently in effect. 

There is first the vast amount of time, money, and unnecessary energy spent in 
the calculation of price ceilings for every item packed by each individual canner. 
It is impossible to measure the time and energy of canning industry executives 
and officers devoted to problems posed by price regulations. Overburdened book- 
keeping and accounting staffs—that for small canners consist of only one or two 
people—are confronted with the task of computing ceilings under complicated 
regulations for each and every variation in grade, sieve size, style of pack, con- 
tainer size, for each and every product. Canned peas alone are packed in as many 
as 250 variant forms. Confusion, delay, and uncertainties are inevitable. These 
Ppurposeless computations, reporting, and record-keeping obligations in respect 
to ceilings which more often than not have no relation to the price the canner 
can obtain for his product is an extraordinary and severe burden, particularly 
on the hundreds of small businesses in this industry. 

The second reason is more significant. Almost all of the canned-food pricing 
regulations are formula-type regulations. This is as it should be. The canning 
industry is uniquely heterogeneous. There are wide variations in the quality of 
the raw material, in the nature of cannery operations, in the type of service 
Which the individual canner undertakes to Supply, and in the nature of the 
finished product. Some canners pack a high quality pack in response to a spe- 
cific demand whereas other canners place emphasis upon meeting a demand for 
lower-price goods. The sradations and varieties in between are infinite and 
Serve to fulfill specifie economic demands. Consequently, there are wide varia- 
tions in the costs and selling prices as between individual canners. Dollars- and- 
cents pricing, whether flat or by band, which ignores these individual variations 
would produce chaos in the industry, disrupt the whole structure of canned-food 
marketing, and destroy the incentive for quality production. 

Formula pricing, however, requires resort to a particular base period in the 
past and requires each canner to calculate his individual] ceilings for particular 
items. This technique impliedly assumes that a transplanting of the individual’s 
and the industry’s base period price and cost pattern or any historical price and 
cost pattern into today’s market will reflect current conditions. 

Unfortunately, this is not the case. Shifts in market and cost relationships, in 
consumer preferences, in can size, quality, style of pack, and grade distribution, 
in methods of processing, in supply and quality of raw material. and in many 
other factors take place as between individual processors, producing areas, and 
renerally within the industry in infinite and transitional variation. These shifts 
in relationship also occur as between particular items and products. The result 
is an unavoidable series of inequalities and distortions affecting individual can- 
ners, regional areas, items, and in some cases, products, The impossibility of 
applying a series of broad general principles, however sound on an average basis, 
fo an industry where costs, prices, and profits of individuals and areas are 
divorced from fixed cost, price, and profit relationships gives the canned-food 
pricing program many of the aspects of a large scale lottery, the economic penal 
ties of which have been escaped by few canners. 

No price regulation is ever a perfect effort. When. as here, the difficulties 
lies in the aggregate of individual dissatisfactions, there are no sweeping generali- 
ties relating to the inadequacy of the regulations which ean be conveyed to the 
Office of Price Stabilization and result in the elimination of all inequities, And 
procedures for individual and croup adjustments, when available. are cumber- 
some, inadequate and, at best, productive of belated relief 
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Some further clarification of why this is so is called for. Essentially the 
business of the canner is the processing of fresh fruits, vegetables, and meat 
ind fish products by cleaning, preparing, cooking, sterilizing, and enclosing them 
in hermetically sealed containers. Like the farmer, the canner is exposed to the 
unpredictable and arbitrary operation of the forces of nature. 

The canner is in large measure helpless to control the size of his pack 
of a particular product once his preseason production plans are completed. He 
typically makes his acreage and crop purchases far in advance of the packing 
season. If the crop or the catch is very short, the higher prices for his pack 
which may be obtained may not offset his losses from fixed overhead in idle plant 
and investment. If the crop is excessive, the knowledge that he will obtain low 
prices for his product does not prevent him from being driven to packing an 
excessive amount. The happy condition in which there is a normal crop, a 
normal pack and a normal price for a particular product is very rare. 

Furthermore, normal conditions may prevail in one area or as to one product 
while others suffer disaster. Profits to one area of the country frequently 
come from misfortune in another area. And the canner’s profit position is almost 
always dependent upon his ability to make on one product or one item of a 
product what he loses on another. 

The canning industry generally operates on a_ profit principle uniquely 
its own. There is a common saying in the industry that one good year in four 
will keep the typical canning enterprise in business. The hazards of intense 
competition by his fellow producers and the unpredictable forces governing 
agriculture make any such thing as a “profit rate” in the industry as a whole of 
in respect to a particular item or product an entirely illusory concept. Any 
net return is dependent primarily upon above average returns on a particular 
product or item in a year when nature is kind to compensate for the losses in- 
curred when nature is less so. When the canner is prevented from obtaining 
on one item adequate compensation for the losses incurred on another his in- 
centive and willingness to assume the risks on which max’mum production is 
based is destroyed. His probabilities for profit are overwhelmingly restricted. 
Canned-food ceilings based on prices prevailing in any selected base period 
necessarily have this effect. 

When the restrictive effects of ceilings based on any single period in the 
past are superimposed on a market in which supply is adequate to the demand 
the punitive effects of price controls are heavily emphasized. The balancing 
effect of the free economy is frustrated and each canner must bear the brunt 
of the downward pressure of either his ceiling or the market as the case may 
be 

During the last period of price controls, OPA was entitled to assume that a 
general average of a canner’s price ceiling would serve as a measure of his 
return, His ceilings, because of continued short supply, were his floor as well. 
Today market conditions fail to make this possible. Throughout the industry 
canners are absorbing the losses resulting from a depressed market on one 
product or item without the benefits of the compensatory gains which the market 
would allow on other products or items. 

for example, most canners are selling standard-grade peas at prices con- 
siderably below what would otherwise have been the market, while the market 
for fancy peas is below the ceiling averages. Market pressures on most canned 
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ruits and juices have reduced the selling prices of these products far below the 
average of the applicable ceilings, while the same canners if they pack asparagus 
must as a result of an inadequate ceiling sell this product at a price considerably 
helow what they could obtain in a free market. Innumerable examples of this 
unjust deprivation of compensatory returns could be supplied. 

There is a further unpremeditated effect of price controls creating a downward 
pressure on the market for specific items independent of the actual average of 
ceiling prices. In a sensitive market, the market price for a particular product 
tends to approach that of the lowest ceilings prevailing for a significant number 
of producers. When one or more canners are forced to sell at ceilings which 
may not even be commensurate with costs, other processors with more nearly 
adequate ceilings are forced to meet this competitive price. The result in many 
instances has been the setting of a general price level for a particular product 
below that of both the ceiling averages and the market which would otherwise 
have prevailed. 

The same effect is produced by a restrictive ceiling on one item within a product 
ras between products. In a sensitive market, a restrictive ceiling on standard 
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grade peas will depress the market on fancy-grade peas as well. The result i; 
a continual pressure in the direction of unjustified deprivation of profits. 

We cannot believe that Congress, in legislating the price-control authority nov 
contained in the Defense Production Act, ever intended to approve its use unde 
circumstances such as these. We cannot believe that Congress ever contemplated 
that price controls were to be used to produce the punitive effects presently being 
achieved. We cannot believe that price controls on canned foods can have any 
justification in the light of the supply-and-demand conditions apparent to anyon: 
who wishes to investigate them. 

The canning industry has expanded production to the point where demand i- 
considerably overbalanced by supply. The Department of Agriculture by its 
action in relation to 1952 production goals has confirmed the fact that adequ: ite 
supplies of canned foods exist and that the industry's ability to produce is mor 
than equal to any demand that may be put on it. Continuance of controls in the 
face of this knowledge is, bluntly, control for the sake of control alone. 

Nearly 2 years have passed since the enactment of the original Defense Pro 
duction Act. Whatever conditions may have warranted its provisions at tha 
time no longer exist. Price controls on canned foods today have no reasonabl 
relation to the accomplishment of the purposes for which the price-control au 
thority was created. It is now prudent for this committee to provide for sus 
pension of price controls on those commodities no longer feeding the forces ot! 
inflation. 

The Cuarrman. Mr. Newsom, will you come up. 

Mr. Newsom, will you proceed in your own way. 

We will make your statement, of course, a part of the official record 


STATEMENT OF HERSCHEL D. NEWSOM, MASTER, THE NATIONAL 
GRANGE 


Mr. Newsom. I am Herschel E. Newsom, master of the Nationa! 
Grange, and an Indiana farmer. 

I would like to emphasize that the statement you have just heard 
deals with one phase of agricultural production and agriculture’s 
problem. Lest there be some misunderstanding in the mind of peo 
ple that are not reasonably familiar with the total broad agricultural] 
proposition, I would like to remind you that farmers are being asked, 
in 1952, to achieve a new all-time high in food production and fiber 
production. 

The Cuarrman. How does that fit in with what Mr. Taylor just 
testified: that they were asked to reduce the acreage of vegetables / 
Would that on the other hand mean an increase in acreage on fibers, 
for instance ¢ 

Mr. Newsom. I expect, Senator, to make what to me is a very impor 
tant point out of the necessity of achieving a balance within ‘the field 
of agricultural production. 

The CHamrmMan. You are associated, naturally, as head of one of 
the great farm organizations of this country, with the Agriculture 
De _partment, and have frequent conferences with them. In the course 
of your talk, I wish you would enlarge on what your opinion is, the 
opinion of the Grange, in connection with the program that you said 
you were going to outline—that you were called upon to make greate! 
produc tion than ever. 

On the other hand, in some areas you are called upon to reduce it. 

Mr. Newsom. I think the surest way to get that done is in a more 
or less organized fashion, because I have more ability when I am 
writing with some leisure than I do when 1 speak extemporaneously. 
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The surest way to get the point across is perhaps to read the state- 
ment: 

The matter of defense production is certainly a matter of real concern to the 
farmers of America. These two proposed pieces of legislation and the product 
of their consolidation will no doubt have a very important bearing on the ability 
of American agriculture to achieve the production which is required. 

With a high level of employment and a high level of consumer-purchasing 
power, agricultural producers seemingly have the promise of a fairly adequate 
market. With the additional demands arising out of an increasing population 
and out of the very nature of our defense effort itself, adequate markets seem 
to be even more firmly assured. 

It seems clearly obvious to us that the farm producers of this Nation have 
their economic well-being seriously threatened by rising production costs. We 
therefore have a vital stake in this matter of inflation and other disturbances 
brought on or at least aggravated by the defense production effort. Our concern 
is heightened by the fact that many farm prices have already returned to the 
declining category from which they were temporarily arrested shortly after 
the invasion of Korea by the Communist forces and our involvement in that 
effort. It is net agricultural income out of which we live and aducate our 
children. It is net agricultural income out of which we pay income taxes and 
debts. I am completely confident that when the record of income-tax payments 
by American farmers for 1951 is detinitely known, any myth of farmers’ “huge 
incomes” will be quickly dissipated. It certainly is significant that farm debt 
has been increasing in recent months, and we believe that fact must be taken 
into account in consideration of this subject matter. 

I would like to give you a few figures to indicate what I am thinking 
about there. The farm-mortgage debt on January 1, 1951, was $5.8 
billion. On January 1, 1952, it had arisen to $6.4 billion. That is an 
increase in mortgage indebtedness of 914 percent. ‘The operating costs 
are quite often reflected more immediate ly in short-term debt. 

The short-term debt on January 1, 1951, was $6.2 billion, and a year 
later it had risen to $7.4 billion, reflecting a 20-percent increase in the 
short-term indebtedness of American farmers. 

Phat fact is brought out more vividly by our own Production Credit 
Association figures. 

On January 1, 1951, Production Credit loans totaled $482,963,279, 
and a year later, January 1, 1952, they were up 22.8 percent to 
593,040,741 

Senator Bricker. Do you have those figures here in your prepared 
statement ¢ 

Mr. Newsom. No: I did not have them inserted in the statement 
ther e. 

Products of the field and feed lot are actually the “time card” of 
the farm operator and the agricultural worker, out of the proceeds 
of which time card he must compete for the goods and services, the 
necessities, and the luxuries of our economy with his fellow ope rator 
ind laborer in other segments of the economy. 

Let us compare those time cards for a moment. 

From 1914—and we still use that figure because in our opinion it 
= the last period in American economic history when we were reason- 
ably free from the influences of war and of various support and con- 
trol programs of all descriptions—starting at that level, not that it 
is one that we want to return to, at all, I am trying to say that this 
whole matter of balance between the agricultural workers of this 
country and the nonagricultural workers, as well as the question of 
balance within the field of agricultural production, is a terribly im- 
portant problem, in our opinion. 











378 DEFENSE PRODUCTION ACT AMENDMENTS OF 1952 


Tu 1914, 1 hour of factory labor would buy nine-tenths of a pound 
of round steak; by 1951 it would buy nearly twice that much, or 114 
pounds. 

In pork chops, the figure is 1 pound against 2 pounds, or twice as 
much again for the same hour of factory labor, presumably. 

In bread, that same hour of factory labor would buy 214 times 
as many pounds of bread, or nearly 3 times as many quarts of milk, 
} times as many eggs, and 3 times as many potatoes. 

Now, I am not saying that we in agriculture regret this increasing 
ability of the wage earners of the country to consume our products. 
A rising living standard in the country requires a certain amount of 
that. I am simply saying there is a limit to how fast we can do it 
without a disruption that may be serious to the economy. [ Reading: | 

These fizures are not given to this comimitee to plead the cause of agriculture 
insofar as the necessity of higher prices is concerned, but rather they are given 
to this committee because of our profound belief that one of the greatest dangers 
to our defense-production effort, from the standpoint of agricultural production, 
and indeed one of tha greatest dangers to the stability of our total American 
economy, in this critical period, is the danger of imbalance. That imbalance 
poses a real danger insofar as it may exist between one segment of our economy 
and the other, but it poses an even greater danger as such an imbalance in our 


productive effort even within the field of agriculture is encouraged or permitted 
to develop. 


We have real reason to believe that the hog population of this country is already 
facing a rather significant decline. We have further reason to believe that plans 
are being made and action is now being taken on farms which clearly indicates 
that the cattle population of America will be declining a year hence and 2 years 
and 3 years from now. In the language of former Secretary of Agriculture, 
Claude Wickard, “It takes 3 vears to make a milk cow.” 

I would like to stop long enough to say that Claude made that state- 
ment a few years ago when somebody came rushing in to try to prove 
to him that we needed so many million quarts of milk increased pro- 
duction right at a given time, and presumably all that somebody 
thought was that all you had to do was pull out a file drawer some place 
and you would get the milk. I think that statement of the Secretary 
is almost classic, because it demonstrates a fact that is not completely 
recognized. It takes a similar amount of time to produce a beef 
animal for market. 

Senator Bricker. You say “We have reason to believe that the hog 
population is going to go down, and also the beef and cattle population 
of the country.” 

Upon what do you base that belief ? 

Mr. Newsom. As you may know, the various community and county 
committees under the present type of farm program we have in opera- 
tion visit the farmers and try to acquaint them with what the Depart- 
ment of Agriculture believe to be the kind of over-all production goal 
that would best serve the economy. 

At the same time those committeemen try to get their best possible 
estimate of the combined intentions of the farmers. It is from that 
report that we first got an estimate of a 9 percent decline in hog pro- 
duction for 1952, which I am told has later been revised to about an 
8 percent decline. 

I would like further to say that, from some private sources that we 
consider reliable, we have information that indicates that an increas- 
ing number of “she” stock in beef animals is going to the market yards 
across the country to the extent that I am just thoroughly convinced 
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in my own mind, even though it is difficult to prove now—we know that 
the marketings of female beef stock have increased substantially since 
we have begun, for want of a better word, to tamper with the price 
structure in this livestock industry. 

This indicates to me that we are about to repeat a similar experience 
that we had under OPA a few years ago. I would remind you that 
this livestock-production effort is a product of planning in advance, 
and then working your plan. 

L would remind you that the decisions that we are making now are 
going to have an effect a year or 2 years from now, especially in this 
matter of dairy and beef production, where the lag between plans and 
the ultimate production is longer. 

The Cuamman. Where do the plans lag, mostly 

Mr. Newsom. Plans have to be made by the individual farmers, the 
producers out across the land, and it takes some confidence and some 
assurance in their minds if they are going to plan up to their maximum 
productive potential. 

I think perhaps it would be well to remind you—— 

The CuairmMan. Isthe Agriculture Department as such cooperating, 
n your judgment, as head of the Grange, or would you rather not 
discuss that ¢ 

Mr. Newsom. Yes; I think they are doing as well as they can, per- 
haps, but, Senator, the grave danger to our balanced agricultural effort 
right now arises out of the fact, as the previous speaker indicated, 
that we have one branch of Government seeking to stimulate produc- 
tion over all. Of course, in his particular branch, we are sacrificing 
canning-crops production because we have got to try to grow more 
corn, as you well know, Senator. We have got to try to increase the 
over-all production of American agriculture by 6 percent, according 
to their estimate. 

Now, with 21% million people more this year t bal ve id dast vear, 

nd the assurance that we are going te have them vear after vear, we 
have got somehow or another to ry to acl eve Boe ner pre duet On 
evel. If we are going to feed Americans on the ba that we fed 
eM) in L951, no better than that, just on that basis, we have vot to 


: ; ' . 4} ¢ f ; ’ 
chieve an increase in productive output on the part of American 


‘griculture here that amounts to the production on 1951 bas rf | 
llion acres ot land, and we have Lot To do that this ve uw. next vear, 


tnd we have to continue to increase it just to account for the increasing 
population. 

Now, at the same time, we must try to produce for them the com 
modities that they want. If they want more livestock and live stock 

roducts, they are not going to eat that extra 15 bushels of corn. We 
ave got to put that through our livestock economy. 

The historic medium by which they have translated their demands 
ous is this matter of price fluctuation. Tam not advocating ru 
tWay prices, but lam Sa\ ing that we havea real danger toa bold pro 
ductive output on the part of agriculture. We have the Department 
if Agriculture on the one hand seeking to raise Support price 
stimulate production, but many of our support prices are already 90 
percent of parity. 

| think we have a few Cases like the one ot long fiber eotton where 
the support price is even above parity, and it is probably justifiable in 
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this economy. I am not attacking the program. 1 am attacking this 
idea, though, of having two departments of Government moving in 

opposite directions. The Office of Price Stabilization is seeking to 

lower the ceiling just as low as the Congress will let them do it, and if 

it had not been for the splendid job that the Congress did last year, I 

am just as sure as I can be that we would have had ceilings in some 
cases below parity. 

The thing that I am saying is—— 

Senator Ropertson. I might say I never did agree to the way they 
figured parity on beef. They had to have that “peculi: uw formula to 
justify, under the law, the rollback that they proposed to put on beef. 

Mr. Newsom. I would like to say, Senator, that we in the Grange are 
not completely satisfied with the parity formula, but especially in this 
sort of a situation where we are moving toward a fixed price, because. 
as IT say, we have one branch of Government trying to support prices 
to so get production, and another branch trying to create cheap food 
for the consumers. Whether they are doing it conse ‘ously T do not 
intend to say. I do not know, but at least that is the direction that 
they are both moving toward each other, and the ultimate of that 
movement isa fixed price, and I am saying that when you eliminate all 
possible price fluctuation, you are going to have to substitute some 
other mechanism to achieve a balance, so we will not have too much 
corn and too little beef, and so on. 

Senator Scnorprer. That very principle vou are talking about has 
tended to decrease production in the agricultural sections of this 
country. 

Mr. Newsom. There is no question about that, but there is an even 
more serious question, in my opinion, and that is whenever you destroy 
this historically successful mechanism of price fluctuation as the 
balancing agent you are going to have to substitute some other mech 
anism. I do not know of but one other mechanism and the farmers of 
this country are not going to welcome the one I have in the back of my 
mind. 

The CHatrMan. Subsidy? 

Mr. Newsom. Regimentation of various sorts, that is carrying this 
idea of what you shall raise and where you shall raise it to the ultimate. 

Senator Bricker. Complete control of the farmer? 

Mr. Newsom. That is exactly what the ultimate of that one will be. 
Perhaps I get unnecessarily excited about these possible extremes, but 
I always have felt that I could understand the trend a little better if I 
examine the extreme of that trend. 

The Cuatrman. That is right. 

Mr. Newsom. That is what the farmers of this country are do- 
ing. That is why broad sows have gone to market, that is why fe- 
male beef animals have gone to market, and I am concerned about 
the over-all economy primarily because I think that those people that 
have told us that this is a prolonged effort in which we are engaged, 
defensewise, probably have a great many good reasons for saying 
that. 

I would remind you that under OPA we reduced the livestock 
population of this country in about 3 years’ time by 7 million head of 
cattle and by about 28 million head of hogs. 

I am trying to say that I have tried rather hard to justify some 
concession to the people that believe that we must have some au- 
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thority within Government to control prices and wages and the rest 
of the economy. 

I suspect that there are some reasons for having that sort of au- 
thority vested somewhere in Government, but I am proud of the ef- 
forts that the Conress made before, and I think the Congress may at 
this time have to make even greater efforts to safeguard our economy 
from too much of the rigid price control. I think we have to safe- 
guard a certain range for price fluctuation in there. 

The Cuairman. | certainly think this committee is going to work 
to that end, to safeguard private interests. 

Mr. Newsom. I say even if we concede there is a necessity for price 
control we must at the same time recognize that the long lines of cus- 
tomers at the meat counters after the last war demanded an end to 
price control, I have heard some pretty effective economists say that 
we brought an end to price control prematurely before, and I think 
there are reasons to suspect that maybe we did, but if we make that 
same sort of a mistake on controls again there would be no alternative. 
The consumers of this land are not going to face empty meat counters 
because they have a right to expect American farmers to produce a 
balanced supply of ic ieeeadine that they want. 

Senator Ronerrson. There is a very interesting article on Switzer- 
land in the March issue of the Reader’s Digest in which it is pointed 
out that Switzerland has the highest standard of living of any nation 
in the world, not just of Europe, but of any nation in the world. The 
author of that article attributes much of that success to the fact that 
they have the freest economy in Switzerland, that Switzerland stoutly 
resisted the general trend to socialism and communism in Europe 
that has carried the other large nations down to bankruptcy. 

Senator Bricker. Let me ask you, Mr. Newsom, if this trend in 
the livestock population is going to be what you suspect and antici- 
pate. We have a consuming appetite in this country for meat and 
meat products greater, possibly, than any place else, and higher now 
than it has ever been here. 

Do you thing to take off all price controls on agricultural products 
at the present time would make the population in livestock go back up 
and start in the other direction ? 

Mr. Newsom. I am not sure that it would automatically just from 
that. I have tried to previously point out the lack of balance here 
between the agricultural worker and the industrial worker. I have 
not put it in this statement, because I purpose ‘ly tried to ke ep the state- 
ment as brief as I could, but I would like to call your attention to the 
fact that we in agriculture have the largest total investment in our 
industry, and the largest per capita investment per employed worker 
of any industry in the country, and our return on that investment 
is entitled to some compensation, in my opinion. We are not getting 
any return on that. 

Senator Bricker. What I am getting at is how are we going to 
prevent the decline in stock population, and how are we going to re- 
verse the trend, and how can we be assured that you will have the 
livestock production in this country adequate to the needs of the 
market? What can Government do? What can this committee do? 

Mr. Newsom. My first objective would be to remove as much of the 
uncertainty over what the price structure will be with respect to the 
potential demand, as we can remove it. Now, I think there are prob- 
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ably limitations beyond which we cannot go at this time, but 1 am 
saying that somehow or other I believe that the Congress must say to 
the executive department of this Government that we cannot close 
that price range too tight. We have got to permit some range of tluc- 
tuation, and we will do the best that we can to get the farmers out 
across the country to understand that the price range fluctuation is not 
going to be all to their discredit, assuming that the faets will justify 
that effort, and Lam certain that it would not be the intention of Con- 
gress that the facts justify any other than that effort. 

On the basis of present facts there is no basis at all for failing to 
decontrol the products of agriculture, but L want very earnestly to 
guard against any possibility of asking for something for agriculture 
that we are not willing to concede to the rest of America’s economy, 
I am saying that we have therefore chosen to make our statement just 
about to this effect: it is unsound to apply price control on the products 
of several million farmers which are marketed from several million 
farms and consumed on several million farms, and which therefore 
cannot be made subject to an effective rationing program. By the 
same token, we think that price control on any product of agriculture 
must be coupled with an effective rationing program, and that of 
course we do not want a rationing program until the supply situation 
demands rationing in the interest of fair distribution. 

Senator Scuorrre.. Mr. Newsom, that is particularly true because 
of the perishable type of a lot of that production ; is it not ¢ 

Mr. Newsom. Well, it is particularly true because of that, it is par 
ticularly true also, Senator, because of the feed-grain situation. Ll do 
not have to remind you that as a corn farmer back under OPA we had 
all the evidence in the world that price control on feed grains were 
just going to take the feed grains away sas our vas stly portant 
agricultural livestock industry of the Northea It is just like price 
control on meat did. The consumer closest to the source of supply 
vets the lion’s share In spite ot everything under that sort of a mecha- 
nism, because the only normal rationing mechanism we have is price, 
oe you disturb that mechanism and vou have to supp rly some counter 

balancing or supplemental rationing mechanism. That is all. 

Senator Dirksen. Mr, Newsom, responsive to the question raised by 
Senator Bricker, there was a young man here yesterday in the cheese 
business in Wisconsin. He said he sold a dairy cow for $400 for beef, 
which if he had sold to his farmer neighbor or for dairy purposes 
would have brought S300, Now, that is the point, 

Does it not add up to this, if there is a profit incentive for the pro- 
ducer on the farm we can reverse this tre nd, and that is the only way 
we can do it. Do you know of any other / 

Mr. Newsom. I certainly do not, and that is a little bit tough now, 
because I will tell vou fr ankly that to restore what IT consider and 
what I think the figures will a, to be a fair return structure for 
agriculture we are going to have to have some increases in prices, 
and not just rollbacks, and T am as ‘auch disturbed about the pos- 
sibility of inflation, or about the effeets of inflation—not quite so 
much disturbed about the possibility right now, because we have 
declining prices, I do not think the threat is near as serious as 
some peo} ple have said, and as they evidently honestly believe, but 
[Tam disturbed about the consequences of a declining value in our 
dollar, because our costs are still going up even though prices are 
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going down. That is what these increases in debt in agriculture 
mean, that is exactly the story. Whereas we have a relatively good 
market prospect, it 1s good only if we achieve a balance in our total 
agricultural production, and I think the prime requisite to getting 
that balance is for the Congress to aesuas say that we have got 
to preserve some permissible price range here, I do not have to say 
to you that I hope the range will not all be below what we consider 
a fair price. T honestly believe that there should be some provision 
that permits prices occasionally to go a little above parity, because 
we mow from sad e xperie nce the y are quite otten going to ge below 
it, and it is the average of that situation over a long period of time 
that means that the American farmer will or will not be able to 
educate his children and to have an iene level of living 
standard. 

The other thing that IT would like to earnestly say is that if it is 
the judgment of this Congress that we have to have some price 
control, that we have to have some price control on meat, I hope 
you will be very cautious about restoring any authority for slaugh 
tering quotas. 

The Cuainman. Lam glad to hear you say that. 

Mr. Newsom. We have tried rather earnestly— 

The Cramman. I thought maybe we ought to have slaughter 
quotas here last vear. We did not have them. Now, what harm 
has it done? I think the country is better off, as T look back on it. 

Mr. NEWSOM. Individually. I have tried to concede that mavbe 
under certam conditions we nieht have to have some Proviston fou 
slaughtering quotas. 

The Cuamnan. T talked with you about it last vear, if you will 
remember, and l thought the sahie way, but | do not see where lack 
of them has done any harm. 

Mr. Newsom. In talking to everybody that has been connected with 
the control effort, they contend that a slaughtering quota program 
that exceeds the tot: al supp rly of livestock will not serve their pul 
pose. | say to vou that if we have to have a slaughtering quota 
program, even predicated on our presumed ability to establis] 
slaughtering quotas that would total exactly a hundred percent ot 
the available livestock, and then if we could be sure that just that 
amount went into a given stockyard any day, which we cannot. we 
would wind up with the last lot of livestock having only one pos 
sible purchaser. We would eliminate all competition. When there 
is only one way for a price to fluctuate, that price would certainly 
fluctuate downward, and I do not have to remind this commit- 
tee—— 

Senator Bri KER. The penance r takes the consequences, 

Mr. Newsom. Absolutely, and we wind up sometimes by paying 
yardage for several days in ‘the stoe kyards, and taking a terr ifie shrink, 
and the consumer loses that much meat. 

Senator ScHoEPPEL. When some of us tried to point that out 
honestly and fairly and factually, we met with opposition right 
str: aight down the line with these agencies that wanted to go ahe ad. 
stumbling on into that picture which is going to portray just exactly 


what you said. I appreciate very much your forthright position on 
this. 








384 DEFENSE PRODUCTION ACT AMENDMENTS OF 1952 


The Cuatrman. We had fantastic reports of black markets, and this 
committee had its staff work on the situation. They went to Chicago. 
and several other places, and I never could get anything from the 
staff that they lt =: find out about all these things that "L was told 
about by officials downtown. There was never ‘anything definite. 
There was no black market, just a lot of hullabaloo. When I say “no 
black market,” I mean nothing of any consequence. There is always 
somebody who is going to v iolate any law you have. 

Mr. Newsom. I see no nec essity for slaughtering quotas under the 
present condition, but IT will say if we do come into a scarcity situa- 
tion, which I think will be possible if we extend controls long eneugh, 
we may have to impose slaughtering quotas. I would like to submit 
now that if and when we do have to impose slaughtering quotas, I 
would like for us all to try to remember that the ‘only possible con- 
structive purpose that that sort of a program can serve is to fight a 
retarding or delaying action on inflation while we seek to correct 
the causes, and with that in mind I think it might be in order to submit 
that if slaughtering quotas were at a level substantially above the 
available supply so that any individual purchaser cannot just com- 
pletely gobble up the supplies in the market, it might serve a purpose. 

The Cuarman. And with rationing / 

Mr. Newsom. That is right. 

Senator Carpenarr. Do you think we ought to write into this law 
some sort of a suspension or decontrol formula mandating the Execu- 
tive Branch of the Government to decontrol or suspend “when prices 
are below ceilings ? 

Mr. Newsom. If it can be done, I think it would give the country a 
great lift, and a lot of encouragement. 

There are people that are honestly disturbed about the possibility of 
controls for an unlimited period of time, and it is for that reason that 
we tried to arrive at a formula that we could submit, but we do not 
have one that suits us. 

I just hope somebody can get one. 

Senator Carenarr. Let me ask you this question. 

Do you think that Congress ought to write the formula themselves, 
rather than leaving it up to the administration to do it ? 

Mr. Newsom. Ido. And, I ean tell you that I do, because of the 
fact that on the basis of my brief experience in this town I have 
run into some expressions from people whose attitude I respect, and 
whose integrity I respect, but they have apparently concluded that 
their job is to control, and they sometimes close their eves to the 
long-time effort which I think is a great deal more important. I 
have a great deal of faith in this Congress of the United States if 
we can just be sure that you have the kind of information that I think 
vou need to make up your minds. 

Senator Carprnarr. Now, subsection f in section 401, I believe it is 
page 15 of the existing act, in the opinion of some, and I think IT agree 
with that, gives the administration at the moment the right to sus- 
pend controls or decontrol. They have not seen fit to do so. Do 
you think we ought to let that stand, or write a new formula man- 
dating them todo it? The one I refer to, of course, is not mand: atory 
on their part. It just gives them the right to do it if they want to 
do it. Your thought is that the Congress ought to mandate them 
to do it, under a certain formula, under certain conditions? 
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Mr. Newsom. That is my thinking. I am sorry it is my thinking, 
because I think that certain administrative authority in that thing 
might be a sounder approach because there is a certain amount of 
danger in trying to write a rigid formula, but I think under the cir- 
cumstances that we have no alternative except to write the formula 
to give the people of this country the assurance that they want, that 
here will be an end to this sort of program. 

Senator CareHarr. Do you agree with me that Congress ought to 
accept their responsibilities and write formulas of such nature that 
affect everybody in America, not to leave it up to the administration, 
but the Congress, elected by the people, subject to the recall of the 

people, ought to write the formula 4 

Mr. Newsom. That is exactly right. I would like to say, in addi- 
tion to that, Senator, that I have had the privilege of being in a 
great many meetings where certain provisions that the Congress put 
into the last Defense Production Act have been under vigorous at- 
tack, but in my opinion those provisions were written to correct ad- 
ministrative abuses that existed before those provisions were written. 
[| would like to see every one of them stay with the possible exception 
of the authority to the Federal Reserve Board to issue regulations 
similar to regulation X and W. I think that it is entirely possible 
that sort of regul: ation will not only serve a fine purpose, but that any 
errors that were committed in the former regulations which were 
terminated last summer may not be repeated at this time. 

The Cuairman. That all came about in the second-hand automobile 
market in the West. 

Senator Bricker. It was the failure of the Federal Reserve Board 
to recognize the economic facts of life, and to get out of their so-called 
ivory tower down there to know what was going on in the market 
place, in the labor supply, and the inventories of certain articles that 
people wanted and could not buy. 

Now, it is that arbitrary refusal on the part of these bureaucrats 
to recognize what is going on in life. They hold on to all the power 
they have got and squeeze the necks of the people of this country, 
under their jurisdiction, which made it necessary, and it makes it 
dangerous now for the Congress to leave an open-end power. 

Mr. Newsom. L agree completely. That is why we have no alterna- 
tive except to do as we have done so many times, come directly to the 
Congress and ask you to write some rules of the game that will protect 
us all. 

The Cuarrman. Senator Dirksen? 

Senator Dirksen. In pursuit of your duties, do you have direct 
contact with OPS? 

Mr. Newsom. Yes, sir. 

Senator Dirksen. Do you go there frequently / 

Mr. Newsom. Well, I have not gone there so frequently lately. As 
a matter of fact, I have not been there since the Administrator of 
the Office of Price Stabilization has been changed. 

Senator Dirksen. Have vou gone there in order to complain, or 
to seek modification of polici ies, or rather on specific cases where you 
felt there was dislocation ? 

Mr. Newsom. Several times. 

Senator Dirksen. Is it your judgment that there has been an undue 
lag, for instance, from the time the matter was presented until some 
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remedy was applied, or at least a final answer gotten, even if it was 
not a remedy ¢ 

Mr. Newsom. A terrific lag. If I may, I would like to give you one 
example. 

One of the terribly important factors affecting our livestock pro- 
duction right now is the shortage of soybean oil meal. 

I assume that you all know that some few months ago we had a 
ceiling price imposed on soybeans, at the same time we had a ceiling 
price of $74 a ton imposed on soybean-oil meal, and of about 201%, 
cents on soybean oil. 

When the bottom dropped out from under the oil market, the proc- 
essors of soybeans began to lose 23 or 24 cents a bushel, instead of mak- 
ing their 214 cents a bushel, and they were unable to make any adjust 
ment in the face of the market here because when oil dropped to 101, 
cents, or maybe 1014, they could not raise the price of the meal. The 5 
tried to lower the price of beans, but it stopped the movement of beans 
tomarket. I want to say to you very earnestly that I am not sure that 
115 bushels of corn where we grew a hundred last year, Senator, will 
sustain our livestock production if we do not have the protein foods 
that we need, and I think there is some danger to our soybean-oil meal 
production effort here. I do not have to tell you that a shortage of 
soybean-oil meal, for example, and of the other essential feed elements 
is going to mean that we are going to waste, literally waste, additional 
corn and oats when we are short of feed supplies in this country, so 
short that we could not furnish the necessary corn to one of our allies 
and safeguard our ability to supply them with wheat recently. 

Senator Dirksen. Was that case presented / 

Mr. Newsom. Yes, indeed, it was presented. 

Senator Dirksen. What happened / 

Mr. - wsom. We were just simply ignored. Frankly, I think the 
Office of Price Stabilization violated the intent of the law in that 
alana of ceilings that amounts to a price lower than the legal 
minimum ceiling price on een: but we were unable to convince 
the Administrator himself, or any of his advisers, and I do not have 
to remind you that the polio process of going through the court 
would not be effective in time to safeguard our intention to plant a soy 
bean crop in 90 days from now. 

Senator Dirksen. And is the feed-grain situation still ti¢ht/ 

Mr. Newsom. It certainly is tight. 

Senator Bricker. We might need sort of a long-short haul clause in 
price fixing, so far as soybeans are concerned, cottonseed, and the like. 

Will you explain to this committee the very anomalous situation 
where you are dependent upon soybean meal and cottonseed meal for 
your protein feed supply—the drop in your edible fats and oils to 
practically half of the ceiling price. What isthe reason for it, what are 
the economic factors back of it 2 

Mr. Newsom. Well, there are several factors. Frankly, a very im- 
portant factor in the total picture is the increased marketings of 
hogs, a major product of which is lard. We have had increasing im 
ports of coconut oil, copra, and other oils from outside of this coun- 
try. I would like to say that even though this section 104 has been 
under some pretty heavy attack, some of it with some degree of justi- 
fication, apparently, I would like to say to you that it is the position 
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of the Grange that maybe the total trouble there is one of administra- 
tion, because we do not concede there is any fault with the declared 
intent or purposes of that amendment to the Defense Production Act 
which basically was designed to prevent importation of dairy products 
into this country at levels that—price levels that would seriously 
damage our domestic production effort, or increase the cost of our 
Government program to support prices. 

Now, if there is any change in that section necessary, I certainly 
think that you do not need to repeal it, but perhaps you do need to 
make some modification of the terms under which imports of those 
commodities are imported, and I would suggest that that modification 
be made with respect to the price level as regards parity. 

I think if we were to face a situation where butter, for oe 
went to 110 or 115 percent of parity for any substantial period « 
time, we ought as good neighbors in this tot: al world economy to im- 
port some butter from northern Europe, perhaps, but certainly right 
now we have seen that the butter market has dropped to a reasonable 
relation with parity. Ido not think there is anything the matter with 
section 104 in terms of the present circumstances. 

Senator Dirksen. Mr. Newsom, can you think of any regulation 
that would satisfy the contention of the State Dep: a nt that section 
104 has caused a good deal of grievance on the part of at least eight 
countries that are signatory to the General Agreement on Trades and 
Tariffs / 

Mr. Newsom. IT have here, Senator. a copy of a telegram that we 
sent some weeks ago that was our best attempt to modify that lan- 
guage, and I think, if l may, I would like to read it. 

We favor the authority for reasonable restrictions of imports of agricultural 
products when such imports (a) depress or threaten to depress farm product 
prices below a reasonable relationship to parity, or below such levels as the 
Secretary of Agriculture considers essential in view of domestic or international 
conditions: or (b) materially interfere with price, marketing, storage, produc- 
tion, and soil conservation programs of the USDA, or (¢) result in an unneeces- 
sary burden or expenditure under any Government price-support program. 

Now, you will recognize that the only modification we have made 
in the language of the so-called Andresen amendment is in that 
“(a)” section where we attempt to relate import quotas to a price re- 
lationship with regard to parity. 

Senator Bricker. But there is no situation today that would require 
such an amendment / 

Mr. Newsom. I know of none. 

Senator Bricker. T have never been able to make up my own mind 
as to whether the opposition of the State Department to section 104 
comes from their knowledge of the fact that that is an illegal arrange- 
ment, and their refusal to admit it, or whether the Vv are disturbed 
about international trade. I think the former is the situation. 

The CiarMan. Mr. Newsom, we appreciate vour statement. Your 
entire statement will appear in the record. 

If there is anything further you want to file before the 21st of 
March, you may do so, 

(The prepared statement of Mr. Newsom is as follows :) 


STATEMENT OF HERSCHEL I). NEWSOM, MASTER, THE NATIONAL GRANGI 


The matter of defense production is certainly a matter of real concern to the 
farmers of America. These two proposed pieces of legislation and the product 
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of their consolidation will no doubt have a very important bearing on the ability 
of American agriculture to achieve the production which is required. 

With a high level of employment and a high level of consumer purchasing power 
agricultural producers seemingly have the promise of a fairly adequate market 
with the additional demands arising out of an increasing population and out of 
the very nature of our defense effort itself, adequate markets seem to be even 
more firmly assured. 

It seems clearly obvious to us that the farm producers of this Nation have 
their economic well-being seriously threatened by rising production costs. We, 
therefore, have a vital stake in this matter of inflation and other disturbances 
brought on or at least aggravated by the defense-production effort. Our concern 
is heightened by the fact that many farm prices have already returned to the 
declining category from which they were temporarily arrested shortly after the 
invasion of Korea by the Communist forces and our involvment in that effort 
It is net agricultural income out of which we live and educate our children. It 
is net agricultural income out of which we pay income taxes and debts. I am 
completely confident that when the record of income-tax payments by American 
farmers for 1951 is definitely known, any myth of farmers’ “huge incomes” will 
be quickly dissipated. It certainly is significant that farm debt has been increas 
ing in recent months, and we believe that fact must be taken into account in 
consideration of this subject matter. 

Products of the field and the feed lot are actually the “time card” of the farm 
operator and the agricultural worker out of the proceeds of which time card he 
must compete for the goods and services, the necessities and the luxuries of our 
economy with his fellow operator and laborer in other segments of the economy. 
Let us compare those time cards for a moment. 


Purchasing power of 1 hour of factory labor in terms of the products of 
agriculture 


| 

| } | 

| Round steak | Pork chops Bread Milk Eggs Potatoes 

| Pounds Pounds Pounds Quarts Dozens Pounds 
1914 0.9 1.0 1.0 , 0.6 12.4 
1929 1.2 | 1.5 6.4 3.9 a2 17.7 
1951 c 11.5 | 2.0 | 10.0 | 26.9 $2.5 3 36.3 


12 times 
2 246 times. 
33 times, 
44 times 





These figures are not given to this committee to plead the cause of agriculture 
insofar as the necessity of higher prices is concerned, but rather they are given 
to this committee because of our profound belief that one of the greatest dangers 
to our defense production effort, from the standpoint of agricultural produc- 
tion, and indeed one of the greatest dangers to the stability of our total Ameri- 
can economy, in this critical period, is the danger of imbalance. That imbalance 
poses a real danger insofar as it may exist between one segment of Our economy 
and the other, but it poses an even greater danger as such an imbalance in our 
productive effort even within the field of agriculture is encouraged or permitted 
to develop. 

We have real reason to believe that the hog population of this country is 
already facing a rather significant decline. We have further reason to believe 
that plans are being made and action is now being taken on farms, which clearly 
indicates that the cattle population of America will be declining a year hence 
and 2 years and 3 years from now. In the language of former Secretary of 
Agriculture, Claude Wickard, “It takes 3 years to make a milk cow. We would 
remind the members of this committee that it takes a comparable period of 
time to put a good beef animal on the market. Production within agriculture 
as within any other segment of our economy, is the product of planning and 
diligent pursuit of those plans. We must, therefore, in consideration of this 
subject matter, diligently concern ourselves with the sort of situation that we 
want our Nation to confront in 1953 and in 1954. We have many times been 
reminded that America faces a long period of stress and strain by reason of 
the “civil war” being waged in this world. It is, therefore, imperative that we 
plan all of our actions, and all of our legislative considerations must be made 
on the basis of the long-time result. 
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There are seemingly some compelling reasons for extending many of the pro- 
visions of the Defense Production Act of 1951 or of 1950. It is perhaps appro- 
priate that we confine our comment to the effect that such an act may be ex- 
pected to have on our agricultural productive effort. 

American consumers have a right to expect American agriculture to achieve 
the sort of a balanced productive effort that the consumers of this land demand 
and need. The historically successful mechanism through which those con- 
sumers have given evidence of that demand is by price differentials and price 
fluctuations. This is another way of saying that when the corn-hog ratio or 
the feed-egg ratio declined, it Was not only a signal for us, as farmers, to pro- 
duce fewer pounds of pork and fewer dozens of eggs, it was a foregone con- 
clusion that adjustment in production would be achieved, as the less efficient 
producers of the pork or the eggs would automatically find out that their prod- 
ucts Would not pay the feed and other necessary costs of production at some 
given point along the line. We hasten to explain that by reason of a great 
many variable factors in agricultural production, the cost of production of one 
producer may vary rather substantially from the cost of production of another 
producer, The net result is that the most efficient producers of any given com- 
modity will be the last ones to be squeezed out of the productive effort. 

We are not advocating run-away prices for the farm producers, any more 
than we would advocate run-away prices or wages for any other producers of 
this country. We are simply saying that if a condition is brought into being 
whereby we have a declining livestock production, at a time when American 
consumers are demanding increasing livestock production and at a time when 
we are bending every effort to increase our feed supplies of this country (to 
make 115 bushels of corn grow where 100 grew last suinmer), we will be in- 
viting the sort of an unbalanced production which may well take a terrific toll 
on, not only the agricultural economy but, the total American economy in a 
critical period. 

It should be obvious to all Americans now that agriculture cannot be forced 
into a decline over any substantial period of time without having that decline 
reflected in the rest of the American economy. We just can’t afford that ¢ 
within agriculture alone. 

In attempting to review the effects of price control on agricultural effort a 
few yvears ago it is clearly obvious that the net effect of that control effort had 
a disastrous effect on the balance in agriculture’s production. A rising level of 
consumer purchasing power and of industrial employment coupled of course 
with the rising level of national income had been operating to stimulate live 
stock production, until we reached a level of S38 million head of hogs in 1944 
and of 85 million head of cattle. The full effects of OPA began to be felt in our 
livestock economy in late 1943 and early 1944. Between 1944 and 1947 the live 
stock population of America was reduced by 7 million head of cattle and by 2S 
million head of hogs, all in the name of trying to provide cheap meat for the 
consumers of this land. 

If it is the judgment of this Congress that the welfare of the Nation demands 
an extension of price-control provisions, then it is imperative that we guard 
against some of the mistakes that were made previously, some of which we con 
fidently feel were repeated in the early experiences under the Office of Price 
Stabilization. Some people believe that it is possible to argue with certain logic 
that price control formerly was brought to an end prematurely. But there was 
no alternative. When the meat counters of this Nation became bare Americans 
demanded an end of a legislative situation which they felt was responsible 
They will do the same thing again. It is for this:reason that we conclude that 

“it is all the more imperative that we guard against those errors of OPA because 
under the present OPS which may likely be a part of a defense period of much 
longer duration than that of 1941-43, we simply must plan on the basis of 
a long-time effort and long-time result. To emphasize the point that it was 
OPA that affected the livestock population we hasten to point out that between 
1947 and 1951 we were able to increase the hog population to a figure almost 
identical with that of 1944 and the cattle population was raised to a figure of 
approximately SS million head. 

In trying to concede that, under the cricumstances of this defense production 
effort, the matter of direct price and wage stabilization may have some legiti- 
mate place among the many devices for controlling or even retarding certain 
effects of inflation, we are compelled to recognize the dangers which accompany 
such controls. With direct reference to agricultural production, we call atten- 
tion to the fact that the USDA is seemingly justified in providing for support 
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prices in trying to stimulate productive effort and improving the prospect or 
achieving our goals of production. The OPS is constantly seeking to lower the 
ceiling. Thus we have two agencies of Government moving in opposite direc- 
tions; the end result of which is a fixed price. We are not charging anybody 
with deliberately seeking to fix prices, we are simply saying that we are, even 
though possibly unconsciously, moving in that direction. We are therefore 
eliminating the most effective mechanism for inducing or achieving a balanced 
production effort 
L know of no satisfactory substitute mechanism, at least over a long period 
of time. We therefore must safeguard some range of price fluctuation between 
floors and ceilings, The political temptation of closing that gap is so great 
that we must call upon the Congress to write a prohibition against such a closing. 
The Grange position in recognition of the danger of inflation and in recog 
nition also of the danger of disrupting our productive effort has not changed 
since We testified before this committee in May 1951. Events of the past vear, 
however, have caused us to shift emphasis in a few specitic cases, We are firmly 
convineed that price control on agricultural commodities which are produced on, 
marketed from, and consumed on millions of individual farms, where rationing 
programs cannot be affected, is unsound. We believe that runaway or unreason 
able price rises are reflection of a demand far in excess of the supply (at reason 
able prices) and that therefore the proper approach is to reduce the demand 
through a rationing program and that in the case of agricultural commodities 
aft least, price control can never be effective over any more than a short period 
of time without a counterbalancing aud ¢ffective rationing program. This is 
especially true with respect to feed grains and to large extent with respect 
to the products of our livestock industry We respectfully urge the Congress 
therefore to prohibit price control on agricultural commodities except when 
the supply situation requires rationing to provide equitable distribution 
Livestock shiughtering quotas have, without exception, operated to eliminate 
competition in the purchase ofl livestock nt the stockyvards. There is auuple evi 
dence of the producers’ taking a substantial and many times ruinous loss because 
of no purchaser or of only one purchaser being left (and thereby there being 
ho competition) to buy livestock in a given marketing yard We had no alterna- 
tive except to suppert the action taken by the Congress in 1951 in the so-called 
Butler-Hope amendment. 
The eighty-fifth annual session of the National Grange in Atlantie City last 
November adopted a program with respect to inflation calling for 
1. Stiffened credit controls. 
”. Balance the Federal budget. 
>, Permit a moderate rise in interest rates 
1. Encourage industrial as well as agricultural production 
5. Take steps to eliminate deterrents to increased production 
Within the framework of this program laid out by our delegate body which 
we shall not take the time to expand on this occasion, we would conclude that 
the extension for 1 year as provided in S. 2594 should provide that the Federal 
Reserve Board may again exercise authority over consumer credit as was formerly 
exercised in regulations W and X, and we would earnestly submit that this mat 
ter of safeguarding some adequate permissive range of price fluctuations at 
levels both above and below a recognized fair or parity price, We must all be 
interested in the long-time health condition of America and her economy Most 
of us. Im sure. want stabilization but we do not want rigid stagnation 
We further respectfully submit that the Congress of the United States should 
endeavor to establish a firm guaranty in the minds of Americans that it is 
the policy of the legislitive branch of this Government that price controls shall 
come to an end under certain conditions, We confess we do not have a wholly 
sutisfactory decontrol formula but we are certain that such a formula is de 
sirable. We are likewise convinced that the existence of such a formula would 
give much encouragement to thousands of Americans who are as much interested 
in freedom and opportunity as they are in protection 


The Cuamman. Mr. Blake, will you come up. 

I understand that Mr. Sargent has to catch a plane, so we will 
have him as the first witness after lunch. 

In the meantime, Mr. L’Heureux of the staff has gotten the informa- 
tion that you wanted fromthe Agriculture Department. 
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Mr. L’Heurevx. In reference to the canners association state 
ment by Mr. Taylor, and the charts submitted, I have spoken to Dr. 
Elliott of the Bureau of Agricultural Economics in the Department 
of Agriculture. 

He states that these figures are roughly correct. For instance, 
the 1952 goal instead of being 6.3 is 6.383, so they are roughly 
correct. 

The acreage goal in 1952 is only about 2 percent down from the 
1951 goal. 

In 1951 a special effort was called for in processing vegetables 
to meet the increased civilian and military needs. Now, the build-up 
has been accomplished, and the pipeline has been filled through vege 
tables in storage. in transit, and so forth. 

The acreage goal in 1950 was 1,623,000 tons. The acreage goal in 
1951 was 1.880.000 tons. The acreage goal in 1952 Is 1.850.000 tons, 
percent reduction from the high eoals of 1951. 

The expected vield is 15 percent less because of anticipated weathet 
conditions, the fertilizer situation, and so forth. In other words, a 
normal vear ise xpected this year. 

1951 was an exceptionally fine production vear in processing vege 
tables, In short, the Department ot Avricult ire has reduced the 
acreage by Z perce hit only, ah ral tol | the f: uvmers, 1n effect, that a normal 
year with a vield of 6.5 million tons would be acce ptable. 
~ ‘The Cuarrman. Thank you. 

Senator DIRKSEN, Mr. Chairman, before we get away from that 
statement IT want to comment that it is nota question oT acreage ,inmy\ 
judement. but of the tonhage of vegetables that will determine how 
much more we carry in storage, so you could reduce acreage by only 
2 percent and still get another million tons of vegetables. 

Mr. L’Hevrevx. They point out they expect a normal year, while 
in 1951 they asked them to make special efforts to produce more be 
cause they needed to fill that pipe ‘line. Now that the pipeline is filled, 
and they anticipate a normal year, they hieure it will be 15 percent 
down. 

The Cratrman. Mr. Blake, we are glad to have you. 

senator Sparkman stated that he had to leave to present 
treaty before the Foreign Relations Committee. 

If you will go ahead, sir, in your own way. 


, 


oraz 


STATEMENT OF WILLIAM RHEA BLAKE, EXECUTIVE VICE 
PRESIDENT, NATIONAL COTTON COUNCIL 


Mr. Buakr. Mr. Chairman and gentlemen of the committee. my 
name is William Rhea Blake. I am executive vice president of the 
National Cotton Council. The cotton council is an organization of 
the entire raw-cotton industry, embracing all the 18 cotton-growing 
States from coast to coast and including the six leading raw-cotton 
interests; namely, the farmers, ginners, merchants. w: a 
seed crushers, and spinners. The council’s policies are made by a 
delegate body composed of representatives from each of these six 
interests in each of the cotton States. At least a two-third m: \jority 
vote of the delegates of each of the six raw-cotton interests 


voting 
separately is required on any position adopted by the council. 
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At its last annual meeting held the latter part of January 1952 the 

Cotton Council took a specific position on two questions embodied 
in the legislation now before you. The first relates to inflation con- 
trol and the second to import controls on certain agricultural com- 
modities imposed by section 104. As for price controls the council 
reaflirmed its belief that inflation can only be controlled by economy 
in Government expenditures, restraints on credit for nonproductive 
purposes, encouragement of private savings, and encouraging maxi- 
mum production. Actually the main forces that have held inflation 
in check up until now have been increased private savings, curtailment 
of credit, and increased production rather than price ceilings. 

We recognize, however, that Congress may not eliminate price ceil- 
ings at this time. As long as they continue in effect. we strongly 
urge that Congress write into the act protection against unreasonable 
use of ceilings so that farmers and businessmen can have some definite 
assurances as to the rules of the game they are to play. 

Three very necessary changes are required to accomplish this. The 
most important is a prohibition to prevent. roll-backs of existing 
price ceilings. The present act limits roll-backs of agricultural com- 
modities to 10 percent of the market price on May 19,1951. For other 
commodities and services, the authority of Office of Price Stabiliza- 
tion to roll back ceilings is limited by an involved formula containing 
four standards. The most dangerous of these four measures permits 
OPS to follow the market down and set ceilings at the current market 
price. 

You will recall about a year ago, when this committee was consider- 
ing the extension of the Defense Production Act, it was argued by 
OPS that authority was needed to reduce ceiling prices to bring into 
line the ceilings of those who unscrupulously raised prices to an unrea- 
sonable level just before the freeze. 

The CuarrmMan. Did they roll back many ceilings? 

Mr. Brake. Senator, I do not know how many, but they have rolled 
back ceilings in a number of instances. Wool, tallow, and potatoes 
are examples. The argument was, of course, that they wanted to 
catch the gougers. Now they have had more than a full year to 
cateh the gougers. We think that is time enough, and we submit 
that in any event it is certainly unreasonable to ask business and agri 
culture to continue to operate under the threat of roll-backs more 
than a year after price ceilings have been imposed. 

If we allow further roll-backs, it actually amounts to punishing 
the very segments of the economy that have been productive enough 
and competitive enough to bring the measure of inflation control that 
we have attained up to this point, We simply do not think that it 
is fair. 

In the past 8 or 10 months Washington rumors of roll-backs have 
kept business in a turmoil. In our own industry, for example, the 
leading trade papers have carried, practically every week, reports of 
impending roll-backs on textiles. These cannot be lightly passed off. 

The Cuainman. They have not rolled back cotton textiles or cotton. 
Mr. Arnall said he was not going to do it in our hearing here on 
Friday, and I want to only say this, that I can feel with you gentle- 
men the fear that you have, but I think half of all this stuff that 
appears in the newspaper is concocted in the minds of some clerks 
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around here who want to frighten everybody to death. That. is 
my personal judgment. 

Mr. Buake. Senator, that may be true, but regardless of the source 
of the rumors, they have been extremely disconcerting. 

The CHairman. | condemn it; do not misunderstand me. ‘There 
is a rumor every week about something they are going to do. 

Mr. Buaxe. We know that the rumors were sup yported at least in 
one instance by a policy statement issued by OPS last October in the 
form of a directive to the various branches of the Agency instructing 
them to roll back to or toward the current market price. 

The CuatrMan. | hope the Administrator will stop those policy 
statements by clerks and other people who have no authority to do 
inything but who do, as you say, frighten everybody to death. 

Mr. Buaxe. We certainly hope so, too, and we are most apprecia- 
tive of the statement made before your committee by Mr. Arnall the 
other afternoon, but the point that we want to make is that, regard- 
less of the Price Administrator's intention, as long as he has that 
iuthority to roll back ceilings, the effect is practically the same so far 
is the market is concerned. Buyers simply wait for lower prices 
which they know will follow the next round of rumors, and this thing 
has completely disrupted efficient operation in the textile mills. We 
we on a hand-to-mouth buying basis instead of buying ahead, 


as 1s 


the normal pattern im the industry, a pattern we have got to follow 
if we are going to have efficient production. Instead of doing busi- 
ness on that base, we are doing it on a hand-to-mouth day-to-day 
basis. You cannot blame the buyers. because, if they think they can 
buy cheaper tomorrow, why buy today ¢ 

This situation | am describing in textiles is not confined, unfor- 


tunately, to just that area. The same situation exists in cottonseed oil 
ind in other cottonseed products. 

As a matter of fact, our industry is in this position. Except for a 
special situation in the case of cottonseed meal, which is selling at the 
eiling as Mr. Newsom just pointed out to you, because of a shortage of 
feed grain, all other products made from cotton lint and seed 
selling well below ceilings. 

We ask then, why this industry should be subjec _ to - demoral- 
zing effect of the threat of roll-backs.’ Mr. Arnall, his adminis- 
tration of the act, may not intend to roll back prices. ‘If that be the 
ase, What harm is it going to do to have it in the law so everyone 
will know that we are not going to have roll-backs ¢ 

Senator Carrnarr. Mr. Blake, do you feel that the Congress ought 
to write the formulas, and the Administration ought to follow them ¢ 
In other words, the Congress ought to say there will be no roll-backs, 
nd then the Administration should follow them / 

Mr. Buake. I certainly do, Senator. 

Senator Carenart. Do you also feel the Congress ought to write 
| formula mandating the Administration to suspend or decontrol those 
iaterials whose prices are below ceilings / 

Mr. Buake. I certainly do, and Iam coming to that just a moment 
ater in my statement. 

With respect to the cotton farmers, Mr. Chairman, the Secretary of 
\griculture has called for a 16-million-bale crop again this vear. As 
we all know from experience we had last year, farmers certainly know 
when they get into any sort of expanded production 
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The Cuarrman. What was the carry-over last year / 

Mr. Brake. About 2 million bales, a little over. 

The CuairmMan. What about this vear/ 

Mr. Buake. The prospect is it will be just about the same, maybe 
a slight increase. 

The point I want to make, so far as the farmer is concerned, is that 
he cannot possibly produce 16 million bales without incurring exces 
sively high cost. We know that from last year’s experience. There 
fore he is extremely conscious of what he is going to be able to get 
for that cotton when he gets ready to market it next fall. 

The Cuamman. I hope he gets a good price for it, but I doubt it. 

Mr. Buake. The Secretary of Agriculture testified before the Agri 
culture Committee of the Senate the other day he thought 40 cents 
a pound was What it would take to cel this kind of production, vel 
I call your attention to the fact that under the present law—I know 
Mr. Arnall has said he is not going to do it—but under the present law 
he could roll the price of cotton back to 3914 cents. 

The CiairMan. What can the farmer sell his cotton for in October / 

Mr. Buake. Well, the present quotations in futures market for next 
October delivery is about 36 cents. 

The CuarrMan. Four cents below the 40 cents the Secretary said 
they would need; that is the difference in whether you will make the 
crop or hot. 

Senator Carruarr. You are gomg to produce 16 million bales, 
and that produces 2,500,000,000 pounds of cottonseed and peanut oil. 

Mr. Buake. That is about right. 

Senator CarrHarr. Now, you are going to lose about $300 million 
in farm income where the peanut and cotton farmers will lose about 
$300 million in farm income if the price of cottonseed and oil and pea 
nut oil remains as it Is today. 

Mr. Buake. That is about true as compared with ceiling prices, sir. 

Senator Carenarr. Is not that going to have a very salutary effect 
upon the price of cotton ? 

Mr. Biake. Senator, the thing that has us particularly bothered 
about the price of cottonseed is that, if the Price Administrator rolls 
back the price of cottonseed products to their present market level, 
which he can do, it means that cottonseed cannot possibly bring within 
$30 a ton, Mr. Chairman, of the minimum ceiling set in the act for 
cottonseed. Talking about these rumors, they have been flying thicker 
and faster in those markets than they have in the textile market. 

The CHatrrMan, I know that he would not dare roll it back: he 
would not consider rolling it back, in my judgment. I am not here 
to defend him. I think the rumors have been a disgrace, but as far 
as cottonseed you and I both know there was big production, almost 
overproduction. The demand is not there for it. 

Now, on the other hand, if you have another tremendous. crop of 
cotton, unless there is some assurance from the Secretary of Agricul 
ture, I think the thing might drift into the actual fiber itself. You 
will agree there has been a tremendous production—a 16-million-bale 
crop, with its byproduct of cottonseed, as against a 10-million-bale 
crop the year before—which caused it to decline, not the suggestion 
of a roll-back. I do not think the roll-back suggestion did any good, 
but you just have more than the people are going to buy. That is the 
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truth. If you do not watch out, you are going to have more cotton 
than the people want to buy. 

Senator Carruarr. Congress ought to accept the responsibility, pass 
laws, and the administration ought to follow them. Now, if the Con- 
gress feels, as we do at the moment, that they should not do this, then 
we ought to put it in the law. 

The Cuatrrman. What sort of law? 

Senator Carrnarr. I am talking about formulas for suspending 
controls and a formula against rolling back these prices. 

The Cuairman. I do not differ with you on that, but Tam thinking 
of the farmers in the South and West with this overproduction—that 
is what caused it. lf you overproduce the cotton crop, you are voOIng 
to have the same thing again, and you cannot write a formula for it, 
except a parity formula. 

Senator Carenarr. You have more confidence in them than I have. 

The Cuarrman. I am not here to defend anybody. I am only 
speaking of the actual facts that exist. You have overproduceion, 
and what Tam trying to get over to Mr. Blake—and I hope he under 
stands it, and I hope he agrees with me—ts, aoe the cotton farme) 
has some assurance that he will get better than 35 cents per pound, 
which is 90 percent of parity, if he goes out and sala s 16 million bales 
of cotton he will not get muc ‘+h more than 33 cents unless something Is 
promised him. 

Do not misunderstand me: I think it ought to be done. You cannot 
raise the parity for cotton unless vou raise it on corn and wheat, in 
my judgment. I am getting a lot of resolutions asking that the 
parity be raised to 40 cents. ] frankly believe the C ongress would not 
do that. If you raise it on cotton, you should raise it on corn, wheat, 
and the other things. 

Go ahead, sir. 

Mr. Buake. Mr. Chairman, the second recommendation that we 
would like to make is with regard to a requirement in the law that 
cellings be adjusted to include cost increases that have occurred sub- 
sequent to the present cut-off date of July 26, 1951 

Senator Scnorerren. Do they have the right to do that now, in your 
judgment / 

Mr. Buakr. They have the right, ves, sir: but they are not required 
to. 

Senator Scnorrre.. If, in your judgment, they properly administe: 
that, do you think they have got that right ¢ 

Mr. Brake. They unquestion: — have the right to make any in 
crease that they see fit to make, but the point is, as we have seen : 
all the experience that we have had with price control in World Wa 
IT and thus far with OPS, the tendency is to push it down and Sauna 
just as low as you centlemen in the Congress will let them push it. 
They say you must suffer a loss before you can get any adjustment. 

Now, we all know that production is bound to suffer when industry 
is placed in the squeeze between rising costs and unreasonable ceil- 
ings, neither of which it can possibly control. The administration 
can control wages, but it has not done so and, in my judgment, does not 
intend todoso. In addition, we urge that the pre-Korean base period 
be extended to a full year so as to assure equitable treatment for 
seasonal industries. 
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The Cramman. Do you think they are going to use 16 million bales 
of American cotton this year ¢ 

Mr. Brake. I would not want to predict we would use 16 million 
bales this year. 

The Cuarrman. My information is from some European people, 
from Germany and Belgium. They paint an awfully bad picture over 
there. 

Mr. Brake. It is not encouraging. 

The CHairman. Export and import bankers have been having 
trouble lately with the French loan being held up. I am trying to 
say that we have got to make sure that there will be assurance to the 
cotton farmer that he will get 40 cents, rather than the 33 cents, if 
he raises any 16 million bales. I am just praying they will get it, 
because the excess cost has gone up even since last year. 

Mr. Buake. When you increase your production from normal to 
16 million bales, you show a cost increase in a big way. 

The Cuamman. You take the submarginal land, you have to fer- 
tilize it, and so on. 

Mr. Brake. One other point about cost increases in setting ceilings. 
Insofar as our industry is concerned, I have just testified that all 
of our products except one are well below the ceilings so we are not 
in a squeeze position right now with respect to our products. 

Senator Carenarr. You are saying that all textile products are be- 
low ceiling except one? 

Mr. Buake. No: all textile products are below, Senator, and the 
cotton is below, and raw cottonseed is below, and all cottonseed prod- 
ucts are below, except one, and that is cottonseed meal. 

Senator Carrmarr. The canning industry have just testified that 
all canning produets are below ceiling. We know, with the exce ‘ption 
of veal, that all meat products are selling below ceiling, that is the 
wholesale price. We know that most durable goods, if not all, are 
selling below ceiling. Therefore we ought to write a suspension or 
«a decontrol formula into this act to decontrol those things that are 
selling below ceiling. 

Mr. Buake. I certainly think so. That is the next point I want to 
make, after finishing on this point, which is related closely to your 
much publicized amendment. 

Senator Carruarr. Two things made this coe giving the con- 
sumers the break in America, and they are, first, big “production, to 
which you can give 90 percent of the credit, and the other has been 
the act passed by this Congress. 

Mr. Buake. I think that is right. 

The CHairman,. There are so many things stocked away at high in- 
ventory prices that have not come down, the consumer has not re- 
ceived too much benefit. 

Senator Carrnarr. You would be surprised at the benefit the con- 
sumers have had. A smart buyer today, going out to buy foods, tex 
tiles, clothing, automobiles, radios, television, or anything else, can get 
some wonderful apr omer if they will just have a little patience. 

The Cuaimman. Go ahead, Mr. Blake. 

Mr. Buakxr. With respect to those squeezes, Mr. Chairman, in our 
industry, as I say, we are not squeezed on our products, but we are 
squeezed on some of the services, notably with the cotton gins, ware- 
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houses, and compressors. Now, those squeezes have come about large- 
ly asa result of the increase in labor cost, and they have not been recog- 
nized in ceilings. ‘Therefore, we would like to suggest that the Con- 
gress include in the law a provision that all necessary and unavoidable 
labor and material costs after as well as before July 26, 1951, be rec- 
ognized in ceiling calculations. We also feel that the base period 
ought to be broadened to a full year instead of 6 months in order to 
take care of seasonal conditions that exist in so m: iny industries. 

On the third recommendation, we feel that under the present cir- 
cumstances certainly we should begin immediately decontrolling all 
materials and services where increased production or competition 
has already cured the problem of inflation. Certainly it ought to be 
our objective to return to a free market economy just as quickly as we 
possibly can, and certainly in our judgment it makes no sense on the 
one hand to have business subjected to reporting and record keeping 
ind audits and other red tape involved in operating under ceilings, 
and on the other hand to maintain a large and costly staff to admin- 
ster those regulations on the goods and services where prices have 
een well below ceilings for many months. 

We feel with regard to how you attain decontrol it would be overly 
optimistic to expect any Government agency, and especially a price- 
control agency, to initiate aggressively procedures to liquid: ite itself. 
We have no hope that is going to be done, unless the Congress itself 
writes into the law a provision requiring OPS to suspend ceiling oper- 
itions in those fields where prices have been consistently below ceil- 
ngs. During the current fiscal year it costs taxpayers about $80,000,- 
00 to administer price controls, and the budget for next year is 
wer $100,000,000. 

Senator Carenarr. Is it not the responsibility of Congress to de 
ontrol, and not the Administrator ? 

Mr. Buake. I think it is, Senator. 

Senator Carenarr. Why does Congress continuously want to a 
n to the Administrator its own responsibility? It should not do it 
ind the people ought to insist that the Congress accept the responsi 
bility for these things, and write the formulas, instead of passing 
he buck to the administration. 

Mr. Buake. We have never gotten any relief that [ know of on any 
if these things unless the Congress acted. 

Senator Carenarr. It is the responsibility of the Congress to do it, 
‘o write all the formulas. 

Senator ScHoEPPEL. You heard Mr. Wilson the other day state that 

committee was going to report in about 3 weeks, and vou heard 
Governor Arnall here the other d: ny re ‘iterate, in substance, that he 
ertainly was not going to operate this control measure just for the 
-ake of controls. That is the first ray of sunshine that I have seen- 
thank goodness, he has come out of the South with a little more under: 
standing than maybe some of his predecessors had in this thing. 

Do you have any faith in the statements of those two gentlemen 
Tam not asking you to be put on the spot on it, but is it your ob jective 
to follow up on this announced statement and see what comes out in 
the way of decontrol of some of these items? 

Mr. Biake. Senator Schoeppel, with all due respect to both of those 
gentlemen, or anybody who may sueceed them, I have no confidence 
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based on the experience that we have had in the past that we will get 
any decontrol that will be worth the paper it is written on unless the 
Congress itself spells out in the law a requirement with regard to that 
decontrol. 

Senator Scuorpre.. Of course, I subscribe to the theory of my col- 
league, Senator Capehart. I believe that Congress ought to write a 
formula. I do not believe we can make half the mistakes this outfit 
has made, so I would like to take a shot at it. 

Senator Caprrnarr. | say it is the responsibility of Congress, not 
Mr. Arnall. If I were in Mr. Arnall’s place I would say, “Mr. Con- 
gress, you write the formula.” 

It is the Congress’ responsibility. I do not care how good a man 
Mr. Arnall is, it is not his responsibility to be making laws. His re- 
sponsibility, and that of the President, is administering laws, not 
writing them. When they write these formulas they are writing laws, 
and that is what has been happening for the last 20 years, and that is 
what has gotten us Into so much trouble. Congress has abdicated 
writing 'aws in favor of the administration, and IT do not know why 
the administration wants it. LT would think they would say, “Mr. 
Congress, if you want this done, you write the formula.” 

Somebody has to write the formula, somebody has to sit down and 
write it, and the Congress ought to accept that responsibility. That 
was the reason they did not like the Capehart amendment, because we 
wrote the formula, and they wanted to do it themselves. That is the 
fight between the Congress and the administration. They do not want 
the Congress to do it, aid the Congress ought to do it. As far as Tam 
concerned, I am going co vote to do it. 

Mr. Buake. That certainly is our feeling, Senator. 

Senator Carenarr. If we make a mistake, it is the mistake of Con 
gress, Whom the people elected. If they do not like it, they can take 
them out at the next election, and then you will have a Nation gov 
erned by law instead of administration procedure, which is just as 
wrong as it can be, under our system of government. 

Mr. Buake. The final point in our testimony relates to a sub 
ject, namely, that of import restrictions as embodied in section 104 
of this act. 

It is our position that section 104 should not be extended. This 
committee has heard a lot of testimony on this subject, and I am not 
atte mpting to go into detail. I just want to state ag our view. 

The Crairman. What do you think about what Mr. Newsom said 
today about parity ¢ 

Mr. Brae. Well, I would like to touch on that in what I am about 
to say right now. 

Our concern is simply this: Section 104 imposes restrictions that are 
more stringent than the restrictions in the trade agreements which 
we have entered into in good faith with these other countries. 

Now, mind you, we are not a completely disinterested party in this 
situation. This industry is a very big producer of vegetable oils. 

The Crairman. Not only cotton would be benefited but soybeans 
and tobacco: that is understood. 

Mr. Buake. Our concern is that the fear of retaliation by these other 
countries against our imports into those countries that may result if 
this section 104 continues. We think there is a lot of substance, a lot 
of ground for these fears. 
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At the present time, as you know, on price-supported commodities, 
our exports amounted to more than three times the imports of those 
same commodities. We are very much concerned about preserving 
that export market. 

We certainly would not want anything to be done that would be 
harmful to the dairy industry, or the fats and oils industry. After all, 
our Industry is a very big producer of vegetable oil, one of the biggest, 
in fact. Weare very much concerned about this depressed price prob- 
lem in the oil market, but we are also concerned a ee shee other side 
of this question, and we think, and we believe that there is ample 
uithority to take care of this situation under section 22 of the Agri 
cultural Adjustment Act of 1938, and under the escape clauses in the 
Reciprocal Trade Agreement Act that have been enacted. 

Senator Scuoepret. Mr. Blake, the contention has been made here 
that they are on dead center—you know what dead center is on a loco 
motive: it just does not move. 

Now, that has been the greatest trouble under that section, I think 
from what little IT have explored into it. What I have heard some 
of them say that are directly concerned with it, that it is a valid 
objection to the w ay they have administered that. 

Now, they have not shown very much of a disposition to expedite 
those things, use the machine ry at their comma nd to meet these dam- 
wing features, and that is what has given the dairy people and quite 
i lot of others in industrial segments of our industry that alarm about 
{ all. 

Mr. Brake. A lot of the people | In our indus try, too, have that same 
‘concern, Senator Se hoeppel. Our point is that this thing ought to be 
done without abrog: ating agreements that we made in vood faith with 
these other countries, and the reby elve them grounds ov retali: itory 
action against our imports. That is our problem. We think that ce1 
tainly there ought to be some way to solve this thing w teen vetting 
is into the postion of having to go back on our word that we gave these 
people when these treaties were made. 

The CHatrman. The committee will stand in recess until 2 o’ecloek, 

(Whereupon, at 12:25 o'clock p. m., a recess was taken until 2 o'clock 
. Wy.) 


AFTERNOON SESSION 


The CHarmMan. The meeting a to ordet 
Mr. Sargent, will vou have a seat, 
Will you proceed in your own pe ir. 


STATEMENT OF JOHN A. SARGENT, MANUFACTURING CHEMISTS’ 
ASSOCIATION, INC. 


Mr. Sarcenr. My name is John A, Sargent. I am executive vice 
president of the Diamond Alkali Co. of Cleveland, Ohio. I am ap- 
pearing here today as the representative of the Manufacturing Chem- 

* Association, Inc., at the invitation of the committee. In the in- 
terest of saving the committee’s time I shall read only a brief summary 
of my prepared statement, but request that the text of the full state- 
ment be made a part of the record of this hearing. 

The Manufacturing Chemists’ Association, Ine., is an association 
of chemical companies—companies, small and large, which accounts 
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in the aggregate for approximately 90 percent of the chemicals pro 
duced in the United States. In 1951 this industry had aggregate sales 
of over $18 billions, second in volume only to the food industry and 
greater than the other basic industries, including the steel industry 
Both as producers of chemicals and as American citizens, we have 2 
vital stake in the success of America’s program of ailaaisal mobiliza 
tion. 

The Cuatrman. You know, Mr. Sargent, we will make this all a 
part of the record. 

Do you want to read the whole thing? 

Mr. Sarcent. I am trying to highlight the general portions i: 
this summary. 

The CHarrMan. We are trying to make it convenient for you. | 
understand Senator Capehart wants to ask you some questions. 

Mr. Sarcenr. I will try to skip over part of it, sir. 

Since we feel that the soundness of the legislation which your com 
mittee recommends to the Congress may well determine whether this 
program of industrial mobilization is to be a success or a failure, we 
welcome this opportunity to testify here today. 

At the outset, let me state what we are for: We are for those meas 
ures, both legislative and administrative, which make for a stronge: 
America. We recognize that some shortages still exist, that the risk 
of inflation in the event the international situation worsens is still 
with us, and that an extension of the Defense Production Act may 
be advisable. We believe, however, that the way in which this statu- 
tory system is administered is at least as important as the statute 
itself—and our views with respect to some of the statutory provisions 
are necessarily affected by the way in which the statute has been ad 
ministered up to the present time. 

The CHamman. That goes by the old saying, it is not the law; it 
is the administration of the law. 

Mr. Sarcenr. That is exactly right, sir. 

I have summarized above, as briefly as possible, our general philoso 
phy. Let me summarize now the specific recommendations that this 
general philosophy has led us to conclude we should submit to you 
committee at the present time: 

First. we recommend that the Defense Production Act, if extended. 
be extended for a 1-year period, only. 

The CratrMan. That will be done. 

Mr. Sarcent. Second, we recommend that this extension, if placed 
in effect, apply not only to the priorities and allocations authority, 
but also to the price and wage stabilization authority. 

Third, we recommend that the Congress, if it extends the act, enact 
specific amendments, designed to accomplish these results: 

(a) To insure that there is a cessation of the use of the priorities 
and allocations authority at the earliest practicable date: any given 
commodity or product should be “decontrolled” as soon as possible, 
without having to wait for a time when it is possible to decontrol all 
commodities and products. 

(6) To insure that the same type of decontrol action is taken in 
the price and wage field, at the earliest practicable date—which can 
be accomplished by amendments along the lines which the chairman 
of this committee has recently suggested. 
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The CHairman. Have you read those amendments? 

Mr. Sarcent. Yes, sir. 

The CHairMAN. I appreciate that, because so many have not. 

Mr. Sarcent. (¢) To insure that price and wage control is used 
for the purpose Congress had in mind when it enacted the 1950 act 
and the 1951 amendments—instead of being used as a device for limit- 
ing profits and thus destroy ing incentive. 

(d) To insure that price and wage controls are so administered as 
to control both prices and wages—to the end that prices and costs are 
held down to the maximum practicable extent, but to the end, also, 
that cost increases are recognized as a justifiable basis for price in- 
creases in those cases where the Government does not succeed in “hold- 
ing the line” on costs. To accomplish this, title TV of the act could 
he amended so as to require that all price-control regulations provide 
for the redetermination at the election of manufacturers of ceiling 
prices thereunder at 6-month intervals to take into account any 
increase In Wi age rates pl: aced in effect since the last determination of 
such prices and increases in material costs resulting from such wage 
increases. 

Senator ScHorrreL. I would like to ask this: Does that entail 
the holding of the line, or keeping the amendments from the bill that 
some of the agencies are objecting to, in your judgment ¢ 

Mr. Sarcent. It certainly does in our opinion, that they should not 
only be kept in the bill, but should be elaborated so that they can 
accomplish the effect that they were intended for, and I want te 
elaborate on that particular point as I go on, Senator. 

We recognize the need for price control to avoid a runaway inflation 
which is a constant danger wherever commodities or labor are in short 
supply. However, we feel strongly that the method of price control 
must not be allowed to interfere unnecessarily with the competitive 
balance and the profit incentive which is the basis of our American 
business system. While priorities and allocations continue to be neces- 
sary, we favor recognition of the fact that many chemicals are no 
longer in short supply as evidenced by recent actions of the National 
Production Authority. We believe that the time is at hand when 
an end can be brought selectively to priorities and allocations and 
corollary price controls. The normal operation of supply and demand 
in our free-enterprise economy will, if permitted, keep the price of 
items that are in good supply at reasonable levels. 

No one is more anxious than the manufacturer to hold prices down. 
The lower our prices the more we sell. This is particularly true in 
the chemical field where it has become axiomatic that the imereased 
sales which result when prices are such as to encourage demand enable 
realization of maximum profits. This is borne out by the fact that the 
increase in price levels for chemicals over the past several years has 
been far less than for other industries. So our goal, like that of both 
the administration and the Congress, is the goal of keeping prices 
down. 

Therefore, in the event that the Defense Production Act is extended, 
we recommend that it be extended only for a 1-year period, not only as 
to the priorities and allocations authority, but also as to the price and 
wage stabilization authority. However, as I have already stated 
above, we feel that the extended act should provide for decontrol of 
any given commodity or product as soon as it is no longer in short 
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supply. This decontrol action should be effective not only in_ the 
priority and allocation field but also in the price field, at the earliest 
practicable date. 

The CHatmman. What chemical field do you represent ¢ 

Mr. Sarcenr. Ninety percent of the chemical industry is represented 
by the Manufacturing Chemists’ Association on whose behalf 1 am 
testifying today. 

The Cuamman. Monsanto Chemical, for instance. 

Mr. SarGent. Yes, sir, they are members. All the large and small 
companies, virtually, in the chemical field, except in some of the 
fringe areas. 

The CHairman. Now, on production, Monsanto has gone into great 
production of chemicals to revitalize the land. 

Mr. Sarcenr. Yes, I have read about it in the papers, Senator. 

Senator ScmorpreL. Mr. Chairman, | would like to ask one question. 
It may be a pretty blunt question, but we hear kicked around and 
bantered around that the chemical industry is not as competitive as 
some of the other businesses. 

Do vou take the position that it is highly competitive 

Mr. Sarcenr. | think it is one of the most highly competitive in- 
dustries that I know of, for this reason, that new products are con- 
stantly being developed in the research labs of our various companies 
which take the place of other products. We are constantly competing, 
not on a est: product-for-product basis, but on a product improve- 
ment basis, and product development basis, where we are substituting 
our product that has come out of our lab for somebody else's product 
that may be of a stabilized nature. 

The CHamman. Competition is brains. 

Mr. Sargent. Competition is both brains, and, shall I say, brawn. 
In the older lines of basic chemicals, I think it is an soiled fact that 
there has been a great deal of difficult and aggressive competition for 
many years, and that asa result the price structure of your basic chemi- 
cals is in my opinion somewhat depressed below what it should be in 
an inflationary period such as we have today. 

The Cuairman. What is the name of the company that invented 
this chemical that vou put on corn cobs to feed the cattle 4 

Mr. Sargent. Tam not familiar with that, Senator: I should be. 

We know your committee is aware that the chemical anes is 
involved in the greatest expansion program in its history. Capital 
expenditures for new chemical facilities in the years 1952 through 
1955 have been estimated at $4 billion. A large part of this expansion 
will support the defense program and will be almost entirely financed 
by private capital. It is a peculiar characteristic of our industry that 
it requires vast sums of capital investment in facilities in relation 
to dollar-sales volume. Much of the preesnt expansion was planned 
and under construction at the time the Korean war began. Therefore, 
sales in the chemical industry would have risen sharply despite Korea 
At a matter of fact, had not this construction been under way at that 
time the present sales increases in the industry could not possibly 
have been effected because, on the average, it takes 2 years from com- 
mencement of construction to commencement of produce tion on a com- 
mercial basis for most chemicals. 

We know Congress originally intended, in the enactment of the 
Defense Production Act, that the profit motive which is traditional 
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in our economy should be preserved. Obviously Congress did not 
intend to establish profit control. However, the clear effect of im- 
portant segments of the administration of the act, particularly the 
so-called Johnston formula, is in essence profit control. Both the 
Johnston formula and supplementary regulation 17 impair the profit 
incentive. 

The Cuatrman. Now, was that Johnston formula before the 
hart amendment 4 

Mr. Sarcenr. Yes, it was considerably before. 

Senator Bricker. It has been reissued, has it not ? 

Mr. Sarcent. It has been reissued in a slightly different form, but 
it still makes a company virtu: lly take a paupe T's oath before it can 
get any relief whatsoever, and does not recognize progress, and the 
fact that in a complicated industry such as ours there 
be dislocations brought about in just the normal 
advance, and this has not been a normal vear. 

The CuarrMan. Of course, you have to « oOmpete 
of Europe ¢ 

Mr. Sarcent. Exactly. 

The CuairmMan. Do you think with the application of these formu 
las you have been able to entice a sufficient number of chemists 
so forth, to compete / 

Mr. Sargent. Well, there is a great deal of difficulty in obtaining 
adequate help today of a technical nature, but 1 think we are com 
peting adequately with E urope, and in fact gaining ground on them 
all the time. 

The Cuarman. I am elad to hear that. You saw what 
according to Fortune magazine. 

Mr. Sargent. On the subject of the administration of the act. in 
SR-17, which is the price regulation issued to give effect to the Cape 
hart amendment, it provides that on or before December 19, 1951, 
manufacturers were required by OPS to price their comocdities unde 
CPR-22, or under SR-17, sometimes known as the Capehart regula 
tion. While issued in the form of a supplem nt to CPR-22, SR-17 
actually set up an entirely different method of determining price ceil- 
mgs which for most manufacturers 1s more 


CPR-22. 


Cape- 


are bound to 


COUrse ot a vear’s 


\ ith the chemists 
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disadvantageous than 


A manufacturer who wishes to compute his ceiling 


prices on the 
basis of cost increases incurred up to July 26. 1951, aS provided by 
Congress, can do so only under SR-17. Also such manufacture 
must compute his increase or decrease in overhead costs on a unit 
cost basis. If there is ah increase in overhead unit costs it is added 
to his direct-cost increases for material and labor, but if there 
a decrease it must be subtracted. Since it is characteristic of unit 
overhead costs to decrease as output ise xpanded, every mh wnutfacturer 
who has succeeded in increasing his production in response to appeals 
from the Government, has experienced a decrease in his unit overhead 
costs. Consequently, when this decrease is offset against his increase 
in direct costs for material and labor, his computations under SR-17 
in most cases result in lower ceiling prices than under CPR-22 even 
though be has included his increases in direct cost up to July 26, 


1951. Similarly, because overhead unit costs would have to be com- 
puted under SR-17 on the basis of the high output for most manu 
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facturers during the period prior to July 26, 1951, resulting in lower 
ceiling prices, serious hardships would result in periods such as the 
last quarter of 1951 when overhead-unit costs increased because of 
lower volume or production. Nothing could be more destructive of 
a manufacturer’s incentive to expand production or to reduce his 
costs by operating more efficiently, than the overhead-unit cost com- 
putations required by SR-17. 

As I have said, we recognize that Congress never intended to destroy 
the profit motive. On this particular point, there is no question that 
prices, within reasonable limits and only on commodities in short 
supply, should be controlled. 

Senator Carenarr. Mr. Sargent, you say also such manufacturers 
must compute their increases or decreases in overhead costs on a 
unit-cost basis. 

Does that mean that if a manufacturer made a thousand items, 
a hundred items, or 500 items, he had to compute his cost on each 
individual item ¢ 

Mr. SarGent. Individual items, or narrow groups of items as estab- 
lished in the Department of Commerce listings. 

Senator Carenarr. Was that true under regulation 22 / 

Mr. Sarcent. No, sir; it was not. Under regulation 22, manufac- 
turers were permitted to compute all of their increases in cost and 
balance all of those increases in cost against all of the increases in 
price that have been effected and arrive at a net adjustment which 
he could apply to his business. That might have been a downward 
adjustment, or it might have been an increase depending—— 

Senator Carenarr. In other words, they could lump them alto- 
gether and arrive at increases in costs and decreases in costs, and then 
arrive at the selling price of all their products; is that correct ¢ 

Mr. Sarcent. That is correct, Senator. 

Senator Carenarr. Then in SR-17, which was an implementation 
to amend the Capehart amendment, they limit it to units only ¢ 

Mr. SarGent. That is right. 

Senator Carenarr. The only difference between the ¢ Capehart for 
mula, and the formulas they had in regulation 22 was that the Cape- 
hart amendment allowed more costs to be figured in figuring their 
increased costs to arrive at their selling price: is that correct ¢ 

Mr. Sargent. All it did wasestablish a later cut-off date. 

Senator Carenarr. Not only did it say—well, let us go back the 
other way. In regulation 22, you were only permitted to use direct 
labor costs for the purpose of increasing prices, and then only up to 
when ? 

Mr. Sarcent. January 1, 1951, I believe. 

Senator Carenarr. And you were permitted to use material costs, 
increases in material costs up to when ? 

Mr. SarGent. I am wrong; it was material to January 1, 1951, and 
labor up to March 15, 1951. 

Senator Carenarr. And you were denied the right to include any 
other increase in cost. 

Mr. Sarcent. That is right. 

Senator Carrenarr. And the Capehart amendment said that you 
must include all cost increases up to July 26, 1951. 

Mr. Sarcent. That is right. 
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Senator Carenartr. And after that date, no one could make an 
application for an increase in selling price as a result of any increases 
in costs of any nature after July 26. 

Now, do you know why the OPS limited the application of the 

Capehart amendment to units only, and under their own regulation 
they permitted it to be done by the company, all the products i in the 
company ¢ 

Mr. Sarcent. I certainly do not know why. We can only surmise 
that they wished to nullify the effect of the Capehart amendment. 

Senator Carenarr. In other words, they wished to sabotage it / 

Mr. Sargent. I think that puts it bluntly, yes, sir. 

Senator Carenarr. Do you think they did sabotage it ? 

Mr. Sarcent. I am sure they did, if we understand the spirit of the 

Capehart amendment, which you have just summarized so clearly, 
then they have successfully sabotaged it, because, taking my own 
company as an example, we have been given the opportunity of cal- 

enlating either under regulation 22, or SR-17, and if we were forced 
to calculate under SR-17, as it was phrased, we would have been 
forced to make some rollbacks which we were not required to make 
inder regulation 22. 

Senator Carenarr. In other words, had they amended regulation 22 
as they should have done to take in the additional costs that the Cape- 
hart amendment allowed, and the cut-off date of July 26, then your 
company would have been forced to have rolled back some prices? 

Mr. Sarcent. No. We would have been forced back to roll-back 
prices if we had calculated it on the basis of SR-17 as they put the 
regulation out. 

Senator Carenuartr. Now, you said in your statement here that only 
100 companies in the chemical industry made applications under the 
Capehart amendment; is that correct ? 

Mr. Sarcent. Four hundred products. 

Senator Carenarr. Does that mean 400 companies / 

Mr. Sarcent. No; 400 products. 

Senator Carenarr. That might mean how many companies 

Mr. Sarcent. Well, that might only be 3 or 4 dozen, or maybe 20 
companies, or 30 companies. 

Senator Carenarr. But 400 products. And under CPR-22, how 
inany made application ¢ 

Mr. Sarcent. Some 14,000 applications. 

The CuarrkMan. That was industry-wide ? 

Mr. Sarcenr. That is the chemical industry, industry-wide, yes. 

Senator Carenart. Now, do you happen to know why = OPS 
ruled that under SR-17, which was to implement the Capehart 
imendment? They took the position that it had to be done on indivi- 
dual items, and could not be done exactly as they did under CPR-22? 

Mr. Sarcenr. I can only surmise that their attorneys told them 
that there was some difference in the basic spirit of the Capehart 
amendment as compared to the original act, which we as manu- 
facturers could not trace or see. 

Senator Capenarr. Let me read the original act. On page 10, 
section (b) 401, it talked about any material or services, and then 
under IT it says 

Action under this subsection may be taken either with respect to individual 
materials and services and individual types of employment, or with respect 
to materials, services and types of employment generally. 
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Then it says— 

A ceiling may be established with respect to an individual material. 

Then it goes on to say, “The price of the material,” and the tern 
“material” is used throughout the original act. 

, e a 

Now, under the Capehart amendment, on page 4 of the law, Se 
tion 104—A, I guess it is, subsection 5, it says— 

After the enactment of this paragraph no ceiling price on any material. 


Now, was there any reason for them to believe that was not the intent 
of the Congress that “material” under the Capehart amendment was 
not to be treated exactly as the term “material” under the old act? 

Mr. Sarcenr. We could see no difference, fundamentally, in th: 
spirit of the two acts which would require that distinction, and ow 
attorneys could see none, and yet the regulations were very specific, 
and were different in that respect, and some others. 

Senator Carenartr. In other words, under the old act, they took the 
position that material meant that they could group them together, 
or individually, or allow a company to compute its selling price based 
upon all its items, and all its costs, and then when we got down to 
SR-17 to implement the Capehart amendment, they said it meant 
individual items. You will remember when they objected to it after 
it was passed, they talked about hundreds of thousands of individua 
items, and how it would be impossible to do it. 

Mr. Chairman, I would like to call Mr. Hale to the stand. 

The CiairmMan. Now, what do you want to ask him / 

This witness has to leave. 

Senator Carenarr. I will just take a minute, T assure vou. 

Mr. Hale, you are with the Office of Defense Mobilization ? 

Mr. Hare. That is right, sir. 

Senator Carrnarr. And is it not a fact that you wrote the word 
ing of the Capehart inane ¢ 

Mr. Harr. I was with the conference committee the night it was 
written. I think there were a good many people who suggested word 
Ing. 

Senator Carenarr. But you actually wrote the amendment ? 

Mr. Hare. I helped to write an early version of it which was late: 
changed by the conferees. 

The Cuamman,. I changed some of the words in it myself. 

Senator Carenarr. Who wrote it that night / 

The Ciamman. The committee wrote it. 

Senator Carenarr. Who did the actual getting together? Yo 
were called in, were you not, before the conference / 

Mr. Have. That is right, sir. 

Senator Carenarr. And told to write an amendment that would be 
the same as the principle that OPS was using, excepting to include 
more costs than they were including, and to use July 26 as the date 
rather than January and December; is not that correct / 

Mr. Hare. I think, generally speaking, that was the purport of the 
instructions. 

Senator Carenarr. Who else went out with you to actually write 
the amendment 4 

Mr. Hare. There were several 
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The Cuairman. I happen to have been there, and I know who I 
appointed on the subcommittee. IT was the chairman of the confer- 
ence, and I do not want to put Mr. Hale in the position—he was work- 
ng for the Commerce Department at the time. 

Senator Carenarr. But you were a representative of OPS at that 
time ¢ 

Mr. Have. Of the Office of Defense Mobilization and the mobiliza- 
tion agencies generally, ves. 

Senator Carruarr. Now, do you remember why you and the other 
irchiteets of the wording of this amendment used the word in the 
Capehart amendment “any material,” and did not use the term gen 
erally as it was used in the old act? 

Mr. H ice. LT am not sure | do know, sir, other than it was meant to 
refer to each material as distinguished from materials in toto, in bulk 

Senator Capenartr. Was it the intention of the conferees that night 
hat the term “material” was to be the same in the Capehart amend 
ment as it was in the old act / 

Mr. Hare. I certainly do not remember any intention to use it in 

ditferent sense. 

Senator Carruarr. That is my point. There was certainly no in 
tention of it being different that night. One was to be the same as 
the other as far as material was concerned. 

Mr. Hane. As far as 1 remember; ves, sir. 

The Cuairnman. That is correct: but L want to make a confession 
that Lhad something to do with it. I talked to Congressmen and Sen- 
tors Whose names [ will not call, and Mr. McKenna put the word in 


nere, 
«Mr. McKenna. [I remember at the time we were discussing the 
; reparation of this we Were trying to vet it On the Sale DUusis as Was 


vranted in the original, as far as broad authority is concerned. 
Senator Carenarr. Now we cdiscover-— 
Phe Cuatmuan. L just did not want Mr. Hale to be charged with 
Wing put any word in there. 
Senator CAPEHART?, [ am not trying to embarrass Mr. Hale. I am 
ist trying to find out. Here is a witness who says in his opinion OPS 
sabotaged it. Under one regulation known as CPR -zv, thev permit 
Leth they are dealing with material, sellers to file LENCE r the total 
iaterials that they are manufacturing, that is their total business, both 
or costs nid selling price. Then when they rot dow hn tothe ¢ apehart 
unendment, they limited it to individual items, and it certainly was 
ever the intention of the conferees or the Congress that they do 
lat. Is that not your opinion 4 


Mr. Hane. My understanding was that by referring to “anv minate 


il.” it means Any individual material—OPS must not set a ceiling 
any material, meaning any individual material, below the formula 
the amencdment. 

Senator Caremarr. You said a moment ago your instructions from 
ie conferees were CO consider materials the Same ih bot the ¢ wpenart 
nendment and the old act. Now. are you change y your op! ion 4 
Mr. Hane. The word “material” in the old act refers 1 virtually 


nvthing you can think of, as a material, with a few limited exception: 
Senator Carenarr. Was it vour thought as one of the architects of 
t. one who helped write the wording, and one \ Osi , Was If 


SS Ae 
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your intention or your thought that the word “material” would b 
treated any differently in the Capehart amendment than it was in th, 
old act ¢ 

Mr. Hare. Asa word, asa matter of definition, no. 

The CuarrmMan. You never put any words in there at all. We gav. 
you the memorandum that we wrote, and asked you to help in putting 
it into shape. Is that not right ‘ 

Mr. Hate. Yes, sir. 

Senator Carenarr. It could not possibly be right, because we Sena 
tors did not write anything. Who did write the amendment ? 

Mr. McKenna. It was a composite of four or five members of th: 
staff, Senator. 

Senator Careuarr. Who actually put it together ’ 

Mr. McKenna. It was a long process, it gradually evolved, yo 
will remember. 

The CuarrmMan. He did not have anything to do with it. 

Mr. McKenna. That is true, Mr. Hale had nothing to do with thy 
wording. 

Senator Carenarr. Who did it / 

Mr. McKenna. The words “material” and “service” came out of thi 
conference. It is my recollection I put them in myself. 

Senator Carenarr. Was it your thought they would be treated aun) 
differently by OPS in the Capehart amendment than they were in thi 
old act ¢ 

Mr. McKenna. My thought was we were trying to relate materia! 
and service to eac - individual material and service so they could take 
any one item within the group and set a price ceiling ace ‘ordingly. You 
are asking me my thought, now. That is not necessarily the intent o! 
Congress, but my own answer 

Senator Carenarr. What I am trying to find out here is whether ©: 
not it was the intention of the conferees, and you were one of then. 
Mr. Chairman, you were present, and Mr. Hale who was there at al! 
times, whether it was the intention of the Congress and the conferee 
to treat the term “material” and “materials” in any different way | 
the Capehart amendment than they did in the old act / 

In other words, if they were justified in the old act in permitting 
manufacturers and processors and sellers to group them together and 
include all their products in arriving at their selling price, was that not 
true in the Capehart amendment ? 

Mr. Hare. Except that that amendment said that a manufacture: 
had a right to come in and get a ceiling on any material up to th 
figure provided by the formula. 

Senator Carenart. Well, CPR 22 is nothing more than a formuls 
It was under CPR 22 of course that they reserved the right and did 
roll back some prices. 

Mr. Hate. Yes. 

Senator Capenart. But they are treating the word “material” an 
“materials” entirely differently in one over the other. 

Mr. Hate. Giving effect to the addition or subtraction of th: 
letter “s.” 

Senator Carenarr. It was never your thought that they would be 
treated differently, was it, or was it not? 

Mr. Hare. Not so far as the definition of the word “material,” i 
concerned. But the use of the word in the sentence seems to me does 
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make a difference. If you say you can do something to “materials” 
cenerally, that is one thing. If you must take certain action with 
respect. to “any material,” I would assume that would mean each 
individual material, 

Senator CaprHarr. Do either one of you gentlemen remember who 
did write the actual wording of this amendment / 

Mr. McKenna. My recollection is that there were a group that 
finally polished it off, Senator, after we did the main work on it. 

Senator Carpenart. Who originally wrote it down’ We Senators 
did not sit there with longhand and paper and write. 

Mr. McKenna. We worked much of it out in the conference and 
that was given over to a subcommittee. 

Senator CareHarr. Who actually wrote the amendment, do you 
remember ¢ 

Mr. McKenna. My recollection is that we worked it out in con- 
ference, and then had a subcommittee session, and that job was given 
over to a drafting committee which reworked the language we then 
had, and my recollection is that Mr. Hale was one, but only one of the 
members who worked on that. Some of the members were from the 
House. 

Senator CarpenHartr. The reason I bring this up is that I now dis 
cover the OPS has treated the term “materials” entirely different in 
the two regulations, and it might be well to amend the Capehart 
ame ndment if you should add the term “generally” so that the Cape- 

art amendment can go right along, or*be part and parcel of CPS 22, 
a eliminate a lot of what they say is certainly confusion on the 
part of industry, and confusion possibly on the part of OPS 

Mr. Hare. I think one of the bases for difficulty with the amend 
ment was, that instead of permitting OPS to do what it was doing 
inder CPR 22, and to treat a manufacturer's over-all output, it re 
quired individual action on each individual commodity. 

Senator Capenarr. My point is I was trying to find out. My point 
s it was never the intention of the conferees of the Congress that it 

‘treated any differently than it was in the old act. Now, I presume 
due to the wording that the vy have taken the position that it had to 
be treated differently. That is why I was ae to find out who 
put the words in there. If I remember correctly, you were one of 
the architects of it. I do not say the entire architect, but you were 
one of the architects, and you were representing the Government that 
night. 

Mr. Have. I think the problem is less of a difference between two 
different meanings of the word “materials” than it is the difference 
between the phrase “any material” 

Senator Careuart. Would you find out for me from OPS if the 
wale “generally” was used in connection with “materials” in the 

Capehart amendment, if it is not a fact that they would be able to 
bring it under CPR 22? 

Mr. Hare. I have been informed by OPS that, even if the word 
“generally” were inserted, the situation would not be changed. 

The CHairman. Proceed, sir. 

Mr. Sargent. To continue our comment—— 

The CuarrmMan. That is all going to be printed in the record. Do 
vou want to high light anything? 
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Mr. Sarcent. I would just like to mention a few closing remarks, 
I can stay a little beyond 3 o'clock. 

The Cuarman. But we have five other witnesses, and I cannot 
stay beyond 5 o’clock. 

Mr. Sarcent. To summarize our position, all that we ask is that 
control be limited to price and not extend to profits. You gentle- 
men will recognize that our tax structure, particularly the excess 
profits tax, more than suflices to limit profits. ‘That the excess profits 
tax is burdensome enough on any growing industry, like the chemi 
cal industry, is recognizable at a glance when you note that the large 
oe in net profit reported by most chemical companies in 1951 
as compared to previous years. Price control im any emergency, 
which permits within its framework the operation of the profit motive 
and the competitive principle is consistent with the American way of 
doing things. Profit control by administrative fiat is utterly incon 
sistent with the American way of life. 

[ wish to express my sincere appreciation for this opportunity to 
present the views of the Manufacturing Chemists’ Association, Inc. 
A more detailed analysis of my remarks is submitted herewith. 

The Cuaman. Thank you, Mr. Sargent. 

Are there any questions, gentlemen. 

Senator Carenarr. Your position is that we ought to decontro! 
where ceilings—where prices get below ceilings ? 

Mr. Sarcenr. Not only where prices get below ceilings, Senator, 
but where products are in long supply, or in adequate supply. This 
chemical industry is an extremely complex industry. Sometimes ina 
process we get three products, one might be ¢ alled the basic product 
that we are after, and the others might be called coproducts. We get 
those coproducts in a certain proportion whether we want them or 
not. 

Many adjustments have to be made, and rather delicate adjust 
ments to preserve our economic structure, and the balance —e, 
those products, both in the market place, and pricewise, and profitwis 
and it is perfectly conceivable, and in our opinion proper that we 
should be allowed to increase some of those coproducts and decrease 
others. Where an industry is operating at 80 or 90 percent of capac 
ity, the normal factors of supply and demand will take care of the 
situation, and if we can be relieved of this burden of price control, 
and the threat of it, we will return to a normal competitive econom) 
quicker, and to i great benefit of the consuming public. 

Senator Carruartr. Mr. Chairman, I would like to place in the 
record at this point the American Federation of Labor's Labor 
Monthly Survey. This is a monthly bulletin they get out. and | 
want to congratulate the American Federation of Labor. I think 
ought to go in the record at this time, because it is certainly one of the 
best written papers that T have seen on the subject. 

For example, one of the paragraphs says that controlled economy 
creates new dangers. Another says since 1939 real wages have fallen 
seriously behind productivity. Another paragraph says income 
gains paid to Government in taxes. 

Another says workers gain most under normal free enterprise with 
out controls. I want to repeat that. Workers gain most under nor 
mal free enterprise without controls. 
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Another heading says collective bargaining must be free to dis- 
tribute the gains of produc tivity, and another heading, another para- 
graph says seyending Government controls threaten economic free- 
dom in Americ: 

Another one yee lag in consumer purchasing slows nondefense 
industries. 

Another paragraph says defense production peak postponed 1 year, 
program lenethened to 1955-56. 

Another says defense production will build up this vear, then level 
out. 

Another one says no mass production of armaments, and the last 
par graph asks can the defense bill be paid without causing in- 
flation ? 

I congratulate the American Federation of Labor, because it is one 
of the finest documents I have read on this subject. I ask that it go 
n the record. 

The Crarmman. Without objection, the document will be printed 
in the record. 

(The document referred to follows:) 


[From Labor’s Monthly Survey, February—March 1952 
CONTROLLED ECONOMY CREATES NEW DANGERS 


Qur country is now expanding its producing capacity faster than ever befe 
Also, production per man-hour in our industries has risen more rapidly in the 
postwar period than the average before the war—3!4 to 4 percent per year since 
1947, compared to 214 percent before 1939. Taken together, these two f 


acts 


ean that, when we are over the defense production hump in 1954, our economy 


} 
vil 


ill head for serious depression unless consuming power keeps pace with pro- 


uction from now forward. Since wage and small-salaried workers buy 

60 percent of all consumer products sold, their buying power must 
their producing power. 

As shown in the chart below, the worker's buying power per hor 


ke t p pac © 


falling very seriously behind his production per man-hom Starting fr 
production per man-hour in the entire economy rose 5 percent to 19: 
percent to January 1952, according to recent estimates.’ On the other 
factory worker's buying power per hour of work, after al 
prices and taxes, rose only 2 percent from 1949 to 1950. 
ition froze progress and the tax increase cut back the 
the end of 1951, the real wage of the worker with three dependents was 
than 1 percent above 1949, and the single worker’s real wage was 1.5 perce 
ww 1949, while thetr productivity had risen 12 percent in these 3 years. W 
n other binds of Saale have fared slightly worse than those in factories. In retail 
ide, utilities, and construction, for example, the single worker's buying power 
per straight-time hour of work declined 5 or 4 percent from 1949 to the end of 
51. These losses were due to increased prices and taxes The income tax 
taken by the Federal Government from the worker's weekly pay (after exemp 
tions and deductions) rose from 17 percent in 1949 to 22.2 pereent at the end of 
951° The rise in straight-time factory pay, from $1.37 in 1949 to $1.57 in 
November 1951, was not nearly enough to offset these tax ieee 


rises 


1) 
il 


¢ } 
Tl De- 


orkers 


“ases and the price 


'The productivity index represents gross national product per man-hour 
figures are those of Dr. Julius Hirsch, presented before the Ame ric in E Y 
December 27, 1951. They are based on the index of the Join t Congressional 
he Eeonomie Report, published August 1951 The figure for Janu 

timate based on these ficures The index has been change 
ised by Dr. Hirsch to a full vear 1949 base 
Federal income taxes rose twice: In October 1950 to 20 percent 
22.2 percent, on the first $2,000 net income and 24.6 percent o1 


j Irom the 
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WORKER 5S REAL TAKE-HOME PAY FAR BEHINO HIS PRODUCTIVITY 
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Source: Productivity: Dr. Julius Hirsch, see footnote 1. Figures show percent increase over 1949 for January and June 
of each year. Real Wages: U. S. Labor Department, adjusted for prices and taxes. Figures show percent change from 1949 
to October 1950 and November 1951. 


A second and vital reason why workers’ income is lagging so far behind their 
productivity is because wage regulations do not permit unions to make, through 
collective bargaining, the wage adjustments necessary to give workers their full 
and fair share in the income earned by their increasing efficiency. 

Workers have made gains during this period in pensions, welfare plans, and 
other conditions which are not shown in the wage figures. But even if these 
benefits were added, their total gains have been nowhere near enough to narrow 
significantly the huge gap between their productivity and their real wage. 

Since 1939, real wages have fallen seriously behind productivity 

Recent estimates place the rise in productivity from 1939 through 1951 at 
about 38 percent.” During these 12 years, the buying power of the factory 
worker's straight-time pay rose only 12 percent—less than one-third the rise in 
productivity (see chart below). For 5 of these 12 years (1942-45 and 1951), 
workers’ wages were under Government control, and increases due them from ris 
ing productivity were denied. After price and wage controls were lifted (1945 
46), the inflation (which had been checked but not prevented by price controls) 
swept prices upward, and for 2 years unions were able only to keep wages in 
pace with prices but could not make significant gains in real income (1946-47) 
Nearly all the gain for these 12 years was made between 1947 and mid-1950. 
(See chart.) 

Income gains paid to Government in taxes 

During most of this period (1942 to date) taxes have taken a heavier toll 
from workers than is generally recognized, Part of the drastic rise in prices 
represents hidden taxes passed on to workers in increased prices for the things 
they buy. It is not possible to calculate these hidden taxes exactly. Some are 
general local sales taxes; some are special Federal taxes on theater tickets, 
cigarettes, gasoline, etc. Particularly serious are the Federal taxes on busi 
ness profits which are passed on to the consumer through price increases. The 
chart on page 2 does not attempt to separate the toll taken by taxes and prices, 
but groups the two together. 

Note the tough, up-hill fight workers had during these years to increase the 
dollars in their pay envolopes (top chart line). Note the huge toll taken by 


> Gross national product per man-hour rose 37 percent from 1939 to the first half of 1951, 
according to Prof. Hiram Davis. See Industrial Productivity, Industrial Relations Research 
Association, December 1951. The estimate for the full year 1951 is ours, based on Pro 
fessor Davis’ figures and those of the Joint Congressional Committee on the Economic 
Report. 
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WORKERS REAL WAGE LAGS UNDER CONTROLLED ECONOMY 


AVERAGE STRAIGHT TIME WAGE —,, - 
60F OF FACTORY WORKERS , 60 






WEEKLY WAGE baeen Wt, 1950 
50 (in Current Dollars) a °56.ER 50 
/ 94. so 
40 $38.52 ‘~ 


LOSS BY TAKES 
AND PRICES 


20 es” BUYING POWER OF 20 
Ke, 
on oe — (Sirgle Worker) 


1939 “40 ‘9/ 92 43 v4 95 46 97 43 49 so 57 


Source: U. S, Labor Department straight time factory wage ,<r hour multiplied by 40 hours per week. Tax deduction 
U. S. Treasury figures. Loss by price rise: Consumer Price Index, (adjusted index). 


prices and taxes, so that their real buying power (lower gray section) seems 
scarcely to increase at all. Hard won wage increases amounting to 150 percent 
in these 12 years were cut to a gain of only 12 percent in real buying power 
In 1939, a factory worker with average income of $24.88 a week paid ho taxes 
Today he pays 22.2 percent of his earnings (after exemptions and deductions) to 
the Federal Government. And this does not include hidden taxes, or State and 
local taxes. It is estimated that today the average family with an income of 
$3,000 to $4,000 a year ($1.50 to $2 an hour if working fu 1 e) pavs over 
$900 a vear in total taxes.* 

Failure of workers’ buying power to keep pace with their producin; 
is due mainly to Government controls shackling collective bargaining, heavy 
tax burdens, inflation. 


Workers gained most under normal free enterprise, without controls 
Workers won their largest gain in real wages and living standards when the 
economy was free of Government controls, and when normal economic torces 


had checked the price rise. From 1941 to 1947, the period of Government con 
trols followed by drastic inflation, there had been practically no gain in the 
single worker’s real income after taxes” (See chart.) From 1947 to mid-1950, 
the period of a normal free economy before Korea, his real income rose 11 
percent. Most of this gain was due to wage increases won by collective bargain 
ing, while prices were stable; a small part resulted from the 1948 reduction in 
taxes. As noted above, this period of free enterprise and free collective bargain- 
ing brought the only significant gains of the entire 12 years.’ 

Workers’ experience under free enterprise before 1939 shows a striking con 
trast to the freezing of progress under Government controls. From 1919 to 
1929, even when unions were weak, the factory worker's real hourly wage rose 
19% percent in 10 years; from 1929 to 1939 when unions grew rapidly in strength, 
it rose 38 percent in 10 years. The gain since 1939 was slowed to only 12 percent 
in 12 years by wage controls and inflation, for in the period when unions were 
free and prices stable, real wages rose at about the same rate as prewar. Workers 





‘Former President Hoover in radio address January 27, 1952 

* Tax increases, in addition to Government controls, prevented gains in real income 

* Straight-time wages are used in this review as the best indicator of wage trends. Work 
ers increased their income during this period by overtime work, but the actual trend of their 
Straight-time real wage is the only indicator which can be used to show their share in the 
Nation’s increasing productivity. The tax rate for a single worker is used because this 
gives the most realistic picture of a living standard. Workers with families are likely to 
have increasing expenses which more than offset their lower tax rates 
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are making definite and serious sacrifices under wage controls in the defense 
period. 


Collective bargaining must be free to distribute the gains of productivity 

Collective bargaining is the best method ever found for assuring workers 
their rightful share in the gains from increasing efficiency. What we now 
need is acceptance by employers and industry generally of a productivity wage 
policy. Workers must advance their incomes proportionately with their pro- 
ducing power in individual plants; otherwise living standards will lag and 
the economy cannot be kept in balance. Vending the return to free collective 
bargaining, the Wage Stabilization Board can provide an urgent remedy by 
adopting the AFL resolution to permit wage increases which result from more 
efficient production. Such wage increases are not inflationary. A provision 
of this type can rectify the injustice uGw done workers, until we are released 
from wage controls, 

The AFL Executive Council at its January meeting called on WSB to adopt 
the AFL resolution, stating that: “American labor * * * cannot accept re- 
strictions on free collective bargaining which force labor to stand still 
while * * * other segments of Gur economy are permitted to share in the 
henefits of increased national productivity.” Many wage regulations are “un 
duly restrictive of collective bargaining” and do “not provide for increases in 
real wages,’ nor enable the worker to “maintain his former standard of living 
in the face of increasing taxes and other (defense) burdens.” 

Ewpanding Government controls threaten economic freedom in America 

Officials of the American Federation of Labor have been quick to recognize 
the danger to free enterprise and free labor from rapidly expanding Govern- 
ment controls under the defense program. Our country is not at War. Defense 
production, even at its peak, will réquire no more than 18 percent of our total 
national product. Yet we have rigid Government controls over our entire econ 
omy; and the defense program, we are told, may go on for 10 years or more. 
Government controls mean that employers, workers, and farmers must turn to 
the Government for benefits, and even for permission to carry on normal activi- 
ties. Government has taken responsibility for decisions out of their hands. 
As President Green points out, if this Continues for 10 years or more, “Our 
present young generation will have had so little experience with a free econ- 
omy * * * (that) when they take over they will not know what are the 
keys to * * * its dynamic capacity * * unless we are vigilant, we 
may become enmeshed in the evils we fight.’ 

Free enterprise brings progress because it rewards achievement, both for 
management and labor. This is the secret of its dynamic quality, the reason 
it creates a higher living standard than any other system. Government con- 
trols stifle the individual resourcefulness, initiative and responsibility that bring 
progress. As VPresident Gray of the Building Trades points out: “American 
labor * * * does not look with favor upon this centralizing of power in 
the hands of nonelective bureaucrats. American labor is for private enterprise 
from top to bottom.” He cites experience, familiar to many, where a comumit- 
tee from the industry concerned was called in to consult with NPA only to 
find that decisions vitally affecting management and labor had been made in 
advance by bureaucrats who did not know or understand its problems. There 
ure to® many instances today, he points out, where Government “holds the 
power of life or death over private enterprise by means of administrative regu- 
lations.” He urges that officials of management and labor work together to 
avert this danger. 

The Executive Council (January meeting) noted that the controlled materials 
plan, starting with the modest proposal of assuring adequate supplies of steel, 
copper, and aluminum, has expanded until today it affects all metal producing 
and using industries. The Council states: “As soon as supplies are adequate, 
controls should be lifted.” 

Rapid expansion of steel producing capacity is fast overcoming the steel 
shortage. Already surplus steel of many types is piling up at mills and ware- 
houses, But CMP” regulations prevent consumer goods plants and building 
contractors from buying the steel they need to fill orders and contracts. Mean 


Editorial, American Federationist, November 1951. 
* Address before the Construction Industry Advisory Council of the United States Cham- 
ber of Commerce, February 12, 1952, and the Associated General Contractors, February 


24.1952. 


®* Controlled materials plan. 
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while steel mills have to cut production and lay off workers because they cannot 
sell their steel. Production has slowed at an Ohio plant “because our customers 
haven’t got the tickets (government permits) to buy steel.’ A Pittsburgh com 
pany has cut steel production 50 percent because Government regulations pre- 
vent railroads from buying steel for the cars they need, while serious lay-offs 
threaten at the car shops. 

Increasing supplies of structural steel threaten to slow production and lay off 
workers in 500 small fabricating plants unless controls are relaxed. Already 
NPA has released some 830 building projects. But uncertainty as to future 
Government regulations has brought advance planning almost to a standstill 
in the construction industry, which will slow down construction and employment 
for several years ahead. Already scores of thousands of building tradesmen are 
out of work. Where supplies are adequate, return to a free market is urgent. 

Aluminum supply also is incerasing fast. Government controllers expected a 
shortage in early 1952; actually aluminum producers are 


now sending salesmen 
out to hunt orders.’ 


Lag in consumer purchasing slows nondefense industries 

While defense industries are booming due to Government orders, Consumer 
industries are in a decline. The chart below shows the general picture, but 
actually the uptrend in defense industries is sharper and the decline in con- 
sumer industries greater than the chart shows, because it was not possible 
completely to separate the two groups of industries 
in part to the cut-back in consumer goods industries 
policy of increased saving. 


This decline is due only 
and to consumers’ wise 
Consumer industries have unfilled orders and could 
produce more if they had the metals. But such production could not continue 
long at high levels, for it was already clear last May that “in a growing number 


of business lines production had outrun purchasing power’’.” 


RECESSION /N THE MIDST OF DEFENSE BOOM 
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most chemicals are industrial or defense supporting goods. Both indexes have been adjusted by AFL to eliminate the seasonal 
drop for mid-summer vacations. 


The simple fact is that prices are too high and workers’ buying power too low 
to sustain industry for long periods at the high production levels required by 
our vast incerase in producing capacity. With today’s high cost of food 


and 
clothing, with rents rising and the heavy Federal tax load increasing 


. Workers 


” This information is taken from the daily press and trade journals 
Times, Wall Street Journal, Business Week, ete. 
associations. 

4 See footnote under chart. 

“2 Statement by Julius Hirsch, December 27. See footnote 1 


such as New York 
; also from reports of unions and trade 
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cannot afford the autos, appliances, furniture and other things they want to 
own. They have to wait for prices to come down. Trade reports state that: 
New auto registrations in 1951 were 20 percent below 1950; only 4 to 4% million 
new passenger autos could be sold in 1952 * (compared to 5.1 million in 1951)— 
the auto market is petering out; supplies of appliances, radio and TV are plenti- 
ful, with factory stocks swollen—sales are lagging ; disappointing Christmas sales 
have been followed by markdowns. 

Trade reports hope that sales will pick up later in the year. This may happen, 
since employment is to increase by 1.5 million this year. But the plain fact 
remains that unless prices come down and workers’ real incomes rise, no such 
pickup can be sustained for long. We cannot forget that the 1950-51 upsurge 
in consumer buying, financed out of past savings and borrowing against the 
future, lasted only a few months. It left huge inventories which still have not 
been sold. And now, while surplus steel is already piling up in exeess of 
military demands, our steel capacity is scheduled to increase still further, from 
the present 109 million tons a year to 120 million tons by 1954. Capacity for 
aluminum, copper, electric power, oil refining and many other basic industries is 
to reach peaks never before dreamed of. The Government's economic planners 
have arranged this vast producing capacity, but how is it to serve American 
citizens by raising living standards when wages are frozen? There are more 
than 15 million families with incomes under $5,000--an immense potential mar- 
ket for metal consumer goods, for electric power, gasoline, ete. But how is their 
income to be raised? The bureaucratic planners have not and cannot answer 
this question. But unions, jointly with management, can answer it. 


Defense production peak postponed 1 year: program lengthened to 1955-56 

Late in January the administration announced that the Nation’s target date 
for reaching general defense readiness had been postponed from mid-1953 to 
mid-1954. The defense program was already half a year behind its original 
schedule. The new date can be attained with less economic strain. It avoids an 
extreme speed-up now with substantial civilian cut-backs, to be followed later 
by sharp declines in defense spending. The program has been leveled out, 
tailored to fit our expanding economy and tapered off more slowly. The polics 
of “guns and butter” will be maintained and new plant capacity will be ready 
for the peak load. Airplane production is to be spread over 3 years, completing 
by 1955-56 the 148-wing Air Force needed to assure our global supremacy. The 
plane cut-back has released many million pounds of aluminum; it will cause 
temporary lay-offs of airplane workers, postponing till next year the million 
man work force contemplated for the industry 

The defense cut-back indicates that the administration expects no all-out 
attack by Russia on the west for 4 vears. The target date for full Air Force 
reudiness to cope With a Soviet thrust is postponed to the end of 1955; it will 
be mid-1956 before we have 143 completely modern air wings. The decision to 
take this “calculated risk” was made last fall.” 
Defense production to build up this year, then level out 

During 1952 the primary production objective is to raise defense output by 
abont $20 billion.” As the chart (helow) shows .this calls for a rapid increase 
in the defense sector of the economy—about equal to that of 1951. The goal is 
to use 18 percent of our national product for defense at the program’s peak 
(not 20 percent as previously scheduled). After 1952 total defense output is 
to increase a little in early 1955, then stuy at a high level for about a year.” 
With new plants coming into production and productivity rising rapidly, gross 
national product can be increased enough to provide $20 billion more for de 
fense without further cut-backs in civilian goods. (See chart.) Other Govern 
iment expenses will be about the same in 1952 as 1951; business firms on the 
whole will invest a little less than in 1951 (much less for stockpiling, slightly 
more for plant) ; the economy therefore can turn out a little more for consumers, 
as shown by the chart and table. But unless consumers buy more than they did 
in 1951 the goods will not be produced. What we need now is a price decline 
to bring products within the reach of low-income groups. Consumers are wisely 
waiting for lower prices. 


™ Estimate of market experts. See Standard and Poor Outlook, February 25 

4 See Labor's Monthly Survey, January 1952, pp. 7 and 8. 

® Statement of Secretary of Defense Lovett before Senate Appropriations Subcommittee 
in discussing the Federal budget, February 4. 

“Statement of the President's Council of Economie Advisers, January 1952 annual 
report, p. 115 

™ Same, p. 96 
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Note the unprecedented postwar plant expansion since 1945, shown as private 
business investment on the chart.” Though cut down drastically in World 
War II, private plant expansion in the defense effort of 1951 reached a new 
peak and is to go still higher in 1952. Government tax-amortization privileges 
have stimul: ited this increase. Capacity for production of basic metals and elec- 
tric power is to go on expanding till 1954. More metal for consumer goods and 
construction will soon be available. Industry will need a consumer market. 


— 


8 Private business investment is mainly for plant expansion, but includes build-up of 
stockpiles or inventories. 
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1945 fe 30¥, 4 165. 6 16.6 120). € 14.6 
1946 272.9 184.1 {2.6 25 18, 1 
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Seurce: U.S. Commerce Department. Forecast for 1952 estimated by AFL research staff. The figu 
given in table and reproduced on chart are adjusted for price changes and shown in dollars for constar 
buying power so as to indicate actual quantities of goods produced and distributed by American industries 
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No mass production of armaments 


The defense program is planned essentially as a make-ready job, not for large 
scale production of armaments. Our country is developing the production plants 
the stockpiles of tools and materials that will be needed for all-out war productior 
if war should be forced upon us. Only the minimum of military equipment wil! 
be turned out now. New designs and discoveries are constantly revolutionizing 
the weapons of war. We are preparing to produce the best and newest, if and 
when they may be needed, but not to turn out quantities of weapons now to become 
obsolete. 

Our Air Force, with its long-range bombers and bases in Europe, Africa, and the 
Far East, is now capable of delivering atom bombs anywhere in the world 
It is to become an even more effective deterrent to any military attack on the 
free nations we are committed to defend.” Our planned 143-wing force—enough 
for defense only—compares With 240 wings in World War II. We had 48 wing: 
when Korea broke, 90 now, and 95 in prospect by the year end. We produced 
over 9,000 planes a month in 1944, cut to 60 a month in 1946, raised production to 
240 a month before Korea and 600 now, though many now in production are trainet 
planes. Production of 1,250 monthly is scheduled for September 1953, with a much 
larger proportion of combat planes.” (Before cut-back, 1,800 were scheduled ). 
Can the defense bill be paid without causing inflation? 

The defense program cut-back has made the Federal budget for fiscal 1953 7 
somewhat less than it otherwise would have been. The military services were re 
duced below the amounts they asked, and even $9.3 billion below what they had in 
fiscal 1952 for advance orders. That is, their new obligational authority was cut 
from $61.7 billion in 1952 to $52.4 billion in 1953 (fiscal years). The $4 billion 
cut in the plane program means that we will have fewer airplanes in 1954-5, since 
it takes 2 years from the day an airplane contract is signed until the planes are 
delivered,” production of newer planes will also be delayed. 

The total Federal budget for fiscal 1953, however, will be higher than the cur 
rent year gin spite of cuts (up from $70.9 to $85.4 billion), because defense orders 
already pied and in production must be paid for in fiscal 1953; also, $3.6 billion 
more is asked for foreign aid. 

‘To pay this $85.4 billion budget (only 13 percent below the peak of World War 
II) the President estimates a tax income of $71 billion, plus about $4 billion excess 
social security funds.“ This leaves a cash deficit of some $10 billion, a serious 
inflation danger. 

Inflation can be avoided by eliminating huge Government wastes, especially in 
military services, to reduce the budget; closing tax loop-holes to bring more tax 
income,” increasing productivity ; continued wise buying by consumers; Federal 
borrowing from savers, not banks. Inflation robs workers, and we are vitally 
interested in such anti-inflation measures. 

Correction: January, page 4: United States experts believe Germany could 
contribute 13 billion marks (not dollars). 


Senator Dirksen. Does your organization represent synthetic o1 
ganic chemicals ¢ 
Mr. Sarcent. Yes. 


2% Our stockpile of atom bombs is estimated as between 1,000 and 5,000; Russia’s less 
than 100 We have detonated 24 A-bombs; Russia has produced 3 atomic explosions. We 
have a “whole family of atomic weapons.” Hanson Baldwin, New York Times, February 
10, 1952 

“Secretary of the Air Force Finletter emphasized this in his address of January 19 in 
Cincinnati Our mutual defense pacts commit us to defend the other American nations, 
the 13 other NATO nations in the Atlantic community and on the Mediterranean: in the 
Pacific, bilateral pacts which await ratification cover Japan, Philippines, Australia, and 
New Zealand. We are trying to develop a mutual defense pact with nations of the Middle 
East 

‘Information assembled from military services and from A. H. Raskin’s articles in New 
York Times, February 6 and 7, 1952. 

22 Fiscal 1953 runs from July 1, 1952, to June 30, 1953. 

Statement of Secretary Finletter, which applies only to reorders of planes already in 
production. For newer planes not yet in production, it takes 6 to 9 years to design, test, 
and produce an aireraft which can survive and win in combat. Gen. Omar Bradley, 
November 8, 1951. 

% The Government can borrow the excess cash in the social-security fund, replacing it 
with Federal bonds. This borrowing is not inflationary because it uses money paid into 
the Treasury and does not create new money 

2 See AFL News-Reporter for February 6 for AFL tax program. 
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Senator Dirksen. What is the general picture so far as competition 
from abroad is concerned, and your capacity to meet competition / 
How is it affected by the restrictions under which you work at the 
present time ‘ 

Mr. Sarcent. At the moment it has not been any burden whatso- 
ever, because there has been a worse shortage abroad of most chemicals 
than there has been in this country. That condition is getting very 
rapidly corrected, and for the first time in many months we are seeing 
competitive quotations from foreign manufacturers whic h are in the 
market place. j 

Senator Dirksen. You anticipate foreign sources will be on an 
export basis before too long? 

Mr. Sarcent. On many chemicals. By and large, technically, in 
the newer synthetics we have a jump on them from a technical devel- 
opment and mass production standpoint, but on many of the basic 
chemicals, they are in a position to compete very actively with us in 
this country, and have, in the past. 

Senator Dirksen. Will this present status operating under restric- 
tions and controls be advantageous or disadvantageous ¢ 

Mr. Sarcent. It cannot help but be disadvantageous when we are 
somewhat restricted in making corrections quickly when it is obvious 
that they should be made in order to achieve balance. There is always 
a reluctance when you are controlled in price, there is a reluctance to 
meet a situation for fear the ceiling will drop down, or be dropped 
wn by some administrative act, and I think once supply balance 
is achieved, the continuation of price control is a supporting measure 
on prices, because any manufacturer is reluctant to let miscellaneous 
prices go down for fear he will not be able to raise them again if it 
looks as though that was the thing to do. 

He is also prevented from balancing on these coproducts, as I men- 
tioned before. He can v0 down, but he cannot LO up, SO es he is 
blocked. He is not flexible, and our whole system is built up on the 
competitive principles, and we have gained by being fast on our feet, 
and we are restricted, and discouraged from doing so by continuation 
of controls once balance has been achieved in supply. 

Senator Dirksen. That is all, Mr. Chairman. 

The Cnatrman. Are there any further questions 

We thank you, Mr. Sargent. 

(The prepared statement of Mr. Sargent follows:) 


STATEMENT OF JouN A. SARGENT IN BEHALF OF MANUFACTURING CHEMISTS’ 
ASSOCIATION, INC. 


THE POLICY OF THE UNITED STATES AS DECLARED BY CONGRESS 


Congress has declared it to be the policy of the United States to oppose acts of 
aggression and to promote peace, and to develop and maintain whatever military 
and economic strength is necessary for this purpose (Defense Production Act, 
Declaration of Policy, sec. 2). 

All will agree that to accomplish military and economic strength, it is of para- 
mount importance that production be increased, that necessary revenues be 
obtained by the Government, and that inflation be prevented insofar as possible 
and controlled equitably to the extent that it cannot be totally prevented 

The close relationship between production, Government revenues, and infla- 
tion cannot be overemphasized. Unless production is increased and unless the 
Government is able to pay its bills without borrowing, inflation cannot be pre- 
vented, and military and economic strength cannot be attained. Even though 
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prices be frozen and rigid ceilings imposed, if the nature of the controls is such 
that production is retarded or the sources of Government revenue dried up, the 
controls fail in their purpose and the policy of the United States cannot le 
carried out. 

Underlying this policy and the reason for it is the deep-seated determination 
of the people of the United States to preserve their basic freedoms and the 
American way of life. Any controls must be fair and bear equally upon al! 
segments of the national economy; they must be divorced from political co 
siderations and favors; and they must preserve that great motivating force 
and incentive, the opportunity for economic reward provided by the American 
system of competitive enterprise which has made possible our achievements in 
the past and is our best reliance for the future. 

In title IV of the act, relating specifically to price and wage stabilization 
Congress wisely stated: 

“It is the intent of Congress that the authority conferred by this title 
shall be exercised * * * with full consideration and emphasis, so far 
as practicable, on the maintenance and furtherance of the American system 
of competitive enterprise * * * and the maintenance and furtheranc 
of the American way of life * * *” (sec. 401). 

To insure that the American system of competitive enterprise and the American 
way of life would be preserved in any action taken to establish controls, Congress 
imposed a number of specific requirements, including the following: 

“A ceiling may be established * * * only when the President finds 
that * * * (¥v) such ceiling will be generally fair and equitable to sellers 
and buyers * * *” (see. 402 (b) (2)). 

“Whenever ceilings on prices have been established on materials and 
services comprising a substantial part of all sales at retail and material) 
affecting the cost of living, the President (i) shall impose ceilings on prices 
and services generally, and (ii) shall stabilize wages, salaries, and other 
compensation generally” (see. 402 (b) (4)). 

“In stabilizing wages * * * the President shall issue regulations pro- 
hibiting increases in wages, salaries, and other compensation which he 
deems would require an increase in the price ceiling or impose hardships 
or inequities on sellers operating under the price ceilng” (sec. 402 (b) (5)) 

From the above there can be no doubt of the intention of Congress and the 
requirement of the act that sellers are to be fairly treated and when stripped 
of all legal verbiage, the plain meaning of these provisions of the act is that 
when a seller’s prices are frozen, his labor costs are also to be frozen so as to 
avoid “hardships or inequities on sellers.” 


THE JANUARY 1951 GENERAL PRICE AND WAGE FREEZES 


The requirement of section 402 (b) (4) of the act that wages be stabilized 
concurrently with the imposition of price ceilings was met in January 1951 by 
issuance of OPS general ceiling price regulations and WSB regulations freezing 
prices and wages at the levels then prevailing. However this general freeze 
coming many months after Korea and the enactment of the 1950 act of necessity 
created inequities in both price and labor fields due to the fact that in the in- 
terim some prices and wages had been increased while others had not. 


OPS-——CPR-22 


The next major step in the price field was the announcement by OPS of a 
new pricing regulation applicable to manufactureers, to become effective May 28, 
1951. This regulation was designed to roll back those January 1951 prices 
reflecting higher increases than were justified by cost increases since Korea, 
and to permit roll-forwards of other January 1951 prices not reflecting in 
creases warranted by such higher costs. Under CP-22, the general manufac- 
turers’ price regulation, ceiling price is determined by selecting the highest 
price at which the particular commodity sold during any one of the four calen 
dar quarters in the year ended June 30, 1950, and adding thereto increases in 
direct costs of materials occurring before December 31, 1950, and of labor 
occurring before March 15, 1951. 

Many of the principles in CPR-22 were soundly conceived. Its purpose was 
to restore at realistic levels the price relationships between commodities which 
existed before Korea. By using changes in prices of materials and changes 
in labor rates as the basis for determining cost increases which could be added 
to base-period prices, instead of requiring cost increases to be calculated on a 
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unit eost basis, CPR-22 preserved incentive; if a manufacturer could develop 
more efficient methods of operation whereby less materials and labor were re- 
quired and his unit costs reduced, he could retain the rewards of such efficiency. 
Furthermore in CPR-22, OPS expressly recognized the impossibility of attempt- 
ing to control equitably by one general regulation the prices of all manufactured 
products, and stated its intention to issue supplemental regulaticns where nec- 
essary to correct inequities. Many such regulations have been issued. 

Unfortunately there are basic weaknesses in CPR-22 and other price regu- 
lations of OPS. One of these lies in the fact that they are predicated upon an 
assumption which has not been realized, the assumption that the intention of 
Congress Clearly expressed in the act would be carried out and that wages 
would be effectively controlled. 


WSB AND SSB-——WAGE STABILIZATION 


In the field of wages, WSB properly recognized the need to correct inequities 
occasioned by the fact that many wage earners had received increases before 
the January 1951 general wage freeze which left them in a better position than 
those not receive increases. This was accomplished by Wage Stabilization 
Board—General Wage Regulation 6 and Salary Stabilization Board—General Sal- 
ary Stabilization Regulation 1, the so-called 10 percent catch-up regulations 
which permitted raising the January 1950 wage levels by 10 percent. This per- 
centage was the amount by which the Bureau of Labor Statistics cost-of-living 
index had increased since January 1950, and if thawing of the general wage 
freeze had stopped here the assumption underlying the price regulations of OPS 
would have been borne out. 

Everybody knows this was not what happened. There were threats of work 
stoppage . A boycott by labor of service on the WSB, and threats of political 
reprisals. Subsequently, the Government proceeded both in individual cases 
and by general wage and salary regulations to approve and permit further 
wage increases. Even though costs were thereby increased, the Government 
refused to permit such increases incurred after the dates set in CPR—22 to be used 
by manufacturers as the basis for increased price ceilings. 


THE 1951 AMENDMENTS TO TITLE IV OF THE ACT 


Congress in considering amendments to the act which was due to expire June 
30, 1951, knew that CPR—22 had been issued and that it provided for the cut-off 
dates of December 31, 1950, and March 15, 1951, after which further increases in 
material and labor costs could not be considered in caleulating ceiling prices. 

New wage increases were currently being approved or permitted by the Wage 
and Salary Stabilization Boards and reported in the daily press, and Congress 
recognized the injustice and danger to the national economy and defense effert 
of refusing to allow manufacturers in determining their ceiling prices to take 
into account cost increases occurring after those cut-off dates. It was this 
situation which Congress sought to remedy by the 1951 amendments to the act 

Much has been said for and against the so-called Capehart Amendment, being 
paragraph (4) of subsection (d) of section 402 added by the 1951 amendment 
of the act. Admittedly in some respects the intention of Congress was not clearly 
expressed. However, there can be little doubt that the majority in each house of 
Congress sincerely believed that in passing the Capehart Amendment they were 
making it possible for manufacturers to bring their cost increases up to date 
(then July 26, 1951) and have them taken into account in determining their 
ceiling prices. In so doing they were merely enacting a logical corollary to the 
basic requirement of the act that when prices were controlled, then wages must 
also be controlled. 

Nor, unless Congress is to be accused of insincerity, can there be any doubt in 
the light of the background of the Capehart amendment that Congress intended 
the amendment to add something to the rights manufacturers then had under 
the price control regulations. Congress could not have intended that as a condi 
tion of manufacturers taking into account their direct cost increases up to July 
26, 1951, they should be required to give up their then existing rights and be left 
worse off than before the amendment. 


SR-17. THE PRICE REGULATION ISSUED TO GIVE EFFECT TO THE CAPEHART AMENDMENT 


On or before December 19, 1951, manufacturers were required by OPS to price 
their commodities under CPR-—22, or under SR-17, sometimes known as the 
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Capehart regulation. While issued in the form of a supplement to CPR—-22, SR-17 
actually set up an entirely different method of determining price ceilings which 
for most manufacturers is more disadvantageous than CPR-22. 

A manufacturer who wishes to compute his ceiling prices on the basis of cost 
increases incurred up to Jully 26, 1951, as provided by Congress, can do so only 
under SR-17* Also, such manufacturer must compute his increase or decrease 
in overhead costs on a unit cost basis, If there is an increase in overhead unit 
costs it is added to his direct cost increases for material and labor, but if there 
is a decrease it must be subtracted. Since it is characteristic of unit overhead 
costs to decrease as output is expanded, every manufacturer who has succeeded 
in increasing his production in response to appeals from the Government, has 
experienced a decrease in his unit overhead costs. Consequently, when this 
decrease is offset against his increase in direct costs for material and labor, his 
computations under SR-17 in most cases result in lower ceiling prices than under 
CPR-22 even though he has included his increases in direet cost up to July 26, 
1951. Similarly, because overhead unit costs would have to be computed under 
SR-17 on the basis of the high output for most manufacturers during the period 
prior to July 26, 1951, resulting in lower ceiling prices, serious hardships would 
result in periods such as the last quarter of 1951 when overhead unit costs in 
creased because of lower volume or production. Nothing could be more destruc 
tive of a manufacturer's incentive to expand production or to reduce his costs 
by operating more efliciently, than the overhead unit cost computations required 
by SR-17. 

Because of these requirements of SR-—-17, it is probably fair to say that the 
only manufacturers who can obtain any relief from pricing thereunder are 
these whose production prior to July 26, 1951, is down either because of adverse 
market conditions (in which event a ceiling price increase would be of no present 
value) or because of their inability, due to the defense program, to obtain 
essential materials. So far as manufacturers generally nre concerned, including 
most Chemical manufacturers, the net effect of pricing under SR-17 has been 
made so costly pricewise that they cannot afford to apply for the relief accorded 
them by Congress. The best proof of this is the paucity of applications by manu 
facturers for pricing under SR-17. For example, in the chemical industry it 
is understood that less than 400 such applications had been filed prior to Febru 
ary 7, 1952, as against some 14,000 applications filed under CPR-22" In other 
words, Chemical manufacturers have been offered what amounts to two alterna- 
fives: The Capehart amendment, as administered (SR-17), or the system of 
pricing represented by CPR-22, which excludes Capehart relief. The fact that 
there have been 14,000 applications under CPR-22, and only 400 applications 
for Capehart relief as administered, would seem to prove that the relief which 
Congress sought to provide has disappeared somewhere along the rocky road 
of OPS administration. 

PHE “PROFIT STANDARD” ISSUE 


In the President's message of February 11, 1952, he said: 

“Our stabilization agencies have long since adopted the principle that 
if an industry's rising costs are eating too far into profits, the industry is 
entitled to reasonable price relief. But there is no reason whatever why 
there should be an automatic pass-through of costs so long as sellers are 
making ample profits, * * *” 

Reference in the President's message to the principle that if an industry's 
rising costs are eating too far into profits the industry is entitled to reasonable 
price relief, is a reference to the so-called Johnston standards of price relief, 
described in: Price Operations Memorandum 25 published by OPS on February 
18, 1952. That memorandum sets forth the basic standard as follows: 

“The level of price ceilings for an industry shall normally be considered 
‘generally fair and equitable’ * * * if the dollar profits of the industry 
amount to 85> percent of the average for the industry's best 3 years during 
the period 1946-49 inclusive. The profits should be figured before Federal 


1While other supplementary regulations were issued for such purpose, they have only 
limited application. 

Compare the following excerpt from the President's message to Congress of February 
11, 1952, as reported in the New York Herald Tribune of February 12, 1952: “By far the 
worst and most damaging provision in the present law is the Capehart amendment This 
allows manufacturers and processors to demand and get price ceilings high enough to 
eover all cost increases incurred between the Korean outbreak and July 26, 1951 Though 
plausible on the surface, this provision in fact disrupts effective price control,” 
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income and excess profits taxes and after normal depreciation only with 
adjustments made for any change in net worth.” 

Thus the Johnston standard compels an industry to absorb cost increases 
until the profits before taxes have been whittled down to the described 85 per- 
cent level. It is therefore at cross purposes with the policy followed by Con 
gress in setting up the present tax laws. There, Congress recognized that to 
wipe out all earnings in excess of an 838 percent level would make it impossible 
for industry to expand and accordingly limited maXimum taxes to S82 percent of 
such excess. 

Moreover, Congress recognized that under that maximum, industry would be 
unable to secure the capital required to install production facilities expected to 
be economically useful only during the emergency period. Congress therefore 
provided for issuance of necessity certificates under which emergency facilities 
may be amortized for tax purposes over the period of their usefulness, estimated 
at 5 years. 

The following table, which for simplicity uses the case of a single corporate 
manufacturer: who prior to Korea had a net income before Federal taxes of 
$1 million, shows the effect of applying the Jolinston standard under presei 
day conditions: 


Pre-Korean period : 
Net income before Federal taxes $1. 000. OF 
Federal taxes at 38 percent 820. 000 


Net income after Federal taxes 620, 000 
Present situation: 
Purchasing power of dollar (for chemicals) has declined 
20 percent and net income to be equivalent to $620,000, 
have to be-_- = é 
To earn this net income after tax, the pretax income would have 
to be so high as to be subject to maximum income and 
profits tax of TU percent, and would amount to 


However, under the Johnston standard, if costs ine 
mum price relief obtainable would bring pretay 
to only 

Normal tax at 52 percent would be 

Excess profits tax at 30 percent on SP0 000 (SS50.000 
less credit of $830,000) would be 


Net income after taxes would be 000 
Equivalent to pre-Korean dollars of 20, OOO 
Even this is overstated since the figure does 
plant in process of wearing out which miust be recovered in 
The difficulty of measuring this st is no reason why 
increased costs including depreciation based on current 
should be taken into account in arriving at an equitable sellir 

Thus it is seem that application of the Johnston standard cuts net 
tax to little more than half that before Korea—the net income 
being shown in terms of pre-Korean dollars. 

The comparison is not made on a before-taxes basis for the reason that taxes 
are a real cost of doing business just as material, labor, or any other expenss 
incurred. The stockholder, who is the real owner of the enterprise, shares in 
the net income only after taxes and it is entirely fair to use net income after 
taxes in the comparison. From the standpoint of the stockholder the comparison 
is actually before his taxes; as owner of the business he has to pay an ineonm 
tax on his income from the corporation, just as the wage earner has to pay an 
income tax on the wages paid him by the corporation. 

Use of the Johnston standard as a condition of eligibility for pr 
nothing more or less than the direct control of profits by the executiy 
of the Government. The power of taxation reserved to Congress by ! 
stitution is entirely adequate for such purpose. With present income and excess 
profits taxes taking as much as S82 percent of any increase in corporate earnings 
before taxes, only the barest minimum of incentive remains. From the manu 
facturer’s standpoint, application of the Johnston standard has the effect of 
additional taxation by the executive, and taxation at the rate of 100 percent 
of all profits in excess of the 85 percent standard; as such, it is wholly confis« 
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tory and raises a question of usurpation of the power of Congress to tax 
Furthermore, from the Government’s standpoint it reduces Government revenues 

A recent modification of the Johnston standard provides that, for cases where 
the average earnings in the three best base-period years were unreasonably low, 
a floor of 10 percent of present net worth should be used as the profit. standard 
before taxes. 

It is reported that the 10 percent figure was determined by studying the earn 
ings records of various industries and that OPS found, for example, that mos! 
public-utility commissions believe that the utilities should be allowed to earn 
6 to 8 percent on net worth. Holding that utility companies are in a compara 
tively riskless business,* the price controllers are reported to believe that manu 
facturing and distribution industries should be allowed a slightly higher per 
centage in view of the greater risk involved. 

Utility commissions, along with everyone else connected with situations in 
volving relationship between earnings and availability of new capital, will under 
stand that return on net worth must mean return after taxes, and the 6 percent 
or so which utilities are allowed to earn is so computed. A return of 10 percent 
before taxes on increased earnings by industry is equivalent to 1.8 percent after 
taxes at excess-profits tax rate of 82 percent. 

In other words, a corporation operating in an industry subject to the 10 per- 
cent limitation and wishing to issue $1,000,000 worth of preferred stock in order 
to secure funds to expand its production would be able to tell prospective in 
vestors that on basis of the industry's average profits it expected to earn $18,000 
after taxes with the new facilities. It is impossible to believe that anyone would 
invest in a stock issue offering this return. 


WHY FURTHER AMENDMENTS TO TITLE IV OF THE ACT ARE NECESSARY 


Present price and wage controls bear unequally upon different segments of 
the national economy; by requiring manufacturers to absorb cost increases 
they destroy incentive. As such, they fail to maintain and further the American 
system of competitive enterprise and the American way of life and are contrary 
to the expressed intention and policies of Congress. 

Production goals in the year 1951 during which such controls were in or placed 
in effect were not achieved, and as a result time schedules of defense production 
had to be lengthened. 

According to the President's Council of Economic Advisers, total corporate 
net income for 1951 after taxes was $18.1 billion, or 20.6 percent less than for 
1950. Ability to earn net income after taxes is necessary not only to attract 
capital required to finance further expansion of production facilities urgently 
needed for defense but also to meet the greatly increased costs for replacement 
of worn-out plant similarly needed.*| To the extent that such net income is re 
duced by unsound price controls, both replacement and expansion of facilities 
are curtailed. 

Price controls directly affect income before taxes, and the inevitable effect 
of unsound controls and the application of the Johnston and other profit stand 
ards in determining eligibility for price relief is to reduce corporate income sub 
ject to income tax and deprive the Government of the necessary revenues with 
which to pay its defense bills. According to the Council of Economie Advisers, 
corporate profits before taxes decreased from annual rate of $50.3 billion in 
fourth quarter of 1950 to $42 billion in fourth quarter of 1951. Lt will do no good 
to increase the rate of taxation if the profits are not there to be taxed. 

Nearly 14 months have elapsed since the imposition of price controls. Over 
this long period labor has more than caught up, and goods have been produced, 
bought, and sold at current price levels. The national economy has adjusted it 
self to such levels and become stabilized pricewise. As stated at the outset of 
this testimony, we have reached a point in the price and wage stabilization 
process where decontrol action should be taken at the earliest practicable date 
We have therefore recommended that, in the event the Defense Production Act is 
extended, such extension be for 1 year only and that Congress enact specific 
amendments to accomplish the following results: 

(a) To insure that there is a cessation of the use of the priorities and alloca 
tions authority at the earliest practicable date, any given commodity or product 


’The utilities are regulated monopolies and are not subject to the competitive forces 
found in industry, which in many cases result in market prices below ceiling prices. 

‘Replacement costs for productive facilities have risen over 100 percent in the past 10 
years, as indicated by increase in construction cost index of the Engineering News Record 
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should be decontrolled as soon as possible, without having to wait for a time 
when it is possible to decontrol all commodities and products ; 

(b) To insure that the sume type of decontrol action is taken in the price 
and wage field at the earliest practicable date ; 

(c) To insure that price and wage control is used for the purpose Congress 
had in mind when it enacted the 1950 act and the 1951 amendments instead of 
being used as a device for limiting profits and thus destroying incentive; 

(d) To insure that price and wage controls are so administered as to control 
both prices and wages to the end that prices and costs are held down to the maxi 
mum practicable extent, but to the end, also, that cost increase are recognized as 
a justifiable basis for price increases in those cases where the Governinent does 
not sueceed in holding the line on costs. (To accomplish this, title IV of the act 
could be amended so as to require that all price-control regulations provide for 
the redetermination at the election of manufacturers of ceiling prices there 
under at 6-month intervals to take into account any increase in wage rates placed 
in effect since the last determination of such prices and increases in material 
costs resulting from such wage increases. ) 

The CrarrMan. The next witness is Mr. Charles C. Freed, of the 
National Automobile Dealers Association. 

Mr. Freed, I want to say that I have read your statement with 

weh enlightenment, and I will ask that it be made a part of the 
record. 

As I understand it, you are in here on regulations affecting auto- 
mobiles, second-hand ¢ 


STATEMENT OF CHARLES C. FREED ON BEHALF OF THE NATIONAL 
AUTOMOBILE DEALERS ASSOCIATION 


Mr. Freep. New and used cars. 

The CuHarrMan. The new cars are alre ady controlled by the controls 
that Detroit has gotten in their allocation of steel and copper, and 
used cars have no critical materials that are being used / 

Mr. Freep. Detinitely not. We have a surplus of those. 

The CHatrrMan,. That is one reason why this committee had the 
irgument last year with the Federal Reserve Board when the vy could 
not see the necessity of strict credit controls on used cars being sold in 
States like Texas and the Far West. 

You may proceed in your own way. 

Senator Scuorrren. Mr. Chairman, I would like to ask—I note 
you are appearing no behalf of the National Automobile Dealers Asso- 
cation, Are you acquainted with what the Chairman of the Federal 
Reserve Board said when he appeared before this committee, when 
le was asked the question—and I think I asked him the question, and 
the record will bear me out if I am wrong—whether he contemplated 
any change in the regulations, one of which affected your industry, 
ind if my memory serves me correctly, he said “No” / 

Mr. Freep. There would be no more stringent controls; that is 
correct. 

The CHatrMan. How are used-car dealers getting along now? Ido 
not have to ask about the automobile dealers, because they are limited 
by the number of cars that can be produced. 

Mr. Freep. You say how are the used-car dealers getting along / 

The Cuairman. That is right. 

Mr. Freep. Our association represents about 80 percent of all the 


A 


used cars sold in the country today, sold through new-car dealers, and 
we are controlled there by OPS, of course, as to price, wliich is not 
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at all important, frankly, because we are unable to sell the cars for the 
controlled top price. 

The CHarrman,. And it is competitive? 

Mr. Freep. Extremely competitive, and we have more used cars on 
hand—the supply exceeds the demand, which is usually the case in 
used cars. 

The Cuarrman. Why should we put the Federal Reserve regulation 
back on when you cannot sell the cars you have got now / 

Mr. Freep. We see no use whatever for regulation W either as to 
new cars or used cars. 

The Cnatrman. I cannot see the necessity for it now or in the next 
6 months. 

Mr. Freep. There is much less need for it than there was when it 
was put into effect. When you extended it from 15 to 18 months, it 
was of greater importance to us at that time, but since that time a 
great many things have happened. We have had some sizable in 
creases in the price of our cars.. We have had an increase in excise 
tax of from 7 to 10 percent. 

Senator Caprnartr. Mr. Freed, I would like to ask a few questions. 

Are you in favor of extending the existing act for 1 year just as 
it is written? 

Mr. Freep. No, sir; we are not. 

Senator Carenarr. What changes do you want to make in it? 

Mr. Freep. We need particularly some clarification as to how we 
should operate under OPS, whether we should operate in the con 
fused position we are now under regarding the regulations on new 
cars. 

We started out to try and abide by OPS regulations, and partic ie 
larly the Defense Production Act as it was extended last year; and 
instead, in our opinion, of being allowed to operate under the provi 
sions of the act as set forth by Congress, rather, we are operating 
under regul: ations promulgated by OPS. 

The CHamman. Congress cannot promulgate regulations. 

Mr. Freep. That is right, unfortunately, but we are in, I should 
say, ae omple te state of confusion regarding new cars. 

Senator Carenartr. Just how’ Tell us as briefly as you can what 
has happened to cause that confusion. 

Mr. Freep. I can speak from close association with it in my town 
of Salt Lake City, Utah. Most of the dealers there have been auto 
mobile dealers for many years, old-time, respected businessmen. 

We have four cases today that I understand from a long-distance 
telephone call this morning—I arrived late last night and got this 
call this morning—that all four of them have cases now in the Depart- 
ment of Justice. 

Senator Caprenarr. You mean for violating ceilings? 

Mr. Freep. For violating the interpretations that OPS has given 
us. They are so confusing that we, as businessmen, living in this 
business all our lives, have been unable to interpret them, particularly 
in line with our past business practices. 

Senator Carenart. In other words, your trouble is that you can- 
not interpret OPS regulations? 

Mr. Freep. That is correct, as regards new cars. 

Senator Caremartr. Do you have any trouble on used cars? 
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Mr. Freep. None whatsoever. We know what the price is; it is 
printed in a book or in their regulation. We look it up, and that is it, 
but we cannot sell them for that price. 

Senator Carenart. Do you have any recommendations for any 
change in the law to eliminate that confusion ? 

Mr. Freep. We have made—that is, I should say the OPS industry 
advisory committee, made up of a group of members of our industry 
selected by OPS, have been in Washington twice and have made spe- 
cific recommendations to OPS. 

The Cuamman. To whom in OPS? 

Mr. Freep. The administrative heads of OPS. and those recom 
mendations have not been followed out. 

I have particular reference to how we build up the price of a new 
car. 

We understood the act to mean that we would hold the line on 
those particular prices, there would be no roll-back. Now, OPS in 
some interpretations in our territory require us, we believe, to roll 
back prices, and to most certainly change our regular methods 
doing business. 

Senator Capenart. In other words, you think they are violating 
the intent of the Herlong amendment é 

Mr. Freep. Most assuredly we do. 

We have presented our case here in Washington to OPS officials 
on a local basis and on a regional basis time after time, and we still 
today have not the formula that we know is required if we as small 
business men are going to live up to the terms of the act. 

In none of these cases in my town are any of these men malicious 
violators. In the cases that I am speaking of, the four of them, these 
cases we find in the Departme nt of Justice before the dealer and his 
legal counsel have been able to discuss some measure of a colipromise, 
because when they become the property of the De partment of Justi 
and publicity is given to those old friends of mine that have lived in 
Salt Lake City all of their lives, the damage is done. 

Senator Carruarr. Is this happening in other cities, too / 

Mr. Freep. 1 am assured by our national association that it is 
happening throughout the United States. 

The Citairman. I have never had any complaint from South Ca 
olina, 

Mr. Freep. Our Congressmen have been deluged in the State of 
Utah. We have had it going on for months and months, and now, 
apparently with a statute of limitations having effect, the cases are 
being taken through as rapidly as possible. 

The Cuaiman. I am not questioning your statement. 

Senator Carenarr. Your chief complaint is the OPS regulations 
themselves ? 

Mr. Freep. That is correct; yes, sir. 

The Cyaan. Not the law? 

Mr. Freep. Not the law. We believe the intent of the law is a 
hundred percent correct. 

Senator Caprnartr. You feel they are not following the Herlong 
amendment ¢ 

Mr. Freep. Decidedly; yes, sir. 


963815 52—pt. 1- 28 
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Senator Carenart. Are automobiles today selling at ceiling or 
under ceiling? ’ 

Mr. Freep. Used cars I would say a hundred percent are selling 
for much under ceiling prices, and many makes of new cars are sell 
ing far under ceiling, either by discounts or long trades, as we call it. 

Senator Carenart. Is there a shortage of new automobiles today ’ 

Mr. Freep. No, sir; there is not a shortage of new cars. There 
might be one line some place that might be — 

Senator CapeHarrt. Senet speaking, can a man walk into most 
any automobile dealer today and buy any bint of car he wants? 

Mr. Freep. He would have no trouble whatsoever, and he would 
make a good deal. 

Senator Caremartr. And get delivery immediately ? 

Mr. Freep. Yes, sir; more than immediately in many cases. 

The Crarrman. In other words, if the Government raised the 
allotment of copper and steel to Detroit, it would just make that many 
more automobiles that would be on the market ¢ 

Mr. Freep. That is correct, and that much more competition. 

The Cuarrman. There is no shortage / 

Mr. Freep. There is no shortage. 

Senator CarenaArtr. There is no shortage of automobiles; you can 
walk in and get delivery immediately; and most new automobiles or 
many new automobiles are selling under ceiling? 

Mr. Freep. That is right. 

Senator Carenarr. And all used cars are selling under ceiling? 

Mr. Freep. That is right. 

Senator Scnorrret. Does that same principle hold true with regard 
to accessories that go on to new automobiles that you may add? 

Mr. Freep. Very decidedly. 

Senator Frear. Do you anticipate there will be a shortage in new 
automobiles in the next 6 or 12 months? 

Mr. Freep. There is no shortage now, Senator; and, from what we 
read, there is going to be some relief in the copper situation, certainly 
there is in steel, and so on, and we cannot foresee any shortage what 
soever. 

Senator Frear. Then, you see no relief in the position you are 
placed in? I take it also you travel quite a bit and know what 
happening in other States than you live. 

Mr. Freep. I know Maryland, definitely ; Minnesota, Texas, Louisi 
ana, some in California, many places that I know of are having the 

same difliculties; ours apparently are more pronounced. 

The Cuamman. Many good friends down my way have said the 
same thing. 

Senator Frear. I have had several telegrams from friends of your: 
in the State of Delaware who said I should especially listen to what 
you have to say, and I am glad to do that. 

The Cuarrman. Does anybody want to question Mr. Freed any 
further ? 

Senator Roperrson. I would like to ask a question, Mr. Chairman 

Does the dealer claim his additional mark-up on the price only, and 
then add freight and taxes, or does the mark-up apply also to freight 
and taxes ¢ 
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Mr. Freep. No, sir; he figures his retail price on the basis of the 
factory list price as supplied by the manufacturer, plus excise tax, 
lus transportation. There is no mark-up on those items. 

Then he figures what we have termed for many years—as long as 
| have been in the business, 26 years—“delivery and hi undling char ges.” 
That is all cost incidental to unloading the car, getting it re: ady, doing 
all the service items on it that are necessary to perform, before it is 
delivered to the new-car buyer at retail, and therein lies many of our 
troubles. 

Senator Roserrson. Delivery and handling / 

Mr. Freep. That is correct. 

Senator Ronertson. Is about $23 the usual charge / 

Mr. Freep. No; it varies. I would say it varies in this country 
from $15 to perhaps $150. It varies very much in the makes of cars; 
it varies considerably as to the things that the dealer does to get it 
ready for delivery to you, as the buyer. There is a great differential] 
there. 

In my case we have had an established delivery charge for many 
years. That, of course, has not gone up as the price of the car has 
gone up, although our costs are better than doubled in our servicing 
department. 

Yet, my delivery charge, as we consider it today, is less money, be 
cause [ am trying to live up to OPS, but I am not certain that I am. 
[ will tell you that very frankly. 

Senator Roperrson. What is vour delivery charge ¢ 

Mr. Freep. My delivery charge on a Plymouth car is 3 

Senator Carguart. Does that include freight / 

Mr. Freep. No, unloading, getting the car delivered, g 
o forth. Therein hes our argument with OPS 

Senator Careuarr. How long have you waed that system / 

Mr. FREED. Well, I have been a De Soto dealet fo. 2U vears, and 
[ have used it there for 20 vears. 

Senator CAPEHART. In other words, it Is an old established Custom ¢ 

Mr. Freep. That is right: we have no desire to raise those prices. 
\s a matter of fact. under OPA, we operated in those days—and. it 
vas important then, as you know, becaus e of the lac] i ot production 
of cars—we operated ona basis of 5 percent of the factory list. or 

ot to exceed $75, whichever was lower. Now, that was many, many 
years ago. They considered that reasonable. 

We ha ive asked for a similar— 

Senator Carrmarr. You add the transportation charg 

Mr. Freep. That is right. 

Senator Carruarr. And you have been doing that 
many years ¢ 

Mr. Freep. Twenty years. 

Senator Scnoepret. Mr. Freed, when the time was stret hed out 
from 15 to 18 months, you operated under the 1s-month phase of the 
thing. Can you give us some indication about the defaults in the in 
dustry! Have they been less under the 18 months than under the 15% 

Mr. Freep. Failures among dealers / 

Senator Scnorrret. No: failures on the part of the customers who 
bought, to make these payments and to fulfill their contracts / 

Mr. Freep. I would say it is exactly the same. You see, what hap 
pened is when you gave us an extension from 15 to 18 months, 1mme 
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diately we followed with some price increases on the price of new cars 
Then we had an increase in excise tax on a Piymouth, Ford, or Chev- 
rolet. It amounted to about $35. I figured here on the lowest- -priced 
Plymouth four-door sedan that I sell—and that is comparative to 
Ford and Chevrolet—we have had an increase, both taxes and price. 

of $208 since we got 18 months, which has completely wiped out our 
extension. In other words, the purchaser who buys one now, his pay- 

ments are just as large under 18 months as they were under 15 months, 
approximately. 

Senator ScHorrret. [am glad vou put that in the record, because 
so many people have lost sight of the fact that we have increased these 
excise taxes, Which has practically wiped out the benefit the prospec 
tive purchasers would have had in the longer time-payment feature 

Mr. Freep. That is correct. 

Senator Capenarr. What is the excise tax now ?/ 

Mr. Freep. ‘Ten percent. 

Senator Carenarr. Of the list price / 

Mr. Freep. Of the manufacturers’ price of the ear. 

Senator Carenarr. On a 82.000 car, it is $200 ¢ 

Mr. Freep. On a 82,000 car, it is about S108, IT would say. 

Senator Carenarr. Are you getting a mark-up on that $2007 

Mr. Freep. Definitely not. 

Senator CapeHnarr. What is this statement that Mr. Arnall and Mr 
Putnam put into the record that under the Herlong amendment. the 
automobile dealers were getting a profit, making a profit, or getting a 
mark-up on the excise tax? Is that true? 

Mr. Freep. I do not know. I have never known in my life of ore 
single dealer who took a profit on excise tax, ever. 

Senator Carruarr. You know they testified to that effect ? 

Mr. Freep. No: I do not know that. 

Senator Ropertrson. I called attention to the fact that automobile 
dealers, so far as [ knew, never did. 

The CHarrMan. They said some people took advantage of it. 

Mr. Freep. But not in automobiles. 

Senator Caprnarr. Your testimony is that automobile dealers de 
not take a profit or mark-up on the excise tax ? 

Mr. Freep. They do not. 

Senator Carrnarr. So far as you know, none of them do. 

Mr. Freep. So far as I know, I never heard of one. 

Senator Carrnarr. Mr. Arnall and Mr. Putnam testified here, as 
one of the reasons for repealing the Herlong amendment, that mer- 
chants in the United States were getting a mark-up on excise taxes. 

Mr. Freep. That does not apply to the automobile dealers of this 
country. 

Senator Carenarr. Of course, the fact remains that they get a 
mark-up on the Federal income tax; do they not 4 

Mr. Freep. I would think so. 

Senator Carenarr. And the property tax, and the gasoline and 
social-security taxes ¢ 

Mr, Freep. That is right. I might say that we as automobile 
dealers think that carrying an excise tax probably averages $150 
per car, which is quite a sizable amount to finance if you have 50 o1 
100 cars in stock without any profit on them. 
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Senator Caprnart. You do not get a profit on that $200 excise tax 
on a $2,000 automobile, and yet you have to finance it and carry it. 

Mr. Freep. That is right. Senator, you would be interested to 
know in my area because of high transportation costs our average 
gross profit on an automobile is about 19 percent. 

The CHairMANn. Senator Ives. 

Senator Ives. [am sorry I was late getting here today. I note by 
your statement, Mr. Freed, that you request the repeal of regula 
tion W. 

Mr. Freep. That is correct. 

Senator Ives. Assuming that could not be worked out. LT would like 
to ask this question, or assuming perhaps it could be worked out, 
which do vou think ee more hnnportant to the automobile industry, the 
Herlong amendment, or repeal of regulation W 4 

Mr. Freep. That is sort of asking me how I want to be shot. It is 
. difficult question to answer. 

The Cruamman. If we do not do either, vou will not get shot. 

Mr. Freep. That is right. IT think without the Herlone amend- 
ment, Senator—this is a pretty blunt statement, but I think it is true, 
and l Si this because | had the op portunity ot looking at 47 dealer 
statements per month, regular small dealers—without the discount 
provisions of the Herlong amendment, I think that every one of those 
dealers would be in the red today. 

Senator Ives. In other words, vou think the Herlong amendment 
is indispensable where the dealers are ener 

Mr. Fri ED. Where the dealers are concerned, ‘ ic I think on regu 
lation W it is about the most unfair piece of a egislation we have, 
because to us it serves no purpose. The product is created, it is 
there for us to sell, and we will sell it where we sa to trade 
long, or give our profit away. We will sell them. We are selling 
them today to the people who have votten ple hty ¢ of mon ey to buy 
automobiles, but in my town the workers, in defense plants or smelters 
0 r cop per mines who have bought Cal s from us for vears al d Vears 
ire out of the market. They cannot hay anew cal from us. They 
cannot make these payments. 

The CHairman. And if you made a hundred thousand more cars, 
vou could not sell them. 

Mr. Freep. I figured 8165 a month for a car the othe day. What 
man can pay that, after taxes, and so on. So what does regulation 
W dof We sell all the products we get. Why cannot we sell them 
to the peop Je who need the —- instead of just to the rich man 
who has a savings account. I cannot understand it. 

We are not Communists, and acoiiens do we believe in inflation, 
because we have sizable investments, but it is beyond our under- 
standing what purpose regulation W is serving. 

Now, we were told at our first call, gentlemen, a year or so ago 
by the Federal Reserve Board in a friendly chat, that regulation 
W was put into etlect to control producti On. We know that in 
stallment eredit on automobiles is a very small segment of our total 
buying, and if it was put in there to control produetion. Now we 
have controlled production through NPA, so why do we deprive all 
+ these people of buying that piece of transportation from us, 

naking it necessary for them to repair an old worn out jallopy that 
S most uneconomical we love it. we do i big service business 
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today. My service business last month was 50 percent ahead of ; 
year ago, a tremendous increase, repairing these old cars because 
these men cannot buy new ones. 

Senator Rorerrson. I can explain the theory of the Federal R: 
serve Board on regulation W. You perhaps cannot understand why 
vou should not be permitted to sell a man a car who needs it but 
cannot pay for it. 

When you sell that man that car, you create bank-check money, 
and add that much more to the credit stream. 

Mr. Freep. I understand that. 

Senator Roserrson. Our distinguished colleague from Illinois hai 
his picture taken pouring water into a glass. Then the glass got 
full and ran over. 

Senator Dirksen. Oh, no, it was not me. 

Senator Ronerrson. The senior Senator from Illinois. The glas- 
got full and run over, and he said that regulations W and X and 
price and wage controls should bring out a few blotters to keep it 
from wetting everything around the glass too much, but the rea! 
thing is to quit pouring so much in the. glass that you get the glass 
full. 

Now, everything you sell on credit is pouring more water into that 
glass. 

Mr. Freep. That is a very good explanation. They have endeavored 
to explain that to us, and when we point out to them, and it is in ow 
statement here, the small percentage of installment credit with regard 
to automobiles, it is insignificant. It is insignificant in our nationa! 
economy so that we do not believe it is of any importance, inflationwise. 

Senator Carrnarr. Then let us be honest enough to tell the poor 
people that they are the ones who are making the sacrifice with respect 
to this so-called war effort. Let us be honest enough with them to 
tell them. 

Senator Benron. What percentage of new car sales would be sold on 
installments today ? 

Mr. Freep. In my own business, it amounts to less than 20 percent 
now, and it used to run, many years ago, from 85 to 90 percent. It is 
a thing of the past, actually, on new cars as far as we are concerned. 

Senator Benron. I am the owner of a business that sells books on 
installments, and my sales run better than 90 percent on installments. 
Most assuredly, the more liberal you make your installment payments. 
the larger the number of cars you will sell. 

Mr. Freep. I think that is right. 

Senator Benton. Therefore perhaps this is, as Senator Robertson 
pointed out, a method to control production and to hold down auto 
mobile sales. That is what it is, because you, as a dealer, if you have 
your choice, and can sell a man either for cash or sell him on 3 months 
time payments, you will sell for cash. If you have the choice between 
the 3 months paper and 6, you will prefer the 3 months, and so on. 

The last car you will sell will be to the fellow who will take 2 or 3 
years to pay for it, unless perchance you are in the finance business. 
which I assume you are not, 

Mr. Freep. No, we handle some of our own paper, Senator. 

Senator Benton. But you prefer the cash sale. 

Mr. Freep. Yes, sir. 
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Senator Benton. I prefer the cash sale, but cannot get over 10 per- 
cent of my sales in cash. 

Mr. Freep. Payments are so high we have not any credit business 
on new cars. 

Senator Brenron. But you concede the relationship between the 
terms of sale and the volume of sale. Now if we want to hold down 
automobile production, because we do not have the copper, nickel, and 
other things, one quick way to hold it back is to prohibit all install- 
ment selling, and the next way to hold it down is to confine it to 6 
months, then to 12 months, or 15 months. The lower and harder the 
terms, the more you affect sales. 

Mr. Freep. Surely, but is not the best way to do it as we are sup- 
posed to be doing it now through NPA, production at the source ? 

Senator Brenton. Many people feel the control of production 
through the Federal Reserve Board’s regulation, or any form of in- 
direct control, is better than control through the Federal Govern- 
ment’s allocating materials, putting automobile companies on quotas, 
and so forth. 

Would you not prefer—— 

Mr. Freep. If I were not in the automobile business, I think I would. 

Senator Benton. Most people in the United States are not in the 
automobile business, and that is why you have the regulation you have. 

Mr. Freep. Our situation is this, Senator, and it is probably unique. 
We operate on a basis that we are going to get so many cars in Salt 
Lake City, 50 new cars a month, or whatever it may be. For many 
years, we have managed somehow, and will continue until we go broke 
selling those 50 cars per month. Other dealers will do the same thing. 

[ think it would be a pretty sorry state if all the dealers in th 
country—and most of us are small, 80 percent sell less than a hun 
dred cars—if production were handled in that manner. If there were 
no credit terms allowed, you would see a lot of people out of the auto 
mobile business, as you well know, because the only way to dispose 
of them would be by long trading, as we call it in our industry. 

Senator Benron. The more raw materials you have for the auto 
mobile companies, the more liberal the Federal Reserve Board would 
and should become on credit terms. 

Mr. Freep. Supposedly. 

Senator Scnorrret. Mr. Freed, I would like to ask vou this: I 
have received some letters from some chaps that have come back 
from Korea. They spent some time over there, and just before they 
went to Korea they spent some time over on the other side of the 
pond. They have gotten married, and when they get back out of 
the war here is what they say to me: “I have got to have a home. 
We take advantage of some of the rather liberal requirements appro- 
priations, and we buy a home. Our payments are so much. During 
the time we were at war we were not out drawing fat wages, time 
and a half, and double time, and all of those shines.” . 

They do not have an automobile when they come back. They walk 
into your place of business, and they cannot buy an automobile be- 
cause they have not a trade-in of an automobile they did not have 
any use for while they were battling for us. 

That is the group that I am getting quite a lot of inquiries on, 
that are jeopardized by this credit feature and the big down pay- 
ments. I am just wondering what your experience has been on that. 
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Mr. Freep. We get quite a little of that in new cars, but 1 would 
say we get more on the amount of the payment, generally. 

In our section of the country, where we drive cars so much more 
than they do in the East, we know pretty well what our security is. 
In other words, when we sell an automobile, we sell it mainly on 
security, 1 ‘ather than the credit of the person, and we have found 
over the years that a third down is a pretty good safe proposition 
for the customer and for ourselves. He has an equity in the car and 
we have also found that when we went to 24 months many vears 
ago, when cars like Plymouths were selling for $900, it was in many 
cases much better credit than 12 months, because the man could pay 
for it on 24 while he could not pay for it on 12. 

The CHairMan. Senator Ives. 

Senator Ives. I would like to ask one or two questions. I will ti 
to be as fast as possible. 

I take it from what you say, Mr. Freed, that regulation W is a 
handicap. Without it you would do more business, and without ‘ 
the economically underprivileged would have a better break. Is thet 
about the size of it? 

Mr. Freep. That is right. 

Senator Ives. At the same time, I take it that without the Herlony 
amendment a great many of you would be put out of business. 

Mr. Freep. There is no question about that. We have facts to 
prove it. 

Senator Ives. I take it that with the Herlong amendment inter 
preted as it is my OPS, you are being adversely affected, and some 
of the dealers are being put out of business? 

Mr. Freep. Yes, sir; and some of us are going to get in serious difli- 
culty unless we know where we stand under the regulation. 

Senator Ives. Those are the things I wanted to clear up in my own 
mind. 

The Cuarrman. Any more questions? 

Senator Dirksen. I notice in your statement that the operating 
profits for your association members dropped roughly 27 percent in 
1950, and that your costs were up by 6.5. 

Mr. Frerp. That is right. 

Senator Dirksen. Has there been an increase in failures in auto 
mobile distribution 7 

Mr. Freep. Yes: we had 21 last vear in the State of Utah, and our 
association records show fourteen hundred-some-odd in the country 
went out of business last year, which is completely contrary to our past 
experience. 

Senator Dirksen. Fourteen hundred for 1951? 

Mr. Freep. Yes: over 1,400, 

Senator Dirksen. Assuming the act stands as it is at the present 
time, what do you anticipate for 1952? 

Mr. Freep. Why, if our costs continue to go up, I think that failures 
will increase. Many dealers are operating in the red today, many 
of them. 

Senator Dirksen. In view of the larger payments required, have 
repossessions increased ? 

Mr. Freep. No, for the reason that 18 months now is the same that 
15 months was before with the increase in price, so we really have had 
no change. 
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The Cuamman. Are there any further questions? 

| appreciate your being here, and I want to say this for the com- 
mittee, that when we get through with these hearings, what law we 
write will depend on what C ongress does, but the watch dog committee 
will certainly look into the administration of the OPS insofar as 
you have been affected, in that you state they are not paying attention to 
the law where the Herlong amendment is concerned. 

Did you want to say anything else / 

Mr. Freep. No, I think that covers it. 

(The prepared statement of Mr. Freed follows :) 


STATEMENT OF CHARLES C. FREED ON BEHALF OF THE NATIONAL AUTOMOBILI 
DEALERS ASSOCIATION 


Mr. Chairman and members of the committee, my name is Charles C. Freed. 
lama DeSoto-Plymouth dealer in Salt Lake City, Utah, and I appear at this hear- 
ing in my capacity as chairman of the national affairs committee of the National 
Automobile Dealers Association, 

I should like to point out that we are testifying today only on the Senate bill, 
No, 2504, introduced by the distinguished chairman of this committee. 

The National Automobile Dealers Association, with a membership of more than 
54,000 new car and new truck dealers, is one of the world’s largest associations 
of retail merchants. Its members sell approximately 90 percent of all new cars 
and about SO percent of the used cars sold in this country. 

Collectively the automobile dealers of this country represent an important part 
of the Nation’s total economy. Dealers employ some 725,000 people. Their an 
nual payrolls approximate $2,500,000,000. But the automobile dealer as an indi 
vidual is truly representative of the small-business man. Four out of five of the 
members of the National Automobile Dealers Association sell an average of less 
than 100 new cars each year. The automobile dealer is one of the last of the 
independent merchants left on the Main Streets of America today We believe 
that he is an ideal example of America’s private enterprise system 
best 


AS a small-business man, he comes into close contact with his customers al 
knows, from actual experience with them, what emergency controls mean to 
the average citizen. 

The manufacture and distribution of automobiles has paralleled the growth of 


our country. This growth has come about under the private, competitive system 
of manufacturing, buying, and selling. Our industry, like so many others, has 
been successful under this system. Controls on production, sales, and credit are 
therefore naturally distasteful to us. These controls make it difficult for us to 
provide essential and efficient transportation needed by the Aimerican people 

It is natural for us to look on any threat of a continued regimented economy 
with real alarm. I can assure you that the average automobile dealer of this 
country is finding it most difficult to operate under the complicated and confused 
regulations imposed by the Office of Price Stabilization. This confusion makes 
it practically impossible for us to know whether or not we are in compliance 

From the beginning we have tried to work closely with the Office of Price 
Stabilization in an effort to eliminate this confusion. But, to date, our problems 
have not been solved. 

The earnings of automobile dealers have heen seriously affected by the drastic 
curtailment of new car business, 

While volume has gone down, the cost of doing business is still going up. 

Our continuing industry surveys show a steady downward trend in profits 
since the early part of last year. For the year as a whole operating profits 
dropped 26.8 percent from 1950. Fixed expenses were up 6.5 percent 

In the month of November alone, with about 25 percent less new car volume 
than in November 1950, profits were down 35.6 percent. Profits will be down 
even more this coming year due to the substantial cuts in automobile production 
already announced. 

In our November survey many dealers reported they were already operating 
in the red. 

We cannot get along without the protection that Congress provided for re 
tailers in the Herlong amendment. 
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I cite these facts to show you that operating in a business under controls js 
getting more difficult. I do not mean to imply that controls are the only causes 
but I can assure you that they contribute to the difficulties. 

We are told that controls are necessary. We are told that this Nation faces 
mortal danger. We are told that everything possible must be done to build a 
strong defense. We do not, at this time, question these facts. 

Our point is very simple. In substances we believe in the freedom of the 
American individual and in the American system of free and competitive enter 
prise. At the present time a strong program of national defense is being carrie: 
out. In order to successfully carry out such a program temporary limitations 
are placed on individual and business freedoms. 

Under the circumstances we feel that this Congress, in its wisdom, has enacted 
the laws that are necessary and adequate for this defense program, 

Therefore, we believe that the best possible move at this time is the simple 
extension of the Defense Production Act, as it has been amended, for 1 year—with 
one exception. 

Congress saw fit in the enactment of the Defense Production Act to provide t! 
in those cases where controls were unnecessary or were no longer expedient wit! 
respect to particular industries and commodities serious consideration should be 
given to the elimination of those controls. 

We believe that the situation now with respect to our industry is such that 
credit controls on automobiles are no longer necessary in the interests of the 
defense program. 

It is generally accepted that credit controls were authorized by the Defense 
Production Act of 1950 to help provide more materials for defense production and 
to curtail normal civilian purchases. 

Today the situation is quite different from what it was when regulation W was 
first imposed. , 

We would compare the present operation of regulation W, insofar as automo 
biles are concerned, with the purposes for which credit controls were originally 
imposed. 

First, let us consider the matter of materials for defense production. Critical 
materials for all production are controlled by the National Production Authority. 
Whether or not regulation W exists, the manufacturers of automobiles will be 
allowed by the National Production Authority to produce only a limited number of 
new automobiles during the year. Regulation W has no connection whatsoever, 
as we can see, with the allocation of materials. As far as providing materials 
is concerned, we consider it useless. 

This is certainly true of used cars. The used car has no connection with the 
conservation of critical materials because the used car is already a finished 
product. On December 31, 1951, the average NADA member had 18 used ¢ars 
for sale. Surely we cannot Say‘that restricting the sales of these cars will, in any 
way, have any effect on the supply of critical materials for defense production 

Second, let us consider the position of regulation W in the inflation picture 
We do not speak as trained economists; we speak only from the standpoint of 
practical businessmen. In weighing the cold facts after some 18 months of 
experience we do not believe that restricting installment sales of automobiles has 
been the important factor in retarding inflation. 

Regulation W was imposed when automobile production was at the highest 
point in the history of the industry. If there was any justification at all for it 
then, I ask vou to consider the changes which have taken place in our industry 
since that time. Following the drastic production cuts made effective during 
the last half of 1951, new car sales declined 22 percent from the high level of 
1950. During the period from November 1, 1950 to December 31, 1951, tota 
outstanding automobile installment credit dropped about 4.4 percent or $18s. 
000,000. 

From the best information available now, new car production for this year is 
expected to be drastically curtailed from production totals of 1950. 

In the face of a declining volume of this magnitude, how can it he assumed 
that automobile installment credit could possibly reach such inflationary pro 
portions that controls, with all their hardships and inequalities, would be de- 
sirable or necessary ? 

You will recall that the Congress, after careful study in the spring of 1951, 
amended the Defense Production Act to provide a maximum of 18 months, raising 
it from 15, for time-payment sales on new and used automobiles. Price increases 
and increased Federal excise taxes have virtually nullified any benefits antici 
pated in the slight relaxation in terms of 15 to 18 months. In other words, the 
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vast number of families who must use time payment methods to purchase needed 
and essential automotive transportation have not been helped. 

Now, if regulation W does not channel more materials into defense production 
and it does not curb inflation, whut then does it do’ 

Regulation W creates class buying—No one knows better than we automobile 
dealers just who buys automobiles in these times. In most instances the low- 
income Wage earner and the defense worker have been forced by regulation W 
to give up all hope of buying a new automobile or a late model used automobile 
while those in a better financial position are able to utilize their savings and 
investments to purchase new vehicles. 

Regulation W has certainly resulted in a reduction in the standard of living 
for American citizens. No longer can the worker who earns a moderate salary 
even hope to buy a new automobile Few who earn salaries above the average, 
annually, can hope to meet payments under regulation W's drastic terms. They 
have to lower their sights and be satisfied with a used automobile 

The adtomobile is an important part of the average American's standard of 
iving. A Government-sponsored study of the use of the automobile showed very 
onclusively that the automobile was essential to millions of Americans who 
lepended on it entirely for transportation to and from work, for essential shop- 

ing, and, in many instances, for their very livelihood. 

Yet, regulation W compels these Americans to buy inadequate transportation 
It denies them the historic privilege of being able to buy the products they 
want on terms which are acceptable to the buyer and the seller as well. 

Moreover, in compelling the owner of an older automobile to keep his inade- 
quate transportation regulation W imposes a financial burden on the owner. 
His out-of-pocket expense to Keep his old car operating is a constant drain on 

s income. In some instances, especially in the cases of prewar automobiles, 

mounts to nearly $30 a month. 

Regulation W aggravates our national safety problem.—When a man cannot 
buy a new automobile or a late-model used car he is forced to buy an older car, 
In blunt terms, gentleman, he is, in many cases, forced to acquire an automobile 
which should not be on the highways 

This creates a safety problem. These junkers are not safe for the Nation’s 
highways. Fully 42 percent of the cars now in use are prewar models. Last 
May the new-car dealers of this country, in cooperation with various safety 

rganizations, conducted a “Check yvour car—check accidents” safety program. 
Results of Nation-wide safety checks showed that nearly one out of three cars 
checked were unsafe because of service attention required to one or more parts 
iffeeting safe vehicle operation. 

In 1950 the average car on the highway was 7.8 years old, as compared to 
5 years in 1941. secause of the tremendous number of cars on the road today 
that are 10 or more years old, it is no wonder that the National Safety Council 
eports that one in every four drivers in this country was involved in a traffic 
inishap during the last vear. 

Regulation W fails to take different price ranges into consideration —The 
factor to be considered in this respect is the differences in price of automobiles 
in the various sections of the country. For example, because of the distances 
nvolved between the point of manufacture and the West or other distant States, 
prices vary due to the long-haul transportation costs, and the hardships placed 
nm the purchaser who lives farther away from Detroit are relatively greater. 

A survey conducted by NADA before regulation W was placed in effect dis- 

osed the fact that 76.7 percent of new cars financed were on terms of 24 
months or longer in the Western States of Arizona, California, Nevada, Oregon, 
inl Washington. 

These five States represented one-ninth of all new cars sold in 1950, The 
iverage for the United States, on terms of 24 months or longer, was 46.3 
percent. 

Regulation W is discriminatory One of the most significant factors in the 
economie growth of this country has been installment credit. Term buying 
has made it possible for the American citizens to bny the necessities of life and to 
mprove their standards of living. It has played an important part in our 
economic growth: it has created jobs: it has created markets. 

Most important of all, it has given the average Aemrican freedom to buy 
Regulation W strangles this freedom; it controls the buyer by limiting the type 
of product he can purchase. 

The product exists—someone will buy it—but the man who needs it most 


will not be able to buy it. It is important to us, gentlemen, that Regulation 
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W does not take money out of circulation; it merely designates that the poor 
man will not be able to purchase. 

Because it does this we believe that regulation W is discriminatory. Regy 
lation W is also discriminatory in that it regulates only a very small percentage 
of the total national disposable income. Government sources say that the dis. 
posable income at the end of last year was $222.6 billions. Automobile install. 
ment credit totaled $5,231 millions on December 31, 1951. Therefore, of the 
total disposable income, automobile installment credit accounts for only 2.35 
percent. 


The facts which we have just discussed are exceedingly important to us. We 
sincerely believe that they show that, insofar as automobiles are concerned 
regulation W is unnecessary, and we, therefore, request its repeal. 

The Cuatrman. The next statement is by Mr. Pickell. He has to 
catch a train. He represents the Corn Belt Livestock Feeders 
Association. 

We are happy that you are here, and if you will sit down, you may 
proceed. 

Mr. Picket. Thank you, sir. 

The Cuairman. We will make your statement a part of the record, 
and you may highlight it, or do whatever you wish. 


STATEMENT OF MARK W. PICKELL, EXECUTIVE SECRETARY, 
CORN BELT LIVESTOCK FEEDERS ASSOCIATION 


Mr. Pickett. My name is Mark W. Pickell. I am executive secre 
tary of the Corn Belt Livestock Feeders Association, with executiv: 
oflices at 176 West Adams Street, Chicago. 

I have given you a brief I would like to discuss with you, but first 
of all L would like to make a few statements not contained in the brief. 

It is my belief that the income taxes paid by the livestock feeders of 
the Corn Belt for 1951 will be less than 50 percent of those for 1950) 
Conditions all over are not quite so bad as those of the young feede: 
of Clay County, I1., who shot himself when he found that after having 
fed his corn crop to his cattle he still had to give his bank $1,500 to 
pay for his cattle, but by the time those with cattle on feed right now, 
and particularly those in the States west of the Mississippi and north 
of the Missouri have sold their cattle, additional payments to the bank 
for the cost of the feeder cattle are not going to be at all uncommon. 

We of the Corn Belt particularly protest against the importation 
of huge quantities of sausage meat and other meat products from Mex 
ico, and fats and oils from everywhere when the conditions of the 
market are such as those of the present. 

There is a huge quantity of this coming in. Mexican fresh meat, 
with 4 percent salt added, is competing against the meat produced by 
the Corn Belt livestock feeders, and adding to their distress that was 
started by a very poor corn crop which could only be saved by feeding 
it to livestock. 

The importation of hams and bacon from behind the iron curtain 
of Poland, and from Western Europe is adding to the distress of the 
hog feeders. Parity for hogs on Febr ‘uary 15 was $21.60. The actual 
price, $17.20, so hogs were 81 percent of parity. Right now they are 
about 75 percent or * less. 

There was an implied stipulation in the Steigel amendment that 
hog prices would be supported at 90 percent of parity, but there has 
been no indication whatever of an attempt on part of the Department 
of Agriculture to support these prices. I want it distinctly under- 
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stood the Corn Belt Livestock Feeders Association is not asking for 
support on any livestock prices. If you will just get rid of OPS, 
and let the market perform its economic function, we will do the rest. 

Now I would like to go through that brief very briefly. You men 
have had a hard day and want to get away, and I want to get a train, 
but I would appreciate it if you would turn to the table that I have 
prepared for you. I think there is one of the greatest examples of 
cause and effect in prices that has ever been seen. I think you can see 
there just exactly why we had $42 cattle last vear, and where we are 
right at the present time. 

The CuHarrMan. What table is that ? 

Mr. Picxenn. The first table showing the hog numbers and cattle 
numbers. The pig crop and the hog crop. 

When Japan struck at Pearl Harbor on December 7, 1941, the 
farmers immediately turned their boars loose and started breeding 
sows for farrowing in the spring of 1942. As can be seen in the 
wcompanying table, the combined spring and fall pig crops of 1941 
were $4,952,000 head, while the crop of 1942 was 104,903,000 head, 
and that of 1943 was 121,807,000 head. Despite the fact that Congress 

iad authorized price controls, farmers believed that production of 

big supply of meat was not only a necessity but could be one of 
their greatest contributions toward winning the war. 

But OPA had different ideas. Pig —— would be permitted 
only if it could be done at a price fixed | a group ot nnpre actical 
theorists. They thought that the ntiveeeineey Me could be controlled by 
rationing. 

They did not forsee that lack of rationn ne points would prevent con- 

mers from buying the product of that spring pig crop of 74,223,000 

1943, and the pac kers would not have storage space to care for t he 
pork product that could not be purchased by co nsumers for lack of 
iy ration coupons. The War Food Administration, the De ‘partment 

' Agriculture, and OPA erroneously believed that buying by the 
i reas would absorb any pork products available. \nd they had il 
plan if a glut developed. They were going to 
system of marketing. 

\ glut in the marketing came in the 1943-44 fall and winter. 
Phousands and thousands of the hogs were left over in the sales alleys 
ight after night because the packing plants did not have space in 
vhich to put the product after the hogs were slaughtered. The Army 
Was forced Lo suspend its meat buying program im ti 


ne spring of 


mcgurate a permit 


‘44 because it did not have any more storage space. Clinton Ander- 

son then Secretary of Agriculture announced that if the packers could 
ot support the market, neither could he, although Congress id ce 
eed that the market be supported. Mr. Anderson said 
lace in which to store the product. 

Thus, because of asinine rules and regulations and inabi lity to face 
realities, and potentially disastrous theories, farmers were forced 
ut the pig crop of 1944. Instead of 121L.807.000 head, such 
produced in 1943, the 1944 crop Was cut to 86,659,000 head. It was a 
ut of 85 million head in 1 year, the greatest cut by far ever in histor Vy, 

cut bigger than the drought caused. It even exceeded the cut 
between 1933 and 1934, which was brought about partly by the pig 

lling campaign and partly forced by the drought of 1934. 


: ' 
he had no 


to 


as were 








440 DEFENSE PRODUCTION ACT AMENDMENTS OF 1952 





This cut between the pig crops of 1948 and 1944 was not broug)) 
about by any failure of the feed crops. It was due aes and 
directly to the asinine rules and regulations put in by OPA. And ij 
was done right at a time when ample supplies of meat were badly 
needed to feed the expanding United States Armed Forces and those 
of the United States allies. 

It was this cut in the pig crop of 1944 that was directly responsilh|e 
for the $42 cattle of 1951 and 1952. This result is easily traceable 
from the official records. 

On the left-hand side of the same table showing the pig crop from 
1924 to date is a table showing both the inspected calf slaughter and 
the total estimated calf slaughter. It will be noted that from 1938 1, 
1943, the annual total calf sh: aughter ran under 10 million head, that of 
1943 being 9.940,00 head. But in 1944 conditions changed. qt 
packers could not get pork with which to supply the civilians who wi 
working longer hours, the Armed Forces, and our allies. 

There was only one place to which they could turn for expanded 
meat supplies and that was to slaughter of calves. So instead of t! 
total calf slaughter being 9,940,000 like it was in 1943, the 1944 calt 
slaughter was 14,242,000. Thus, there were 5 million calves whic 
should have grown up to be steers and heifers and have gone to market 
at weights from 1,000 pounds upwards, which went instead to tli 
shambles at weights from 500 pounds down. 

The next table shows the Government estimate of the number of 
beef-type cattle on farms and ranches as of January 1, from 1920 to 
date. It will be noted on this table that in 1920, or two Januaries fron 
the ending of the first World War, there were 10,027,000 head of steer- 
on farms and ranches. At that time the Nation had a population ot 
105 million people. 

It will also be noted that starting in 1939 there was a rapid increase 
in the number of herd cows 2 years old and older on farms ani 
ranches, and that in 1940, 1941, 1942, 1943, and 1944 there were in 
creases in the number of calves of beef type on farms and ranches. 

These calves would the next vear after the date of the report become 
yearling steers or heifers so that from 1940 to 1945 there was an in- 
crease each year in the number of steers on farms and ranches. 

Steers constitute about 52 percent of all of the inspected slaughter of 
cattle by numbers. ‘They produce by weight 65 percent of the fresh: 
meat which is produced by slaughter of steers, heifers, and beef cows. 
Slaughter of cutter and canner cows and bulls and stags = rease the 
total meat supply, part going to production of canned meat, part to 
hamburger, sausage, ete. But 65 percent of the total fresh beef pro 
duced under Federal inspection is produced from steers. 

Studving those tables further it will be seen that following tli 
heavy sl: wghter of calves in 1944, the number of calves on farms Janu- 
ary 1 of the next year showed a decline. And from the peak in steer 
numbers on farms January 1, 1945, of 8,329,000 head, that number 
dec lined to 6,672,000 head in 1948, and remained right at or below the 
7 million mark to January 1, 1951. In 1920, with 105 million popu- 
lation, we had 10 million steers. In 1945, with 138 million peop! 
plus our allies to feed, we had only 8,329,000 steers. That was tl 
peak—and all due to OPA blunders. 

Going back now to the record of the pig crop, it will be noted from 
this official record that when price controls were eliminated in 1946, the 





m 
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jig crop immediately started to increase. From a crop of 82,940,000 
in 1946, that number increased to 102,139,000 in 1951. No longer was 
it necessary to slaughter calves from which to get meat. So calf 
slaughter started to decline and in 1951 it was down to 4,985,000 head 
slaughtered under Federal inspection compared with 7,770,000 head 
in 1944. The 1951 slaughter was the lowest of any year back to 1933. 

The direct result of this, as can be seen by the table of beef- -type 
cattle numbers on farms, was an increase from 12,516,000 head of 
beef-type calves on farms January 1, 1950, to 14,265,000 head on Janu 
ary 1,1951. And the result of this increase in calf numbers during the 
year 1950 was an increase from 6,987,000 head of steers on farm: 
January 1, 1951, to 8,373,000 head on January 1, 1952. This is an in- 
crease of 20 percent in the number of steers during 1 year. And steers 

e the animal which produce 65 percent of all of the fresh or table 
ef produced under Federal inspection. 

“Farthermons, this record shows another increase of 1.800.000 head 
of beef-type calves on farms and ranches during the year 1951. That 
points to another substantial increase in the number of steers on farms 
ind ranches as of January 1, 1953. 

If there were as many steers on farms and ranches now as there 

veraged from 1920 to 1944—date of the big blunder of the OPA 

handling the 1943 pig crop—in relation to the number of beef-type 
cows and beef-type calves on farms and ranches, there would right 
now be about 11 million head of steers. Indications are that it will 
take another couple of years to get steer numbers up to this normal 
level in relation to the herd cow numbers. In other words, OPA 

illed the blunder in 1944. It will take until 1953 or 1954 to overcome 
that blunder. 

Your Members of Congress should see to it that the theorists and 
mpractical men in OPS are not given an opportunity to repeat the 
blunders of OPA. You should take the shackles off production by 
eliminating OPS. 

The CHarrMan. Lam not going to differ with you about OPS having 

ile blunders. But I will ask you if they made a worse blundet 

in the Secretary of Agri iculture did when he killed all the pigs 

Mr. Proxen. 111933 and 19437 

The CHairMan. ae because if we had had those 1933 plus tl 
43 pigs, we would have had something. 

Mr. Pickein. That is for sure. 

The Cuarrman. You quote Secretary Anderson; he was not Secre 
tary of Agriculture then, in 1945. 

Mr. Picketn. Then I apologize. 

Phe CHarmman. We had Mr. Wallace from 1935 until he was elected 
Vice President. 

Mr. Picken. That blunder has taken over 10 years to overcome. 
Now we are up to where cattle prices are going down to their norma! 
relationship in relation to other commodities, and the cattle price has 
been at a ratio of 20 to 1. 

The CuairMan. Of course, I know what you said has a lot of logt 
and sense in it. I happen to have been on this committee, and you will 
recall we had a distinguished Senator on this ¢ ommittee from Idaho, 
Senator Thomas, who is now dead, a wonderful old gentleman from 
Idaho who introduced a bill to do away with the rationing on hogs, 
and I happened to join him at the time. 
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I agree with you there were some wrongs, but when you suggest thu 

if we had the 1943 pig crop, we could not have had the short: age of 

steers, the 11,000,000 steers you talk about would have to be fed, 
How are they going to feed all those steers ? 

Mr. Pickent. Well, they grass them, they take care of them. 

The CHAIRMAN. Oh, yes, you can grass them, but I mean to fatte: 
them. 

Mr. Pickett, They did in 1948. They could have taken care 0} 
them. It was not the lack of feed, it was the lack of permission tv 
market them. 

The CHamman. I do not question that in 1943, but I question 
today, when you say there are right now about 11 million head 
steers. 

Mr. Pickett. They would take care of them. They would find a w: 
to do it if the price were profitable. They always have, and tl: 
will. 

Senator Frear. The prices have been profitable, have they not 4 

Mr. Picken. The boys right now are—well, I made the statement 
that they will not pay 50 percent of the income tax this year that the) 
did last. 

Senator Frear. If they are paying income tax, they made a [it 
profit, sir. 

Mr. Picketn. Some of them are and some are not. That is o 
1951. This is your marketing now in 1952. I do not think there 
10 percent of them that bought them low enough to make a profit. 

Senator Frear. May Lask a question or two ¢ 

The Cuaimman. Go ahead. 

Senator Frear. Has the OPS called in any of the industry membe 
in making these regulations or in atte mpting to set the prices on thein 

Mr. Pickett. Well, yes; we were called in last spring. We insisted 
at the time that if they put in price controls that there had to be 
spread between the feeder grades and the top grades of cattle, slisch 
they put in. 

The Cuatrman. They did that / 

Mr. Pickei,. Yes, sir; that is the commercial cattle. 

The Cuamman. The OPS did what you said on that one thing? 

Mr. Picken. Fairly well, yes. 

Senator Frear. It is a little difficult to understand your last para- 
graph on page 7, that the theorists and impractical men in OPS shou! 
not be given an opportunity to repeat the blunders. If a few peop! 
in industry are going to take the responsibility—— 

Mr. Picken... That is precisely what we believe that they shou! 
not be given the opportunity of repeating the blunder of OPA. 

Senator Frear. I understood you to say that men in your industry 
were called in by OPS. OPS took the suggestions of the men 
your industry. 

Mr. Picken... That is right. 

Senator Frear. They blundered ¢ 

Mr. Picketi. Well, 1 would not say that they blundered in putting 
on that spread between the different grades of cattle, no. That is 
the only thing, the only thing they have given. 

Senator Frear. Your profits have been cut. Is that a blunder o! 
the part of OPS? 

Mr. Picken. No; we are not blaming OPS at all. 


DEFENSE PRODUCTION ACT AMENDMENTS OF 1952 443 

Senator Carenart. Did they follow all your recommendations ? 

Mr. Picken. No; they shoved the price back. We tried to tell 
them if they were to continue production at a heavy rate of production 
they had to put a ceiling on that would reflect a profit on the basis 
of the cost. 

Senator Carenarr. What do you recommend we do with this legis- 
lation ¢ 

Mr. Picken. Throw OPS out, and we will be very happy. 

Senator Frear. Do you think the consumers of this country would 
agree to that, and I realize that many of the producers are consumers, 
too? 

Mr. Picken. I think that in the long run they would; 

The CHAIRMAN. Wouk | they agree to it hefore aemdcan’ 

Mr. Picken... If you throw OPS out right now, so far as livestock 
and grain and agricultural products are concerned, it would not make 
the slightest difference. 

Senator Carrnarr. Is it a fact that all pork products are selling 
below ceiling ? 

Mr. Picken. At about 75 percent of parity: ves, Senator. 

Senator Carrnarr. And live hogs are 40 percent below parity? 

Mr. Picketn. Well, I had not quite figured it that low. 

Senator Carruarr. And cattle are selling below the permissible 
ceiling. Packers are paving the farmers less than the permissible 
OPS ceiling / 

Mr. Picken.. That is right. 

Senator CaprnaArr. And is it not a fact that as of 1952 we have more 
cows 2 vears old and older on the farms and ranches than ever before 
in the history of the Nation ? 

Mr. Picken. That is right. 

Senator Carenarr. Is it not a fact we have more steers, except for 
1920 ? . 

Mr. Picket... That is right. 

Senator Capenart. And isit not a fact we have more calves? 

Mr. Picket. Than ever before in history; yes, sir. 

Senator Carenart. Therefore we have big production, and 
generally speaking, in meats, the wholesale price, and the price be 
paid to the farmer is below the permissible ceiling. 

Mr. Pickeiy. I would not know about the retail price, Senator. 

Senator Capenarr. I said wholesale. 

Mr. Picketn. Wholesale, ves. 

Senator CareHart. We are getting the same story on meats as we 
have on everything else, that the ‘vy are all below ceiling. 

Mr. Picken. That is right. 

Senator Carrnarr. And there is a big production, and a big it 
tory. 

Mr. Picken. That is right; and if you would just give us a 
and let 1 us do as we have done to buil ‘ this country b r we WwW il] 
on producing. 

Senator Caremart. Would vou be satisfied with a suspension 
mula, ora decontrol formula, where you were decontrolled if : e \ 
you are under ceilings / 

Mr. Prexetn. If the price is under ceiling? 

Senator CapeHartr. Yes. 
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Mr. Picxety. And then put it back on? 

Senator Carenart. If they got above that; 

Mr. Picke.,. Senator, the most dangerous time to put a ceiling price 
on anything is when the commodity is short in supply. That is th 
thing which you just do not seem able to get. 

Senator Freak. You would not need it at any other time, would you ’ 

Mr. Picken. That is right. When you do not need it 

Senator Benton. Operating in a free economy, the witness is whol!) 
correct, 

Senator Carenart The facts are if you want to be honest with you 
self, you do not need price and wage controls unless you are going to 

ration the products that you are going to control. 

Mr. Picke.y. Unless we are going on the basis of British socialism 
or Stalinism, we do not need them. 

Senator Capenart. The shortage ought to be such that you are 
forced to ration before you do it. Unless you have to ration thi 
goods, I wonder if you ought to fool with price and wage control. 

Mr. Picken. And then invariably you will get black markets. 
They just do not work. They are the most dangerous thing you could 
possibly have, particularly in war. I never knew a country, a defeated 
country, where the money was worth the paper it was printed on. 
Production is paramount, and price controls will limit production. 

The Cuatrman. I never have known defeated countries that were 
helped so much by victor countries as has been the case in the last 
years, either. 

Senator Benton. I have a brief comment and statement I would like 
to make before the witness leaves. 

The Cuarrman. Would you want to ask the witness a question, 
because he has to catch a train. 

Senator Benton. I think the witness may want to comment on this 
statement, Mr. Chairman. 

The Cuarrman. What time did you have to leave? 

Mr. Picket. In 5 minutes, maximum. 

Senator Benton. I do not want the witness to miss his train. How 
ever, I want to read, Mr. Chairman, to the committee two excerpts 
from two communications from the association which the witness 
represents. These letterheads show him as executive secretary-treas 
urer of the Corn Belt Livestock Association. I think these letters 
and their attachments are very revealing because they show clear] 
to the public. the kind of propaganda operation that is being aimed 
against the Congress in order to repeal this act, or at least to amend 
the act, to weaken it. A great many of our citizens do not appreciati 
the high skill of organization and propaganda which is going into 
de veloping these pressures against the Congress, pressures to which 
the Congress all too often unhappily yields. 

Here is a letter dated January 31, written to other trade asso 
ciations, on the letterhead of this association which says : 





Your association wants to get rid of OPS and price controls. 

Our association wants to get rid of OPS and price controls. 

All of the different associations and organizations, embracing many millions of 
members and practically every branch of industry, north, south, east, and wes 
as listed on the enclosed sheet to which this invitation is being sent, want | 
get rid of OPS and price controls. 

* = * * * * * 

But this is bigger than just livestock. And in some phases at least, all branches 
of business should work together in a well-planned fight. 
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Now, this letter is an invitation, Mr. Chairman, to a meeting, and 
attached to this letter is the prospectus for the program. ‘This pros 
pectus is headed “Take the shackles off production—OPS must go, 
which, as you see is the slogan on the little card we've all been given 
today. , 

‘These are the eight points: 

1. Form the Production, Processing, and Distribution Council Membership 
in this informal council would consist of all organizations opposed to OPS whe 
desire to work together in a hard, well-planned campaign during these next 
10 months. * * * 

Mr. Pickell, in reading this material, I am not suggesting that vou 
are not within your rights in doing what you are doing in your asso 
ciation, but I think it is well for the public to understand what is 
going on, and how the business and trade associations are operating, 
in their own interests, as they understand their interests. Now for 
the second point in the program. 

2. Each affiliated organization would start an immediate campaign of its own 
through speeches, radio programs, press releases, ete., showing up the OPS 
program, * * * The deliberate and planned attempt would be to make it 
us unsavory to the public as was OPA. It would be emphasized and reempha 
sized that controls cut production and shortages in production bring high 
prices. 

Senator Moopy. I would like to see these documents from which he 
is reading inserted in the record when he completes it, as part of the 
record. Ithink they ought to be in in their entirety. 

The CHarrMan. I see no objection. I do not think the committee 
would see objection to placing the documents in the record. and with 
out objection they will be inserted. 

Senator Benton. They are not very long, Senator, but even so I 
shall skip some of the sections. Now here is the third point. 

3. That program would be started by all affiliated organizations in Murch. 
On a set, specific day, not later than April 15, all members of all of the affiliated 
associations, north, south, east, and west would be asked to paste in their car 
a windshield sticker carrying the slogan of the campaign, “Take the Shackles 
Off Production—OPS Must Go.” 


i 


$+. Each State would have its chairman who would work with the executive 
committee of the council in handling material to be released in that State 


[ must say I cannot refrain from congratulating the association 
for the care with which this program is worked out 


He would see to it that each delegate to the national conventions of both 
parties is visited By a strong group representing different industries and afili 
uted with all branches of that industry, to impress on that delegate that the 
voters in his district believe that price controls are dangerous in time of peace 
and could be disastrous in time of war. 


The Cuairrman. But we will have to pass price controls before we 
have the conventions. 
Senator Benton. This chairman would alse— 


see to it that letters are poured into each Member of Congress from his State 
in a steady stream, all demanding that when and if the Defense Production 
Act of 1950, as amended, is to be reviewed, that it first be amended to drop from 
that act the OPS. 

The State chairman would see to it that material is placed in the hands of 
capable speakers to use in appearances before civic and women’s organizitions 
in each community, particularly stressing that price controls are an integral 
part of the British socialism program which proved disastrous to England and 
have proved disastrous here. 
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5. When hearings are called for on continuation of the Defense Production 
Act, not only should there be a perfect flood of demands to be heard, but each 
appearance should be sure to include material stressing : 

(a) Controls cut production. 
(b) Shortages of production bring high prices. 
(c) OPS must go. 

6. Businessmen must be persuaded to go in a steady stream to Washington to 
visit their Congressmen and Senators and tell them the same story. 

7. National committemen of both political parties must be sought out ahead 
of the conventions and told the same story. So much members of the platform 
committees being visited at their homes by strong delegations embracing many 
industries. 

8. A strong plank condemning production and price controls must be drafted 
and presented to the platform committees of both political parties, and every 
influence possible be used to get adoption of that plank in the party platforms. 
And every method possible should be used to impress that failure to adopt the 
plank will endanger to that party the votes of millions and millions of people. 


Now. Mr. Chairman. this first communication was followed by a 
letter stating that: 


* * * But nevertheless we believe the fight should be made in the hope and 
expectation that at least the Republicans will put a plank into their politic: 
platform condemning price and production controls—and if our campaign is 
smart enough and we can get enough people north, east, south, and west to 
display our slogan to “Stand Up and Be Counted,” we just might be able not 
only to get the Democratic Party to adopt a similar plan, but to drop OPS 
rather than carry it into a Presidential campaign. 


In many ways the most interesting, and the last one of these four 
documents, Mr. Chairman, at least the most interesting document to 
me, coming from a State which buys the products produced by the 
membership of these various associations, because Connecticut is 
manifestly a very heavy importer of foodstuffs, is this document show- 
ing the program for the conference to take the shackles off production, 
OPS must go, in the Crystal Room, Hotel Sherman, Chicago. 

The Cuarman. I have been to Chicago, but where in the Crystal 
Room ? 

Senator Benrox. In the Hotel Sherman, Mr. Chairman. 

The Cramman. I would only suggest that I would like to know 
who would have charge of the convention, either Democratic or Re- 
publican, who would know what group would be willing to write it, 
or not write it. That is what I have been trying to find out. 

Senator Moopy. It would be nice to know that. 

Senator Benton. Here is the program: 


10 a. m.: Call to order by C. B. Watson, De Kalb, Ill. MY. Watson is presi- 
dent of the Corn Belt Livestock Feeders Association and was 1951 governor of 
the Illinois-eastern Lowa district of the Kiwanis International, 

10:10 a. m.: Concrete proposals for united action. By Mark W. Pickell. Mr. 
Pickell is executive secretary of the Corn Belt Livestock Feeders Association 
and editor of the Pickell-Daniel Grain Market Bulletin. 

10:25 a. m.: OPS and retail meat and grocery trade. By Charles F. Bro- 
Inann, executive secretary, Associated Food Dealers of Greater Chicago, an or 
ganization of some 5,500 retail meat and grocery stores. 

10:40 a.m.: OPS and cotton. By John F. Maloney, Memphis, Tenn., National 
Cottonseed Products Association. 

11 a. m.: Proposals of the Institute of American Poultry Industries: to fight 
for elimination of OPS. By Cliff D. Carpenter, Chicago, president of the 
institute. 

11:20 a. m.: Proposals of the packing industry for elimination of OPS. AY 
(. B. Heineman ,president of the National Independent Meat Packers Asso- 
ciation. 

11:40 a. m.: The dairy industry and OPS. By M, G. Van Buskirk, executive 
secretary, [Illinois Dairy Products Association, Ine. 
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12 noon: The retail druggists and OPS. By Mr. Sletterdahl, editor, NARD 
Journal, representing J. W. Dargavel, executive secretary, National Association 
of Retail Druggists. 

12:30 p. m.: Luncheon. Arrangements have been made for luncheon as 
group. 

2:30 p. m.: What are we going to do about it? 

Now, Mr. Chairman, I bring these four documents before our com- 
mittee, not that there is anything particularly newsworthy in ther 
any member of this committee, because we are on the receiving e 
the pressures from the various trade and business groups, but becan 
these hap ypen to be the first documents that I have seen from : nyone 
of the associations which so clearly and simply set out the probl ™ 
in terms of the pub lic inte rest, and in terms of future CONLGTESSIO al 
ee Last vear we were besieged, as these documents indicate, 
by pressures | venerate a by suc h Frou ps. We do not, to any appreci ible 
extent, have the offsetting pressures from consumers as a whole, who, 
of course, ave our first responsibility. 

(The documents referred to follow :) 


] 


CokN Bevr Livestock FEEDERS ASSOCIATION, Po ‘OM EF, 
Chicago 3, Ill. anuary 81, 1952 

Your association wants to get rid of OPS and price controls 

Our association wants to get rid of OPS and price controls. 

All of the different associations and organizations, embracing many millions 
of members and practically every branch of industry, north, south, east, and 
west, as listed on the enclosed sheet to which this invitation is being sent, want 
to get rid of OPS and price controls. 

All are doing excellent work individually. Various groups within industries, 
such as the National Livestock and Meat Industry Conference Group are doin 
most excellent work. By all means it must be continued 

But this is bigger than just livestock. And in some phases at lea 
branches of business should work together in a well-planned fight. 

An idea for such a fight is given on the enclosed memo This idea can he 
modified aceording to the judgment of those joining in to make that fight 

If you like the idea of making a well-planned fight, if you are willing to worl 
with other organizations vet retain your own identity, then please attend a 
meeting at Chicago on February 28. This will be a confidential meeting without 
publicity. 

And please come prepared for action. The time is short. This association 
prepared to place $1,000 into a fund to carry on a united well-balanced 
paign. United, we believe there is better than a 50-50 chance to win. 

Will you stand up and be counted? 

Let's hear from you favorably. 

Cordially yours, 


CHAT 
President, Corn Belt Livestock Fee 


Corn Bett LivestocK FEEDERS ASSOCIATION PoLicy CoMMt1! 


TENTATIVE PROGRAM FOR CONFERENCE TO TAKE THE SHACKLES OFF PRODUCTION 
OPS MUST GO 


10 a. m.: Call to order by C. B. Watson, De Kalb, Ill. Mr. Wat 
of the Corn Belt Livestock Feeders Association and was 1951 
Illinois-Eastern Iowa district of the Kiwanis International 

10:10 a. m.: Concrete proposals for united action, by Mark W. Pickell 
Pickell is executive secretary of the Corn Belt Lin 1 
and editor of the Pickell-Daniel Grain Market Bulleti 

10:25 a.m.: OPS and retail Meat and Grocery Trade 
executive secretary, Associated Food Dealers of Gre 
tion of some 5,500 retail meat and grocery stores 

10: 40%. m.: OPS and Cotton, by John F. Maloney, } 
Cottonseed Products Association. 
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11:00 a. m.: Proposals of the Institute of American Poultry Industries ft: 
Fight for Elimination of OPS, by Cliff D. Carpenter, Chicago, president of the 
institute. 

11:20 a. m.: Proposals of the Packing Industry for Elimination of OPS, by C. 
B. Heinemen, president of the National Independent Meat Packers Association. 

11:40 a. m.: The Dairy Industry and OPS, by M. G. Van Buskirk, executive 
secretary, Illinois Dairy Products Association, Inc. 

12:00 noon: The Retail Druggists and OPS, by Mr. Sletterdahl, editor NARD 
Journal, representing J. W. Dargavel, executive secretary, National Association 
of Retail Druggists. 

12:30 p. m.: Luncheon, arrangements have been made for luncheon as a 
group. 

1:30 p. m.: One hour will be devoted to statements from others present. These 
are expected to include representatives of the grain, wool, soybean products, and 
other industries. Then—— 

2:30 p. m.: What are we going to do about it? Is there a need for a produc- 
tion, processing, and distribution council? Should a “campaign manager” be 
hired to devote his entire attention to this program for the next several months? 
Should State chairmen embracing all industry be appointed to carry on the 
work in each State in cooperation with the executive committee or directing 
head of the council? Is it time for those who produce, process, and distribute to 
stand up together and show a united front in an effort to stop the trend of 
America toward British socialism? 


Corn Bet LivesTocK FEEDERS ASSOCIATION POLICY COMMITTEE, 
Chicago 8, IUl., February 6, 1952. 

Recently we wrote you proposing that the organizations opposing OPS form 
a producers, processors, and distributors council to correlate their activities 
during these next six months. 

The response to this proposal has been so favorable that we have decided to 
go ahead with the meeting. It will be called to order at 10 a. m. in the Crystal 
Room, Hotel Sherman, February 28, 1952. 

There are two points we would like to make very specific in this. First, 
there is no intention of trying to supersede any other organizations or to limit or 
eliminate the activity of any other group. Our whole belief is that there is far 
greater chance of success if not only the livestock but the grain, milling, cotton, 
manufacturing, wholesaling and retailing industries and activities all work 
rather closely together in a well-planned campaign. 

Secondly, we have no delusions that eliminating OPS will be an easy job. We 
would say that so far there has not been enough public suffering to turn the 
tide. Right now the odds would be against us. But nevertheless we believe the 
fight should be made in the hope and expectation that at least the Republicans 
will put a plank into their political platform condemning price and produc- 
tion controls—and if our campaign is smart enough and we can get enough 
people, north, east, south, and west to display our slogan, to “Stand up and be 
counted”, we just might be able not only to get the Democratic Party to adopt 
a similar plan but to drop OPS rather than carry it into a Presidential campaign. 

The least that should come out of this conference is an exchange of ideas on 
the type of campaign that would have the most chance of success. We hope that 
you or a representative of your organization will be present prepared to give 
your ideas. We have neither pride of authorship nor desire for leadership. 
What we want is to eliminate OPS. To do this, isn’t it wise for all of us to 
work together? 

Cordially yours, 
Cc. B. WATSON, 
President, Corn Belt Livestock Feeders Association. 


Corn Bett Livestock FEEDERS ASSOCIATION PoLicy COMMITTEE 


IDEAS FOR A PROGRAM To TAKE THE SHACKLES Orr Propcctrion—OPS Must Go! 
ot 


1. Form the Production, Processing, and Distribution Council. Membership in 
this informal council would consist of all organizations opposed to OPS who desire 
to work together in a hard, well-planned campaign during these next 10 months. 
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This would include the producers, processors, and distributors of livestock, grain, 
cotton, potatoes, and all kinds of industrial products or services affected directly 
or indirectly by controls of production and prices. 

2. Each affiliated organization would start an immediate campaign of its own 
through speeches, radio programs, press releases, etc., showing up the OPS pro- 
gram. HEvery failure, every reduction in production, every distress brought about 
by OPS would be brought out. Items or incidents that one organization could not 
use would be turned over to the Production and Processing Council to be used 
by others. Those with radio time would be asked to invite in the representatives 
of other organizations when some startling bit of information could be broadcast 
that would bring resentment against OPS. The deliberate and planned attempt 
would be to make it as unsavory to the public as was OPA. It would be empha- 
sized and reemphasized that controls cut production and shortages in production 
bring high prices. 

3. That program would be started by all affiliated organizations in March. On 
a set, specific day, not later than April 15, all members of all of the affiliated 
associations, north, south, east and west, would be asked to paste in their car a 
windshield sticker carrying the slogan of the campaign, “Take the shackles off 
production—OPS must go.” If this sticker or one of similar wording were 
carried on a million windshields over the Nation, it would be seen not only by the 
public but also by those who will be delegates to the political party conventions 
during July. 

t. Bach State would have its chairman who would work with the executive 
committee of the council in handling material to be released in that State. He 
would see to it that each delegate to the national conventions of both parties is 
visited by a strong group representing different industries and affiliated with 
all branches of that industry, to impress on that delegate that the voters in his 
district believe that price controls are dangerous in time of peace and could be 
disastrous in time of war. (The meat shortage of World War II is a glaring 
example, ) 

This chairman would also see to it that letters are poured into each Member 
of Congress from his State, in a steady stream, all demanding that when and if 
the Defense Production Act of 1950 as amended is to be renewed as of July 1, 
1952, that it tirst be amended to drop from that act the OPS. 

The State chairman would also see to it that material is placed in the hands of 


capable speakers to use in appearances before civie and women’s organizations in 
each community, particularly stressing that price controls are an integral part 
of the British socialism program which proved disastrous to England and have 
proved disastrous here. 

And, with the aid of a competent committee from the membership of the 
different asociations affiliated with the Production and Processing Council 


il, he 


would take such other steps within his State. and in cooperation with the council 


as to turn the publie against OPS and price and production controls. 

5. When hearings are called for on continuation of the Defense Production Act, 
not only should there be a perfect flood of demands to be heard, but each appear- 
ance should be sure to include material stressing: 

(a) Controls cut production. 

(6) Shortages of production bring high prices. 

(c) OPS must go. 

6. Businessmen must be persuaded to go in a steady stream to Washington to 
visit their Congressmen and Senators and tell them the same story. 

7. National committeemen of both political parties must be sought out ahead 
of the conventions, and told the same story. So must members of the platform 

ommittees, being visited at their homes by strong delegations embracing many 
industries, 

S. A strong plank condemning production and price controls must be drafted 
and presented to the platform committees of both political parties, and every 
nfluence possible be used to get adoption of that plank in the party platforms. 
\nd every method possible should be used to impress that failure to adopt the 
lank will endanger to that party the votes of millions and millions of people. 

That is the suggested program. It would be an organized drive to do unitedly 
what each organization wants to do individually. It is taking a leaf from the 
book of the labor unions which brought the controls in the first place, and worked 
together and spent huge sums of money to elect Members of Congress to vote them. 

Each affiliated organization would of course be expected to carry on its indi- 
vidual campaigns, financing that itself. It would purchase, for instance, the 
iuto stickers for its own members and see that they are put on. It would make 
speeches, send out news stories, ete. 
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But it would work with the other organizations in a well-planned campaigu 
Possibly a highly skilled campaign manager would need to be hired. That could 
be determined at the organization meeting. 

This next election will determine whether British socialism is adopted in this 
country. It is time for men opposed to it to stand up and be counted. 

Senator Carprnarr. Mr. Chairman, I want—— 

Senator Dirksen. Are you commenting on this? 

Senator Carenartr. Yes; and I want to read in the record 

The Cuamaan. Let me suggest that the witness is supposed to catch 
atrain. We do not want to keep him here. 

Senator Dirksen. Before this record closes, I want to make 
spec ‘ific comment on what the Senator from Connecticut—— 

The Crate : AN. Well, of course you will have that opportunity, 
and Senator Capehart, and Senator Moody. There is not any ques- 
tion about having time to make these comments. 

Senator Dirksen. I do not want the witness to leave—— 

The Cnatrman. The only thing I want to find out is if we have 
changed the order of business. We have three more witnesses, and 
we aa have a vote, so they tell me. The quorum call is on now. 

. Picken. I just want to thank him for putting that in the ree- 
ae T would like to see all businessmen unite to show it is the busi- 
nessmen that have made this country great; it is the men who produce 
and process and distribute who have made this Nation. They are the 
men who are down here opposing OPS, and I think that they are 
sound, I think they have common ground, and I thank you, sir, for 
putting it in the record. 

Senator Benron. Would you not add that it is the businessmen 
operating in a free economy who have made this country strong? 

Mr. Picket. That is right, absolute ly. 

Senator Benton. And we are not today operating ina free economy. 

Mr. Picken. That is the thing we have got to get back to, sir. 

Senator Moopy. Mr. Chairman, I would like to facilitate Mr. Pick- 
ell’s travel, but IT would like to ask a question before he goes. 

Senator Carruarr. Mr. Chairman, I want to place in the record, 
following that state ment. the statement of the American Federation 
of Labor, who represent some 8 million members, and their wives, 
I presume, who make it 15 or 20 million. 


a 


Workers gained most under normal free enterprise, without controls. Workers 
won their largest gain in real wages and living standards when the economy was 
free of Government controls, and when normal economic forces had checked the 
price rise. From 1941 to 1947, the period of Government controls followed by 
drastie inflation, there had been practically no gain in the single worker's real 
income, after taxes, From 1947 to mid-1950, the period of a normal free economy 
before Korea, his real income rose 11 percent. Most of this gain was due to 
wage increases won by collective bargaining, while prices were stable; a small 
part resulted from the 1948 reduction in taxes. As noted above, this period of 
free enterprise and free collective bargaining brought the only significant gains 
of the entire 12 years. 

Workers’ experience under free enterprise before 1939 shows a striking con 
trast to the freezing of progress under Government controls. From 1919 to 1929, 
even when unions were weak, the factory worker’s real hourly wage rose 19% 
percent in 10 years; from 1929 to 1989, when unons grew rapidly in strength, 
it rose 38 percent in 10 years. The gain since 1939 was slowed to only 12 percent 
in 12 years by wage controls and inflation, for in the period when unions were 
free and price stable, real wages rose at about the same rate as prewar. Workers 
are making definite and serious sacrifices under wage controls in the defense 
period. 

Expanding Government controls threaten economic freedom in America, Offi 
cials of the American Federation of Labor have been quick to recognize the 
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danger to free enterprise and free labor from rapidly expanding Government 
controls under the defense program. Our country is not at war. Defense pro 
duction, even at its peak, will require no more than 18 percent of our total 
national product. Yet we have rigid Government controls over our entire 
economy; and the defense program, we are told, may go on for 10 years or 
more. Government Controls means that employers, workers, and farmers lust 
turn to the Government for benefits, and even for permission to carry on hormal 
activities... Government has taken responsibility for decisions out of their hands. 
As President Green points out, if this continues for 10 years or more, “Our 
present young generation will have had so little experience with a free econ 
omy * * * (that) when they take over they will not know what are the 
keys to * * * its dynamie capacity. * * * Unless we are vigilant, we 
may become enmeshed in the evils we fight.” 

Free enterprise brings progress because it rewards achievement, both for 
nanagement and labor. This is the secret of its dynamie quality, the reason it 
creates a higher living standard than any other system. Government controls 
stifle the individual resourcefulness, initiative, and responsibility that bring 
progress. As President Gray of the building trades points out: “American 
labor * * * does not look with favor upon this centralizing of power in 
the hands of nonelective bureaucrats. American labor is for private enterprise 
from top to bottom.” He cites experience, familiar to many, where a committee 
from the industry concerned was called in to consult with NPA only to find 
that decisions vitally affecting management and labor hud been made in advance 
by bureaucrats who did not know or understand its problems. There are toe 
many instances today, he points out, where Government “holds the power of 
life or death over private enterprise by means of administrative regulations.” 
He urges that officials of management and labor work together to avert this 
danger. 


Is not that what you are doing? You are following the advice of 
Mr. Green who represents 8 million union members in America 4 

The CHairman. Mr. Pickell, you said—Senator Moody wanted to 
ask questions, and Senator Dirksen wants to make a statement. We 


have three other witnesses here, Mr. John Rigele, C. W. Kitchen, and 
Mr. Paul Selby. Are they present ¢ 

Do you gentlemen have preference about who is to be heard next ? 
I have been skipping around on this list. 

I was going to ask Senator Frear if he would mind presiding for 
amoment while I take a long distance call. 

Senator Frear. Who made the statement Senator Capehart just 
read ¢ 

Senator Carenarr. The whole thing is in the record. It is the 
monthly bulletin of the American Federation of Labor. 

Senator Ben'ron. Would the Senator agree that, with the American 
Federation of Labor taking such a position, we are not in very grave 
or immediate danger of British socialism from the leadership of our 
ereat labor unions? 

Senator Carenart. I used all the fine congratulatory words T could 
when I introduced this in the record earlier today, and T again want 
to congratulate the American Federation of Labor, and Mr. Green, 
because I have not seen a single document which states the matter any 
better than they do in this one. 

Senator Benton. Our creat unions are against socialism. 

Senator Moopy. That is a point that is not often brought out. 

Senator Rear. Seqator Dirksen wished to make a statement. 

Senator Dirksen. I just wanted to say that I have known Mark 
Pickell for about 20 vears. I reeall in 1933 he was one of the few 
who came to Washington and protested the plow under campaign for 
little pigs, and reducing dD million pigs to tankave. and the plow under- 
cotton campaign. 
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Now, Mark Pickell does not work in a secret atmosphere. If there 
is a consumer’s group that I know anything about that invites him t» 
come, he goes out and brings them the gospel. When he said in that 
statement to bind them together, to stand up and be counted in the 
open, that is precisely what will be done. Last year he was here on 
price controls. When I was in the House he was there on price co 

trols. He is one of those stanch defenders of the free America) 
system, and he does not care who knows it, and he will use every hono: 
able means in order to defend it. 

What was disclosed in those documents I think is a tremendous 
revelation. Here is American business today fighting to preserve 
free economy. They know that it is in danger. They know that i 
can slip out of an emergency period into a normal period and stil! 
have the controls on. They are familiar with the fact, as it was 
revealed to this committee within the last day or two. Mr. Taylo: 
this morning testified that 83 percent of c: aaned goods are under 
price ceilings, but they are under control. Mr. Carpenter testified 
yesterday that eggs, turkeys, chickens, and ducks have never been up 
to price ceilings, but they have got to make out all the reports and sub 
mit to the control. 

Here was our friend Mr. Herlong of the House this morning saying 
that citrus fruits and citrus juices were never up to price ceiling, but 
they are controlled. Here was the Master of the Grange, Mr. Newsom, 
this morning, and here was Mr. Blake of the Cotton Products Council 
making the same testimony. 

If they are not going to fight for a free system, I would like to 
know who is going to fight for it. If there are any implications or 
insinuations—and I do not think my friend from Connecticut. in- 
tended any, and I know he did not, because he wants to be fair and 
always has been 

Senator Carenart. Let us add the American Federation of Labor. 

Senator Dirksen. Here is a citizen of the United States, who be 

‘ause of his fund: amental conviction that a free economy is the hope 
of America, is going to fight to the death to organize every honorable 
weapon in order to bring it about. 

Senator Benton. May I reply ? 

Senator Frear. All right. 

Senator Benton. I want to emphasize that the entire American 
people today are in the fight to preserve American freedoms, and to 
preserve our free economy. This fight is not a perquisite of the busi 
ness associations. 

This crisis is not being pushed on the people of the United States 
by the bureaucrats in the OPS. The crisis is being pushed on the 
people of the United States by the world situation with which we 
are confronted. The OPS, as I see it, though I respect the right of th 
witness to his views, and his sincerity is manifest in his testimony 
the OPS is the vehicle created by all the American people to help 
see all of us through this crisis so that we can preserve our free ii 
stitutions, and can return to the kind of free competitive economy in 
which the witness believes, in which I believe, and in which to thi 
best of my knowledge most Members of the American Congress be 
lieve, and for which most of us are fighting in our efforts to legislat: 
here in Washington. 
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The dilemma with which we are faced is whether by removing con- 
trols over the industries in which this witness and other witnesses are 
interested, we may unleash a string of events which will endanger 
the future of our freedoms. This danger i is why we must tempor arily 
put. up with things we dislike, for the ultimate good of the people as 
a whole. 

Senator Dirksen. Will my friend yield? I would simply say that 
that is an assumption to begin with, as he knows I was the one Mem- 
ber who steadfastly refused to go along with this program last year, 
opposed it in this committee and on the floor, and I intend to do the 

same thing again. I make periodic reports to the people in Llinois, 
I have had no oceasion to regret the viewpoint that I have expressed, 
and the vote that I have taken on it- 

Senator Benron. Men differ in their judgment of the future, and 
that poses the dilemma. 

Senator Dirksen. I do not follow the assumption ~ : is the 
\merican people who have pushed us into this. I think 1 i lack 
of understanding here in Washington, for one thing, and I] think it is 
a lot of timidity, for another, that has gotten us into this fix, and that 
will jeopardize the production and the supply of this country. 

Senator Benton. It is Russian communism that has pushed us into 
the crisis, not the American people. ‘The OPS is the American peo- 
ple’s effort to defend themselves. 

Senator Moony. I think that Senator Benton has stated this thing 
superlatively well. The OPS, while some of us may differ over it, 
certainly does not represent, Mr. Pickell, a difference of opinion on 
the desirability of preserving the free-enterprise system. We all 
want to get rid of controls as soon as is possible without risking great 
injustice to the consuming public and even destruction of the system 
through an inflationary spiral. 

The position of the Senator from Illinois, Mr. Dirksen, is con- 
sistent. As he has just said, he opposed the entire program from the 
first, as was his right. He was the one member of the committee, 
[ believe, last year who consistently at all times voted against the 
program. But the statement that he has made, as I understand it, 
and that you have made, seems to assume that because Congress 
chooses to set up certain protections in a period of mobilization that 
Congress is thereby undermining our free system. Such statements 
assume that measures taken to protect the economy are antipathetic 
to the free-enterprise system. I think that is a terrible indictment 
of the Congress. After all, the only person on this committee that 
did not feel that these controls were necessary pp pened to be the 
Senator from Illinois. This committee, and the Congress overwhelm- 
ingly, decided that some controls in this situation were neces sary. 
To set up the issue as if those who want to rip controls off entirely, 
who are opposed to all temporary controls of any nature whatsoever. 
are the real friends of free enterprise, and those wh« feel that free 
enterprise can be better preserved by temporary protect ons of this 
nature, are enemies of our system is to misstate the case grossly. 

If 1 may, I would like to ask you one or two que stions. 

As I understand these documents, from which Senator Benton ha 
just read excerpts, you say controls cut production, shortages of pro- 
duction bring high prices, OPS must go. 
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As I understand it, you were trying to capsule your argument into 
three very short points so the people would understand what you were 
getting at; is that correct ? 

Mr. Pickett. That is the history of controls for as far back as his- 
tory records. 

Senator Moopy. That is what I wanted to ask you about. Did you 
know that during the Second World War, when this country had the 
most stringent controls it has ever known, actually the total national 
output went up from 1942 to 1944 more than 52 percent, nearly 
one-third ? 

How do you square that with the statement vou have just made here 

Mr. Picken. I know in meat that the butcher shops closed up, the 
packing plants closed up 

Senator Moopy. I asked you how you square the statement that 
controls stifle production, when, as a matter of fact, scala went 
up nearly one-third during the period of 1942 to 1944. Of course, 
let me add, they did not go up because of the controls, and nothing IT 
am saying now should be construed as advocacy on my part of per- 
manent controls. Where I differ with you is on the necessity of having 
(hem ina war period or mobilization period. 

Now, will you tell me how you can say that production has been 
stifled by controls when at a period of the most stringent controls in 
history production went up 32 percent ? 

Mr. Picken. That is on industry ? 

Senator Moopy. That is on everything. 

Mr. Pickety. Not on meat. 

Senator Moony. And with millions of men in the Army pulled out 
of our productive system. 

Do you have any answer? 

Mr. Prexeii. That did not happen on meat. 

Senator Moopy. Apparently you are familiar with meat, but noth- 
ing else; is that right? 

Mr. Pickett. That is the thing I am talking on right now, for this 
association: yes, sir. 

Senator Moopy. Then for your edification let me read into the record 
a few figures, and I would like.to have vou listen to them. 

Mr. Pickell, this Congress, not a Socialist Congress, not a Congress 
that wants to undermine the free enterprise system, but a Congress 
interested in being certain that the very process of making ourselves 
strong will not destroy our free enterprise system, a Congress that is 
trying to protect that system has repeatedly declared by overwhelming 
majorities that this group of moderate, temporary controls are 
imperative at this time. 

T realize there are a few Members of great ability, like the Senator 
from Tllinois, who do not agree. But during this period from 1942 
to 1944. with millions of men in the Army 

Mr. Picketn. May T interrupt just a second? Ts it not a fact that 
that law was rushed through in a great wave of hysteria when the 
country just did not know what was happening? 

Senator Moony. That is apparently what you think, but that does 
not happen to be true. 

Mr. Picket. That is what I was told by some of the Senators when 
T asked them why. 
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Senator Moopy. You asked the wrong Senators 

Senator Dirksen. Will the Senator yield / 

His gross production figure, of course, inc ludes all war goods, tanks, 
planes, everything, whic -h is not available to consumers, and the output 
figure now also includes all war goods which are not available to con 
sumers, so the figure means nothing. 

Senator Moopy. Then may I point out to the distinguished Sen 
ator from Illinois that the very reason why temporary controls a 
necessary is because so much of our productive power is now bel Ing 
devoted, as it was during the war, to military production, which 
takes out of the civilian supply of goods a sufficient amount of goods 
so that in some instances- 

Senator Dirksen. You did not hear this testimony yesterday and 
today. There is the most revealing thing I know. 

Senator Moopy. I have heard as much of it as has been possible 
in light of one fact that I have been chairing hearings on our machine- 
tool shortage. But the point is there are—— 

Senator Dirksen. Let me ask, since we are on it, will you vote for a 
legislative provision in this bill to decontrol those goods and processes 
which, on certification under oath, are below ceilings, have been below 
ceilings for 60 days, and just put a self-enforcing penalty into it and 
make it legislative rather than administrative ¢ 

Senator Moopy. That sounds reasonable, but it may or may not be 
reasonable. IT would want to see what it provided, and all about it, 
and I would want to get reports as to what the effect of such : 
vision would be. 

Senator Dirksen. Would you support the principle, if we write 
a formula into the act ¢ 

Senator Moopy. I will support a principle, Senator, which says that 
in general controls should come off the economy as soon as it is safe 
for the over-all economy to take them off, and not before. Whether 
r not they should be taken off in the manner you are now suggesting, 
I am not yet ready to say. I would like to study your proposal, of 
course. 

Senator Benron. Does the Senator associate the removal of wage 
controls with his proposal ¢ 

Senator Dirksen. I do not know how far I will go, but if I can 
contrive the language I will certainly want a formula put in the bill. 
to make it legislative or not entrusted to administrative 

Senator Moopy. I thought vou were against the whole bill. 

Senator Bricker. Mr. Chairman, we have three witnesses yet to 
be heard. We can argue this thing out in executive session, when the 
Senators can get their views presente sd at this time. 
to proceed and hear the witnesses. 

Senator Moopy. I would like to ask some questions of this witness. 

Senator Frear. I would like to make this statement: We have 
three more witnesses waiting here. The discussion is most interesting. 
I am enjoying it, I do not mind staying here until 10 or 11 o'clock 
tonight, but I am sure we are going to hear it on the floor of the 
Senate. 

I think we should be fair and courteous to our witne ‘sses, and try 
to dispose of them, not in any irregular fashion, but with the courtesy 
they should demand and expect from a committee of this kind, 


i pro- 


clirecti ion 


I think we ought 
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I do not want to cut off the questioning. I am sorry the chairma 
of the committee is not here. Senator Moody ? 

Senator Moopy. Perhaps the delay was caused by my yielding t. 
the Senator from Illinois, which I thought was the courteous ani 
customary thing to do. 

Mr. Pickell, let me read into the record these increases. 

Between 1942 and 1944, the output of machinery in the Unite: 
States increased 29 percent. This is for your information, sir. 

The output of chemical products increased 16 percent. 

Transportation equipment increased nearly 55 percent. 

Petroleum and coal, over 68 percent. 

Rubber products, 36 percent. 

Now, of course, some of these were going into the military, but 
they were all produced. 

Industrial production in general went up over 18 percent. Tota! 
food production, 11 percent. Meat production, 15 percent. 

Meat production in the year 1940, Mr. Pickell, in billions of pounds, 
was 19.1; in 1942, 21.9; in 1944, 25.2. 

I just thought you might like to have that information. 

Mr. Picxeiy. In 1944 was when that big crop came to market, when 
OPA started its blunder. 

Senator Moony. Now, let me ask you this: 

I agree with the Senator from Connecticut that you have every 
right, of course, to present your case as you see it, and present. it 
vigorously. I think you have done a very able job in trying to 
organize the people who believe as you do, and convince people along 
your line of thought. 

However, when you use words like “the deliberate and planned 
attempt would be to make it”—that is OPS—‘as unsavory to the pub 
lic” as possible, do you not think that that carries a little bit of the 
connotation of the word “smear”? You are trying to make an effort 
to hold down prices unsavory to the public. 

Mr. Pickett. The OPA definitely was, because the public blamed 
the OPA, rightly, for the inability to buy meat and other products in 
the stores. 

Senator Moopy. I am not so sure they blamed it rightly, if they did 
blame it. 

Senator Capruarr. Will the Senator yield a moment? 

Senator Moony. Yes. 

Senator Carenart. I suppose the words of the President of the 
United States about the term “Capehart amendment,” those have all! 
been kisses? I suppose when the President and Mr. Di Salle were 
attacking me about the terrible Capehart amendment, all the things 
they said about it, I am to take those as being kisses, and just all 
lovely ? 

Senator Moopy. Certainly not. 

Senator Carenart. In other words, it is all right, it seems, for the 
Government to lobby, the Government to come up before this com- 
mittee and say what they want, what they think, and I think they 
have the right to do that, but it seems to be all wrong for a citizen, a 
taxpayer, to come up and say what he thinks. 
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Senator Moopy. I said it would seem to me to be a peculiar ap- 
proach to try to make something unsavory instead of presenting the 
facts. 

I might say to the Senator from Indiana that he took what I am 
sure he considered to be pretty good care of himself when he was 
attacked. 

Senator Caremarr. The Senator from Indiana will always take 
vood care of himself, do not worry about that. 

Senator Moopy. I am sure that is what the Senator from Indiana 
thinks, and I do not know that I disagree with him. 

Senator Benron. Will the Senator yield ¢ 

Senator Moopy. Yes. 

Senator Benron. Does not the Senator think there is a very bland 
assumption here that the OPA is stigmatized? The fact is that the 
OPA successfully operated for 3 or 4 years and held the prices of the 
economy as a whole within 2 percent of the original level. In my 
own State, the head of the OPA achieved such a great reputation 
for the job that he did, as head of the OPA, that we turned out and 
elected him governor. 

With whom does the OPA carry the alleged stigma?’ Seemingly 
with certain of the trade associations, and with the groups here trying 
to kill the OPS. But, from the standpoint of the American people, 
does the Senator not agree that the OPA has many admirers and 
followers? 

Senator Frear. The Senator from Michigan asked the witness a 
question. 

Senator Moopy. The Senator from Indiana asked me to yield before 
he had a chance to answer. 

Senator Carenarr. I have sat here since 10 o’clock this morning. 
and have been here each day. Those gentlemen over there dart in 
here for 15 or 20 minutes and take up the time of this committee 
and try to embarrass the witnesses instead of sitting here and listening 
as the rest of us do all day long, trying to get the facts and trying 
tobe honest. Personally Tam getting tired of it. I think it is unfair 
to the witnesses, and I think it is unfair to this committee. 

Senator Moopy. Since the Senator from Indiana has brought it up, 
if there is any member of the committee that takes as much time as 
he does, I do not know who he is. 

Senator Carenarr. I have said my piece and I want it to stay on 
the record. 

Senator Frear. The witness certainly has the right to answer a 
question if he so desires. 

Senator Carrnarr. At least I am here all the time. 

Senator Moony. I happened to be conducting another hearing, Sen- 
ator, as chairman of another committee. I am here as often as I 
can be. 

Senator Frear. I would like to turn this back in good order to the 
chairman of the committee. 

Senator Moony. Let me ask one more question, Mr. Chairman, and 
then I will be through. . 
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I would like to point out, Mr. Pickell, that in this statement yo 
said people should go to the platform committees of both politica! 
parties and use every method possible to impress that failure to adopt 
your ideas, that is, wiping out price controls, will “endanger to that 
party the votes of millions and millions of people.” I just want to 
leave that in the record for what it is. 

Senator Scnorrret. Mr. Chairman. 

The CuarrmMan. Senator Schoeppel 

Senator Scnorrret. I merely want to say that I think we ought to 
get on with the regular order of business. I cannot help but fee! 
rather sympathetic to the Senator from Indiana. Some of us hav 
been in attendance religiously. Some of necessity must be othe 
places. 

Mr. Pickell, I want to say to you I thoroughly approve of your 
statement. I think it is typically American. I would not want you 
to be stifled. I want to tell you frankly there were agency witnesses 
by the score who said a lot of uncomplimentary things, and the Sena 
tors listening to it are going to evaluate these things. I say to vou, 
“Keep it up, we will evaluate the bill.” 

Mr. Pickett. Thank you, sir. 

(The prepared statement of Mr. Pickell is as follows :) 


STATEMENT OF CoRN BELT LiveEsTocKk FEEDERS ASSOCIATION 
TAKE THE SHACKLES OFF Propucrion; OPS Must Go! 


This statement in opposition to continuance of the Office of Price Stabilization 
is submitted by the Corn Belt Livestock Feeders Association. This is an organ 
ization of some 10,000 livestock feeders located in States between Ohio and 
Colorado. Executive offices of the association are at 176 West Adams Street, 
Chicago. The statement is prepared by Mark W. Pickell, executive secretary and 
approved by the board of directors of the Corn Belt Livestock Feeders Association 


I 


It has taken 6 years for the livestock production industry to overcome the 
disastrous policies of OPA and restore the potentials of meat production to the 
point where the prices of cattle in particular are now on the road back toward 
their normal relationship to the prices of other commodities, labor, and services 

Within 6 months after the advent of OPS there came a decided reduction in 
the numbers of beef cattle being fattened for market in the Corn Belt. This 
resulted in prices higher than would have obtained had there been no OPS. The 
same chaos, confusion and uncertainty immediately resulted from the advent of 
OPS as prevailed under OPA. 

At the very first season for the breeding of sows for spring farrowing following 
the advent of OPS, there has come about a reduction in the number of sows 
bred for such farrowing. While a part of this reduction has been caused by 
a bad feed situation, a part of it has been due directly to fear. Fear of OPS 
policies and fear of OPS regulations: fear of the future dictated not by the law 
of supply and demand but by a group of theorists whose past record has led only 
to disaster. 
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Livestock feeders of the corn belt do not like unnecessarily high prices for 
their livestock. They are just as much interested in seeing a fair price for their 
livestock as is the consumer. 

They plead with the Congress to take the shackles off production OPS 
must go! 

II 

Let’s look at the record. 

When Japan struck at Pearl Harbor on December 7, 1941, the farmers imme 
diately turned their boards loose and started breeding sows for farrowing in 
the spring of 1942. As can be seen in the accompanying table, the combined spring 
and fall pig crops of 1941 were 84,952,000 head, while the crop of 1942 was 
104,903,000 head, and that of 1943 was 121,807,000 head. Despite the fact that 
Congress had authorized price controls, farmers believed that production of a 
hig supply of meat was not only a necessity but could be one of their greatest 
contributions toward winning the war. 

But OPA had different ideas. Pig production would be permitted only if. it 
could be done at a price fixed by a group of impractical theorists. They thought 
that the consumption could be controlled by rationing. 

They did not foresee that lack of rationing points would prevent consumers 
from buying the product of that spring pig crop of 74,223,000 in 1943, and that the 
packers would not have storage space to care for the pork product that could 
not be purchased by consumers for lack of red ration coupons. The War Food 
Administration, the Department of Agriculture, and OPA erroneously believed 
that buying by the Army would absorb any pork products available. And they 
had a plan if a glut developed. They were going to inaugurate a “permit system” 
of marketing. 

A glut in the marketing came in the 1943-44 fall and winter. Thousands and 
thousands of hogs were left over in the sales alleys night after night because 
the packing plants did not have space in which to put the product after the hogs 
were slaughtered. The Army was forced to suspend its meat-buying program 
in the spring of 1944 because it did not have any more storage space. Clinton 
Anderson, then Secretary of Agriculture, announced that if the packers could 
not support the market, neither could he, although Congress had decreed that 
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the market be supported. Mr. Anderson said he had no place in which to stor 
the product. 

Thus, because of asinine rules and regulations and inability to face realitie 
and potentially disastrous theories, farmers were forced to cut the pig crop « 
1944. Instead of 121,807,000 head, such as were produced in 1948, the 1944 cr 
was cut to $6,659,000 head. It was a cut of 35,000,000 head in 1 year, the greates 
cut by far ever in history, a cut bigger than the drought caused. It even exceeded 
the cut between 1933 and 1934, which was brought about partly by the pig-killin: 
campaign and partly forced by the drought of 1984. This cut between the pig 
crops of 1948 and 1944 was not brought about by any failure of the feed crops 
It was due entirely and directly to the asinine rules and regulations put in by 
OPA. And it was done right at a time when ample supplies of meat were badly 
needed to feed the expanding United States Armed Forces and those of the United 
States allies. 

It was this cut in the pig crop of 1944 that was directly responsible for the $42 
cattle of 1951 and 1952. ‘This result is easily traceable from the official records 

On the left-hand side of the same table showing the pig crop from 1924 to date 
is a table showing both the inspected calf slaughter and the total estimated cal! 
slaughter. It will be noted that from 1938 to 1943, the annual total calf slaughter 
ean under 10,000,000 head, that of 1943 being 9,940,000 head. But in 1944 condi 
tions changed. The packers could not get pork with which to supply the civilians 
who were working longer hours, the Armed Forces, and our allies. There was 
only one place to which they would turn for expanded meat supplies and that 
was to slaughter of calves. So instead of the total calf slaughter being 9,940,000 
like it was in 1943, the 1944 calf slaughter was 14,242,000. Thus, there were 
5,000,000 calves which should have grown up to be steers and heifers—and have 
gone to market at weights from 1,000 pounds upwards, which went instead to the 
shambles at weights from 500 pounds down. 


Beef tupe cattle on farms and ranches January 1 


[In thousands] 


| | 
Cows, 2 | | Cows, 2 | 
years old | Steers es years old | Calves | Steers 


1920 12, 525 ‘ ; 1946 | 16,408 | 
1930 9, 162 B85 5, 1947 | 16, 488 
1940 10, 676 | 5, 283 1948 16, O10 
1941 11, 366 | i, || 1949 | 15, 919 
1942 12, 578 2, } i, 1950. __.. 16, 743 
1943 13, 980 3, | = 1951 | 18, 396 
1944 | 15, 521 3, | ’ 1952 i 20, 608 
1945 16, 456 | : ; | 


and older | and older 


The next table shows the Government estimate of the number of beef type 
cattle on farms and ranches as of January 1, from 1920 to date. It will be noted 
on this table that in 1920, or two Januarys after the ending of the first World War, 
there were 10,027,000 head of steers on farms and ranches. At that time the 
Nation had a population of 105 million people. 

It will also be noted that starting in 1939 there was a rapid increase in the 
numbers of herd cows 2 years old and older on farms and ranches, and that in 
1940, 1941, 1942, 19483 and 1944 there were increases in the numbers of calves of 
beef type on farms and ranches, 

These calves would the next year after the date of the report become yearling 
steers or heifers so that from 1940 to 1945 there was an increase each year in 
the number of steers on farms and ranches. 

Steers constitute about 52 percent of all of the inspected slaughter of cattle 
by numbers. They produce by weight 65 percent of the fresh meat which is 
produced by slaughter of steers, heifers, and beef cows. Slaughter of cutter and 
canner cows and bulls and stags increase the total meat supply, part going to 
production of canned meat, part to hamburger, sausage, etc. But 65 percent of 
the total fresh beef produced under Federal inspection is produced from steers. 

Studying those tables further, it will be seen that following the heavy slaughter 
of calves in 1944, the number of calves on farms January 1 of the next year showed 
a decline. And from the peak in steer numbers on farms January 1, 1945, of 
8,329,000 head, that number declined to 6,672,000 head in 1948, and remained right 
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t or below the 7,000,000 mark to January 1, 1951. In 1920, with 105,000,000 pop- 
lation, we had 10,000,000 steers. In 1945, with 138,000,000 people plus our allies 
to feed, we had only 8,329,000 steers. That was the peak—and all due to OPA 
blunders. 

Going back now to the record of the pig crop, it will be noted from this official 
record that when price controls were eliminated in 1946, the pig crop immediately 
tarted to increase. From a crop of 82,940,000 in 1946, that number increased to 
102,159,000 in 1951. No longer was it necessary to slaughter calves from which 
to get meat. So calf slaughter started to decline and in 1951 it was down to 
1£.085,000 head slaughtered under Federal inspection, Compared with 7,770,000 
head in 1944. The 1951 slaughter was the lowest of any year back to 1933. 

The direct result of this, as can be seen by the table of beef-type cattle numbers 
on farms, Was an increase from 12,516,000 head of beef-type calves on farms 
January 1, 1950, to 14,265,000 head on January 1, 1951. And the result of this 
increase in calf numbers during the year 1950 was an increase from 6,987,000 head 
of steers on farms January 1, 1951, to 8,373,000 head on January 1, 1952. This is 
an increase of 20 percent in the number of steers during one year. And steers are 
the animal which produce 65 percent of all of the fresh or table beef produced 
under Federal inspection. 
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Furthermore, this record shows another increase of 1,300,000 head of beef 
type calves on farms and ranches during the year 1951. That points to another 
substantial increase in the number of steers on farms and ranches as of Jaunary 
1, 1953. 

If there were as many steers on farms and ranches now as there averaged from 
1920 to 1944—date of the big blunder of OPA in handling the 1943 pig crop—in 
relation to the number of beef type cows and beef type calves on farms and 
ranches, there would right now be about 11,000,000 head of steers. Indications 
are that it will take another couple of years to get steer numbers up to this normal 
level in relation to the herd cow numbers. In other words, OPA pulled its 
blunder in 1944. It will take until 1953 or 1954 to overcome that blunder. 

You Members of Congress should see to it that the theorist and impractical 
men in OPS are not given an opportunity to repeat the blunders of OPA. You 
should take the shackles off production by eliminating OPS. 
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In passing, I would like to call to your attention the effect on prices of this 
OPA blunder. The pictograph shown herewith shows the price of cattle and 
the price of corn on a Chicago basis from 1928 to date. It is to be noted that 
from 1928 to 1948S there was a very close correlation between the movements 
of these two curves showing the price of corn and the price of cattle. Corn 
prices, aS usual, were a good barometer of cattle prices, but the price rela- 
tionship between corn and cattle was maintained at about a 15 to 1 ratio 
during all of those years. That is, 15 bushels of corn equaled in value 100 
ounds of live beef. But with the decline in numbers of steers on farms and 
ranches caused by OPA blunders, this relationship began to change. Instead 
faratio of 15 to 1, it moved out to where it took 20 bushels of corn to equal 
n value 100 pounds of live beef. The price, under a free economy, moved to 
estore the production not only of hogs but of cattle. This increased ratio 
brought the increase in hog numbers from a pig crop in 1946 of 82,940,000 to 

crop of 102,159,000 in 1951 And it decreased the slaughter of calves from 


7.770.000 in 1944 to 4,985,000 in 1951. This in turn has brought an increase 
steer numbers as of January 1, 1952. 
In other words, we see first the cause of the widening of that spread between 
ittle and corn, the reason why cattle went to $42 a hundred and to a price 
o of 20 to 1, instead of 15 to 1. Now we see that the cause of this increased 
atio is being removed, and the cattle price has broken. And if you gentle 
en will just remove the fear and uncertainty in the minds of the livestock 
feeders by taking the shackles off continued production through removal of 
OPS, it seems but a question of time until cattle prices and corn prices will 
gain be back to their normal relationship, or a ratio of 15 to 1. 
Accompanying herewith is a pictograph of hog prices placed on the Bureau 
f Labor index of all commodity prices, using 1909-13 as a normal relation- 
ship between the two curves. At the top is a record for the spring and fall 
pig crops placed in the graph according to the months in which these crops 
normally would be marketed. 
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is to be noted first of all that the curve of hog prices (which is the aver- 
price at Chicago on a monthly basis) pivots back and forth on that curve 
all commodity prices. A mechanical calculation would show that the area 
hog price curve above the all commodity price curve would almost exactly 
al the area below that curve during this period from 1925 to date. In 
her words, that seems to be a natural price relationship. 

Parity is not very far from that curve of all commodity prices. In fact 

concept of parity is that it is a normal or natural relationship or exchange 
lne of hogs for other commodities. 

As shown over the years shown here, the hog price averages out at its normal 
elationship to other commodity prices. So over the years natural conditions 
aintained it at parity. But to get that average or natur lat 
e price of hogs must spend equally as much time above ft] 
ommodity prices, or above parity as it spends below. 

Congress, however, has decreed that this relationship must ‘ 

gress has given power to place ceilings not at a level which would keep the 
verage of hog prices in its natural relationship to other commodity prices, 
it it has made parity the ceiling. Hog prices can gt 
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There is no room left for the price to perform its economic function of caus 
an increase in supplies such as was done by the prices of 1947, 1948, and pia 
in 1949 and 1950. The only thing permitted under OPS is for the price to go 
down. Thus this law is not only unfair but completely dangerous. It « 
cause such a distressful condition as to cut the production of hogs again | 
OPA policies did in 1944. 

That cut has already started. The estimate for the spring pig crop of 1952 
is below that of 1951. True enough, the price as is disclosed is low for h 
Their production is unprofitable. The ratio of hog prices to corn prices is 
a level which normally brings a reduction. And the feed situation is suc! 
to cause a shift if not a curtailment. 

But these unfavorable factors are not the entire cause of this reduct 
in the production of pigs. Certainly they would not be the cause if the } 
rose to protitable production levels. Instead of farrowing, then, the pigs 
the spring of 1952, with the expectation of starting these pigs on 1951 co 
a condition which caused the price to advance sharply would bring about 
breeding of sows to farrow some time after June 1. By the time the | 
got large eonugh then to consume corn, a new crop of corn would be available 
for consumption. But so long as the price is prevented from rising abo 
the 1909 to 1913 average relationship to corn, or above parity, there is li! 
possibility of any such increase in production, even though the necessity 
supplying more meat called for that increase. 

Farmers are afraid. They are afraid of price controls. They are afra 
of the rules and regulations which OPS has been empowered to place 
to change overnight. They remember 1944. Once more we plead with Co 
gress to take the shackles off production. OPS must go before disaster again 
strikes. 


Senator Moopy. In view of what the Senator from Indiana sai 
I think it might be a good idea for the committee to put a limit on 
the time of various people. Some of the members of the committee 
have a habit of questioning at great length. 

The CHamrMan. That is the rule. There has never been objection 


by me on this committee since I have been here. I have never refused 
yet to let anybody be heard. 

I do think with the long list of witnesses that have got to be heard 
that everybody should have a chance to ask questions. I just regret 
it takes so long. I have tried to be fair. 

Senator Carenart. I think we will let the record sit where it is. 

The Cuatrman. I want the record to show as far as I am concerned 
if the committee wants to vote for it we will start one time up at this 
end of the table and start the next time at the other end. 

Senator Moopy. I am not suggesting that. 

The Cuamman. Nobody appreciates more than the chairman you! 
presence, and Senator Benton’s presence, your being here. 

Senator Moopy. If the Senator from Indiana is reflecting on the 
time taken up by the other Senators, I just wanted to point out that 
he questions at length, and in all propriety, since he is the senioi 
Republican who questions first. But he does take up much time, ai 
I think it is in ill-taste to object to questioning by others. 

The Cuarrman. I try to alternate. 

Senator Caremarr. All T object to is badgering of the witness. T!i 
fact is that the rest of us have been here since 10 o’clock. We ar 
here each day. We were listening to all witnesses. We are trying 
to be as fair and equitable with one as we are with the other. We 
are trying to get the facts in order that we might make up our minis 
as to what should or should not be done. I just do not like to have to 
sit around here until 5:30, and have other Senators come in a 
badger the witness, and evidently for a specific purpose. I just do not 
like it. I have said my piece, and I want it to stay on the record. 





DEFENSE PRODUCTION ACT AMENDMENTS OF 1952 465 


Senator Moopy. I want my statement to stay on the record, too. 

The Cuarrman. I would not think coming at the last minute—I 
had a chance one time in 1941 when I sat where you sit on the end, and 

if some witnesses came here that I knew, or I had information on 
them, I.came in. Of course it is my duty to stay here all day, as 
much ds I can. That is my job. I do not mean to say anything 
about Senator Capehart, except that he has been here, and we do 
work al! day long. I do want to say this, that I really believe in 
the junior members, on either side of the aisle, taking a very active 
part, because they will be the senior members some day. 

Senator Moopy. We hope. 

The Ciamman. I have been around here for 12 years, sitting on this 
committee. 

Senator Brenron. Mr. Chairman, I submit you have heard much 
more from the Senator from Indiana than you have from the Senator 
from Connecticut. 

Senator Carpenart. The Senator from Indiana was here all the time 
listening to all witnesses because he wants to get the viewpoint of 
everybody. He just does not dart in here for 10 minutes and try 
to take up all the time. 

The CuarrMan. I will say that the Senator from Indiana does that, 
and the Senator from South Carolina is around here most of the 
time. 

Let me make a speech, it is my turn. I have been waiting a long 
time today. 

I have a very important five-page telegram from the chairman 
of the board of Jones & Laughlin Steel Corp. which 1 am going to 
have printed in the record in connection with steel wages. 

(The telegram referred to follows :) 

WASHINGTON, D. C., Mareh 11, 1952. 
Hon. Burnet R. MAYBANK, 
Chairman, Committee on Banking and Currency, 
United States Senate, Senate Office Building, Washington, D. C.: 

Referring your telegram today, I would appreciate it if you will make my 
elegram March 7 part of the record Defense Production Act hearings 

Ben Moree Lt, 
Chairman of the Board, Jones & Laughlin Steel Corp 


PITTSBURGH, Pa., March 7, 1952. 
Hion. BURNET R. MAYBANK, 
Chairman, Committce on Banking and Currency, 
Senate Office Building, Washington, D. ¢ 

| regret that because of the meeting of your committee to day I was unable 

personally present to you my views on the current wage-price dispute in the 

eel industry. 

It appears from statements made by certain Government officials that the) 
believe that the wage issnes between the steelworkers union and the Companies 

in, and should be, settled without consideration of the abilities of the steel 

mpanies to carry the increased wage costs. 

I have stated my position to the wage panel, to Mr. Feinsinger, and to other 
Government officials that the propriety of any wage increase, regardless of 

iount, must be considered in the light of the ability of the companies to pay 

e increase without impairing their financial stability or incurring the risk of 
bankruptey. 

On February 19 last the Office of Price Stabilization released a statement 
entitled “Application of OPS Industry Earnings Standard” which indicated that 

e so-called Eric Johnston standard for industry earnings issued in April 1951 
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would be adhered to by the present administration of OPS. I maintain t) 
the standard therein defined is unfair and impracticable and constitutes a bre: 
of good faith by the Federal Government, 

The standard adopts as the base period for computing earnings the 4 yea 
1946-49. This is a period when the steel industry had not yet begun to emerg 
from the depressed earnings status which had been forced on the industry 
Government controls during the war period. 

Furthermore, the standard uses as a basis for its computations a nonexisten; 
entity which Mr. Johnston called profits before taxes. There is no such thi: 
Profits are not profits until all the costs have been deducted from income. 1 
fortunately taxes are one of the major costs of doing business today. It is just 
as logical to speak of profits before taxes as it would be to speak of profits bhe- 
fore wages or profits before any other cost of doing business. 

In addition, Mr. Johnston excludes from permissible costs all charges 
accelerated amortization of plant facilities. This I believe to be a breach 
good faith by the Federal Government. The Congress by the Revenue Act of 
1950 established the policy of granting certifcates of necessity for accelerat 
amortization of plant facilities, The purpose, as I understood it, was to e1 
courage the investment of private capital for plant expansions for the nation 
defense, thus relieving the Federal Treasury of these financial burdens. 

Our company accepted this action in good faith and, on receiving Certificates 
of necessity for certain major facilities. we borrowed large sums of money 
finance one of the largest expansions in the steel industry. Our total constru 
tion program will cost in excess of 8400 million. 

If now the Federal Government proceeds to welch on its commitments 
employing devious and ambiguous formulas such as that embodied in the John 
ston standard referred to above I believe it is pertinent to ask whether any 
commitment of the Government can henceforth be relied upon, 

Wage costs and price structures in the steel industry are tied together ; 
firmly as were the Siamese twins. Any attempt to cut them apart even by the 
most skillful and well-intentioned surgery would be fatal to both. That is, 
we would have neither wages nor prices left and the solid core of the American 
economy would be destroyed, 

I hereby submit my earnest plea that your committee take action to prevent 
the emasculation of the steel industry which is the basic industry of America 
and which has served our Nation well and faithfully in war and in peace. 

Respectfully yours, 
BEN MORBELL, 
Chairman of the Board, Jones & Laughlin Steel Corp 


The Cuamman. The next witness is Mr. Riggle. 


STATEMENT OF JOHN J. RIGGLE, ASSISTANT SECRETARY, THE 
NATIONAL COUNCIL OF FARMER COOPERATIVES 


Mr. Rieerr. My name is John J. Riggle, assistant secretary of the 
National Council of Farmer Cooperatives, and I believe, Mr. Chai 
man, that by reading this I can get through with it quicker than by 
trying to speak extemporaneously. 

The Cnamrman. You may proceed, 

Mr. Riceir. This statement is made in behalf of the National 
Council of Farmer Cooperatives, a national organization of farmers 
associations which market farm products and purchase farm produ 
tion supplies for more than 2.6 million farm families. 

At the annual meeting of the representatives of member associations 
held January 14-17, 1952, at Chicago, the following resolution was 
adopted : 

Farmers through longer working hours have increased their production 
spite of shorter supplies of labor, materials, and equipment to the point t! 
prices of most agricultural products are below the levels permitted by the 
Defense Production Act. Because of this condition, we favor the immedi:nt 
termination of controls on prices of agricultural commodities. Such controls 
tend to hamper production and are no benefit [o consumers or producers. 





DEFENSE PRODUCTION ACT AMENDMENTS OF 1952 467 


On February 15, the prices of patents all important agricultural 
commodities which enter into the cost of living computation were 
below the legal ceilings set by the Defense Production Act. This 
included the cereals, peanuts, and most grades of tobacco, dairy prod- 
ucts, wool, cotton, beans, peas, cotton, and flaxseed, most seeds, hay, 
citrus fruits, and apples. Indeed, with the exception of cotton, pota 
toes, milk and butter, and beef and lamb, 15 were below parity. ‘The 
average of all important products was at 100 percent of parity. 

Section 401 of the Defense Production Act states the intent of 
Congress to provide authority necessary to achieve certain purposes 
to promote the national defense. 

Maintenance of price controls on agricultural products which are 

d have been generally selling below legal minimum—many of them 

onsiderably below legal minimums—does nothing to prevent inflation 
and preserve the value of the national currency which is the first stated 
purpose of the act. 

Inflation and value of the national currency register the ratio of 
supply to demand for money and eredit. The supply and demand 
position of agricultural products generally is such that they are not 
adding to the inflation: iy factors in the ec onomy hor to the deteriora- 
tion of the value of money. On the contrary in many areas they are 
a deflationary factor, stabilizing or increasing the value of money. 

The present prices of agricultural products are not a factor in the 
second purpose of the act, to assure th it defense appropriations are 
not dissipated by excessive costs and prices. Government purchases 
of raw agric ultural products such as domestic foodstuffs, fibers, and 
naval stores, constitute a relatively small proportion of Government 


contracts and at present prices do not contribute to dissipation of 
defense appropr lations, 


The prices oft ATIC ultural products are not threatening the cost of 
living for workers and other consumers, nor the costs or production 
for farmers and businessmen. ‘This was another consideration listed 
in the purposes of the price control provision of the Defense Produe- 
tion Act. 

Phe Economic Indicators for February, compiled by the Council 
of Economie Advisers for the Joint Committee on the Economic 
Report shows ( (p. 21) that asa production cost factor, compe nsation 
of employees has risen ar since 1949 from $139 billion so that as 
of January 1, 1952, it stood at $178 billion. Compensation of em- 
ployees now constitutes 67.7 samuel of our personal expendible in- 
come, This measures approximately its place in the cost structure of 
consumer goods, and its dominating importance in the national infla 
tion picture is roughly in that proportion, On the other hand farm 
proprietor income has grown from $13 billion in 1949 to $16.9 billion 
In — or 6.3 percent of the national personal income. It is apparent 

t farm prices converted into farm proprietors’ income is a relatively 
nor item in the national supply situation for spending money as 
compared to compensation of employees. 

Another purpose of the Defense Production Act was to eliminat: 
and prevent profiteering, hoarding, manipulation, speculation and 
other disruptive practices resulting from abnormal market conditions 
or scarcities. It can be stated that such disruptive practices can domi- 
nate a market when there is a scarcity of production. Our experience 
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in this country in peace and war is that short agriculture producti 
has always adjusted itself to price and income situations. In case 

production disaster and in case of artificially restrained incenti\ 
such as price controls, resulting scarcities have not been overco: 
until rectified by income incentives to producers. 

Another stated purpose of price controls in the Defense Product; 
Act is to protect consumers, wage earners, investors and persons \ 
relatively fixed, limited incomes from undue impairment of th, 
living standards. 

Consumers have suffered no decline in the standards of living 
applied to quantity and quality of foodstuffs. As a matter of fa 
they are demanding and getting foods of higher nutrient value aj! 
higher quality than in any previous period, because of the high« 
volumes and improved quality of products offered from the farm 
In World War I, bread was the symbol of the cost of living. In Wori: 
War II milk was the symbol of the cost of living. In “this prese! 
period, steak has been singled out by control advocs ates to symbolize t 
standard of living to which everybody is entitled. More higher-gra 
foodstuffs are available and are being consumed than ever before 3): 
history, at prices mostly below ceilings authorized by the Defen- 
Production Act. 

It is unfortunate that annuitants and others on fixed incomes «\o 
not have the flexibility of income of wage earners, and proprietor: 
But if food prices were fixed at levels pre vailing when many annuitije- 
were contracted, as in the thirties, there would not be enough food 
produced to feed a fraction of our top heavy urban and industria: 
population. With rationing and black market prices prevailing, an 
nuitants would get less for their money than they are getting now 
with a fairly well-balanced supply and demand situation in primar 
food and fiber products. 

The plight of annuitants if fundamentally due to money and cre! 
supply and demand, and the fundamental cause must be corrected by 
other means than price control. Total loans and investments of 
commercial banks are up from 40.7 billions in 19389 to 135.4 billions i: 
1951; consumer credit has risen from 7 billion to 20 billion in the same 
period, and total deposits and currency have risen from 65 billions to 
189 billions in the same period. 

Another purpose of the Defense Production Act is to prevent eco 
nomic disturbances, labor disputes, interference with the effective 
mobilization of national resources and impairment of national unit) 
and morale. 

The only economic disturbances of serious consequence of whic! 
we are aware have been unemployment. In the most publicized o 
these, a serious shortage of materials coincident with rigid ceilings 
in the foreign and domestic markets has been the cause of the parti: 
shut-down. In another instance, plentiful supplies of raw materia!- 
and manufactured goods in inventory have generated price levels so 
low for the processed product that wage rates and production sched 
ules are completely out of line. Here again abundant supplies di 
tributed to the consumers at lower prices have not been properly 1 
ognized as a primary economic factor to be considered in the wave 
negotiation. We know of no situation where the prices of agricu 
tural products are jeopardizing national unity and morale, or r 
motely threaten such on the basis of fact. 
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\nother purpose of the Defense Production Act was to assist in 
maintaining a reasonable balance between purchasing power and 
he supply of consumer goods and services. 

Ww e know of no area of the economy where a better balance of pur- 

ising power and the supply of goods has been maintained than in 
avrie ultural produe ts. Not only have we had enough to satisfy con- 

rr demands in this country, but substantial quantities of grain 
ind cotton and other products have been exported to foreign buyers 
at lower cost than world market prices. 

{nother purpose of the Defense Production Act was to protect the 
national economy against future loss of needed purchasing power by 

present dissipation of individual savings. The report of the 
Council of Economic Advisers shows that on December 31. 1951, the 
\merican people were saving at the rate of $23 billion per year. 
This is the highest rate since 1942 and 1944, when consumer goods 
were being rationed or were not available at all. 

In our statement on the renewal of the Defense Production Act 
| year ago we said that the people, under wise leadership when prop- 
erly informed of the factual relationships between public expendi- 
tures, taxes, credit, food production, material supplies and searcities, 
and inflation, and what they can do about it, would respond with a 
discipline and restraint which would be an eye opener to those who 
have learned to think in terms largely of controls and Government 
coercion. In the past year the effectiveness of the information ap- 
proach and the wholesome reaction of the people has been demon- 
strated in the area of family expenditures and savings. 

\nother purpose of the act was to prevent the future coll: apse of 
values. ‘The present production supply and demand _ situation, 
brought about by intelligent appraisal of the facts by the great mass of 
people, has stabilized the situation so that purchase values of farm 
produc ‘ts are actually improving, as manifested in a general tendency 

ward commodity price dec lines since ear ly in 1951. 

The latest report of the Bureau of Agricultural Economies as of 
February 15, 1952, states that the average prices of farm products 
s at the lowest level since year-end 1946 and the parity ratio is LOO. 
his 1 sa decline of eight points since a year ago. The largest monthly 

cling since 1946 occurred in February 1952 

f stabilization of the Government’s rearmament program on a 
pay-as-you-go basis at present tax take levels can be accomplished, 
ve see nothing in the future situation which warrants price controls 
on agricultural products. The difficulty about controls is that the 
Government agency is not as sensitive to changing supp ly and price 

iations which effect demand as the operator in the market ies 
lt may take weeks to consider and approve a new order, whereas the 

irket will adjust itself in a few minutes. 

The advocates of price controls see them as a temporary restraint 

ring a period of violent upward demand and supply adjustments. 
(he present situation portends no such condition in the supply and 
emand ratio for agricultural products. 

On the other hand many people close to the agricultural situation 
see considerably more downward adjustment of the prices of agricul- 

ral commodities in the foreseeable future, and the calling into play 

f agricultural price supports authorized by law. 
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Our organization therefore respectfully urges that the provision. 
for price ‘control in the Defense Production Act be repealed, as fa 
as agricultural products are concerned. 

The Cuamman. What about suspending controls on agricultis 
products that are below parity, rather than just repealing it? 

Mr. Rieeie. The point of that is you maintain the structure of 
whole organization hanging over production and marketing. It 
a very large expense. 

The Cuamman. How are you going to get production of cotto 
unless they do something more about parity, as was testified here / 

Mr. Riacur. That is the point, one of the things you have got to 
have, that is one of the inflexibilities of the whole thing that is ov 
hanging. 

The Cuamman. Who is going to be inflexible ? 

Mr. Riceie. If you set the decontrol level at parity- 

The Cuamman. I only meant to suggest this, that I believe it should 
be suspended not only on agricultural but on manufactured product: 
that are low. When you get into agricultural production you ar 
dependent on the Department of Agriculture for support prices th 
might be too low today on some things. 

You would not believe in doing away with parity and support 
prices / 

Mr. Riecir. No; we believe in keeping those as a disaster provisio 

The CuairmMan. How about keeping the other thing as a disaste: 
provision the other way ? 

Mr. Riceir. About the ceiling hanging over the market—— 

The Cnamman. I do not think the ceiling ought to be on anything 
below parity, it ought to be suspended. 1 do not think you can sus 
pend the entire control program, and then say you have got to support 
the price of potatoes, or the price of peanuts, cotton, or anything else. 
on the other hand. That is the only thought I had for my farm 
friends. 

Mr. Riceie. I think potato-price supports are off. They were w 
workable. There are a few on stable— 

The Cuairman. You have cotton, wheat, and tobacco, all of wh 
we know about. 

Mr. Riceie. The point I originally raised—— 

The Cuairman. The great depression in 1930—from 1920 to 1930 
came about on the farm. That is where it struck first. If we had had 
some sort of support price in those days, maybe we would not have 
had the reaction in the cities, with bank failures by the hundreds, be- 
cause the farmers could not meet the payments. The Governme: 
supported the big banks in New York. It did not suport the farme: 
in those days, and I am not going to sit as a member of this committee 
and have the Government support certain things and not others. 
Maybe the Government should not support anything, but the Feders! 
Reserve Board took pretty good care of some people, and the Treasury 
of the United States did—not the people, but institutions. and T think 
they should have done it, but there was nobody to support the farme: 
That is right, is it not ? 

Mr. Rieeie. That is right. The point I started to make here abou 
this control thing is as long as it is set where it 1s, above parity 01 
any other figure, that is an inflexible figure. You cannot get prod 
tion incentives under that kind of system, and it is going to take ince! 
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tive to get production if you are going to keep prices down. That has 
heen demonstrated, that production did keep the prices down. 

The CHarrMan. Of course it did, but if the farmers had not figured 
they were going to be supported in certain major crops, I doubt if 
they would have produced what they did produce. 

Mr. Rieeie. It is true they have been supplemented by some of these 
incentives. 

The CuHarrMan. I do not criticize it. Tsay they ought to be. 

Mr. Rieeix. I am not disagreeing. 

Under section 104 of the Defense Production Act, imports of certain 
wricultural _produets can be prohibited by the President when the 
Secretary of Agriculture determines that imports of such products 
would impair or reduce the domestic ghee -a of any such com- 
modity below present production levels, or below such higher levels 
is the Secret: iry of Agriculture may aie necessary in view of do- 

estie or international conditions or which will interfere with order ly 

lomestic storing and marketing of any commodity or product, or 
hich will result in any unnecessary burden or expenditures under any 
Government price-support program. 

The purchasing power of the people of the United States is much 
creater than that of most other peoples of the world. That purchas- 
g power is the result of greater productivity per man and per hour. 
It has been built up over the years only by a tremendous development 
nd use of skills, technology, economic organization and capital. 
Deliberately we have placed our economic standards on a much higher 
nlane than that of the rest of the world. The momentum of our eco- 

mnie activity as manifest in price and income acts like a maonet to 
1 ll the product ot people, of these other countries to our markets, 
even When we have a much greater proportion = the world’s goods as 
represented by the respective standards of living. Goods do not nat- 

rally flow where the vy are needed, in the less eatin tive areas, under 
such circumstances without firm guidance. Trade does not build 4 

here needed between the underdeve loped areas, oper ating ata vate. 
level of economic acti vity, but tends to eravitate to the United States 
compete In many cases with already sufficient or excess supplies of 
goods. This is particularly true of ‘agricultural products and raw 
materials, 

We do not need a larger share of the world’s oils and fats or rice, or 
dairy products. Other countries which we are supplying with aid do 

eed them. Under the circumstances it seems to us to be not only 
realistic, but a forward step in balancing the distribution of the 
orld’s goods that we should at times impose import controls on goods 
hich are sorely needed in areas less well supplied than we are and 
hich we do not need here. It is nece ssary also to have this authority 
ered to protect our high-level economic activity if we are going to 
utinue to share it up w ith high-level wages, good farm income, ade- 
juate capital formation, and a high level of taxation to support 
expanding Government activities. 

or this reason we support the principles of section 104 as necessary 
0 protect the rest of the world as well as ourselves ieeis the unbal- 

cing pull of a superior productive capacity, and urge that the 

ne principle be established for other commodities produced in this 
country. 


} 
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The CuatrMan. What do you think about what was said to 
about section 104. The master of the Grange today suggested a- 
amendment that it should be tied into parity. In other words. | 
read an amendment which he sent to Secretary Acheson. Of cow: 
the Assistant Secretary had charge of it. What do you think al 
that? 

Mr. Riaeir. I think that should be thoroughly explored, tha 
bear some relation to parity. I think it has been suggested bet 
in relation to international commodity agreements. 

The CuairMan. That is the way the trade agreements on agri 
ture have been made before, since we passed the parity laws in ( 
gress; is that not right? Most of the trade agreements have bees 
based on parity prices, for importation of agricultural product<: 

Mr. Rieete. That is right, and it amounts to the same thing, «a 
least. You are talking about the history of all treaties. 

The CuarrMan. I am not on the Foreign Relations Committee. 
we cannot talk about that, but we can talk about the different cont: 
on agricultural commodities. 

Mr. Riceir. We have had these programs for export. We have | 
International Meat Agreement. 

The CHarrMan. And we export more agricultural products than we 
import. 

Mr. Rigerr. That has changed a little bit, I think, when you tak 
into consideration coffee, cocoa, hemp, and things like that. 

The point I want to make, Senator, is that we should not have these 
agricultural products competing against each other, as to what is 
going to happen here. We should do what is best for all of them. 

The truth of the matter is that we are getting to a point where 
we are importing more and more of these agricultural products. a 
our exports are getting more and more into other fields. 

Senator Carenarr, Is not your statement primarily that we oug 
not to let foreign imports set the domestic price, and once they 
running the domestic price down to the point where the Governni 
has to support it then we ought to shut off imports? Is that not your 
position ¢ 

Mr. Rieeir. That is part of it, but also to the point where it destroy 
incentive to produce in this country. No country that lost its inc 
tive to produce has been able to survive. 

Senator Capenart. We should not permit sufficient quantities o 
foreign goods of any kind to come in so it will upset our own doniest 
market, particularly when the Government is supporting that marke 
taxing the taxpayers to get money to support the market. 

Now, up to that point I would think we could let them come 
providing it was not killing ineentive in our country to produce. 

Mr. Ricere. I think that is right. You have to preserve the bala: 
of production in this country. 

Senator Capenart. I think that is the policy we ought to follow, 
least that seems to me to be the practical policy, and that is what = 
tion 104 does. 

Mr. Rieeie. That is what we intend for it to do. 

Senator CarrHart. Mr. Newsom suggested, of course, that i! 
amended to say parity. 

Mr. Rieger. To bear some relationship to parity. IT think 1 
ought to be thoroughly explored. It sounded like a good suggest 


se 
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The CHamMAN. Senator Benton ? 

Senator Benton. I yield to the Senator from Indiana, Mr. Chair 
man. I have no questions. 

Senator Carenart. That is just what you are up against here, a lot 
of smart-alec remarks. That is one reason why you cannot get this 
thing done. You get a lot of wisecrack remarks 7 h I do not par- 
ticuls larly appreciate. I want the record to show it. I do not indulge 
in it, and I do not like those kind of cracks. 

The CuHarrMaN. Senator Moody ? 

Senator Benton. Mr. Chairman, I would like to have the words 
counted of the members of this committee, because the Senator from 
Indiana seems to me to take more time than any two or three members 
put together. I do not think those comments come in very good grace 
directed to Senator Moody. I am merely trying to defend my col- 
league. 

Senator Caprrenartr. It was a smart-alec remark, and I took it as 
sich, and I stand on it. 

he CHAmRMAN. Senator Moody ? 

Senator Moopy. I have no questions, Mr. Chairman. I regret this 
wrimony here this afternoon. 

The CHarrMAN. Let us get through with the witness. Senator 
Schoeppel ? 

Senator Scuorrrent. No questions. 

The CHAIRMAN. Senator Dirksen ? 

Senator DirKseN. No questions. 

The Cuairman. Thank you very much. 

Senator Moopy. Senator Capehart has a right to question people as 
long as he wants to. But when he does ask questions at length and 
repeatedly, as every member of the committee knows, he should not 
protest others asking questions. 

Senator Carenart. | only protest when you badger the witness. as 
you were doing. I do not appreciate such remarks as the Senator from 
Connecticut made, and every time he says it, I shall fight back 
he might as well know it now. 

Senator Moopy. This is a little friendly advice. Do not lose your 

ise of humor. ; 

Senator Capenarr. It is pretty hard to keep a sense of humor when 

ine people are around. 

Senator Moopy. That is certainly true. 

Senator ScHorrreL. Mr. Chairman, might we have the regular order 
of witnesses ¢ 

The Cuarman. Yes. Mr. Selby. 

Senator Moopy. I am glad to see the Senator from Indiana smiling. 

Senator CAPEHART. Nobody has a better sense of humor than he 


Goes, 


. and 


Che CnarrMan. Iam presiding. There will be no badgering. Pro 
eed, sir. 


STATEMENT OF PAUL L. SELBY, EXECUTIVE VICE PRESIDENT, 
NATIONAL CONSUMER FINANCE ASSOCIATION 


Mr. Setsy. Thank you, Senator. 

| wonder, Mr. Chairman, if members of the committee have the 
epared statement which I submitted? This statement is very brief. 
d i should like to read it. 
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The National Consumer Finance Association is the national tr 
association of the licensed small-loan companies which operate unde: 
State license, State supervision and regulation, in 35 States wh 
have adopted the uniform small-loan law in entirety or in such sub 
stantial part as to make State regulation effective. I appear as the 
executive vice president of that association and speak on behalf of it: 
members whose operations embrace roughly 75 percent of the license 
and regulated consumer instalment-loan business of the country. 

The Cnatrman. Thirty-five States adopted it, the remainder of 
the 48 have not?) Has there been interference by the OPS or the NP \ 

Mr. Sevtsy. OPS does not affect our business except indirect Vy, 
Senator, because we are dealing with regulation W, the Federal eo 
trols over consumer credit as administered by the Federal Reser 
Board. 

The Cuarrman. Regulation W only? 

Mr. Sevsy. That is right. 

The Cuatrrman. Not X4 

Mr. Setry. No, sir, we are not not engaged in the business of maki 
real-estate loans. 

Our industry is vigorously opposed to Federal control of const 
credit. The business is intrastate in character and is rigidly regulat 
by State laws which restrict oper itions to the licensed office location 
a local community. These State laws prescribe maximum size of low 
maximum rates of charge and, in many States. prescribe a maxini 
length of term. 

The Cuairman. Those State loans comply with the State laws. Do 
the State banks uphold those laws ¢ 

Mr. Setsy. Those laws are administered by the State banking de 
partment of the several States. 

The Cnamman. What about Federal laws? 

Mr. Sevpy. These are licensed small-loan companies, operating + 
private capital. They are not chartered banks. You see, there is 
distinction there, Senator Maybank, between the chartered bank a 
the licensed small-loan company. 

Federal regulation is unnecessary. 

Senator Moopy. May I interrupt / 

The CuarrMan,. Certainly. 

Senator Moopy. Just so the Senator from Indiana will know tli 
reason for the absence of the members of the committee, which Inte: 
ests him, apparently, there is a meeting going on in a Senator’s offic: 
which IT am requested to attend, so if the Chairman does not mind. | 
would like to be excused. 

The Cratrman. The Chairman regrets exceedingly to lose a vei 
valuable member of the committee, and I know the minority leader © 
the other side equally regrets, but we will excuse him. 

Senator Caremarr. I will be happy to stay here. T have people 
waiting in my office, I have a lot of mail to sign, and IT have has 
another committee in meeting all day which I was unable to atten 
But I will be very happy to stay and listen to the other two witnesses 
as long as they want to stay. 

Senator Moopy. I regret that Iam unable to do it. 

The Cratmruan. The chairman regrets the absence from the con 
mittee of one of its most distinguished members, and he hopes 
will be here at 10 o'clock in the morning. 





DEFENSE PRODUCTION ACT AMENDMENTS OF 1952 


Senator Moopvy. He cert ainly will. 

The CHamrMan. Go ahead, sir. 

Mr. Sersy. Mr. Chairman and members of the committee, we are 
suggesting to this committee and to the Congress that all authority 
to regulate or control consumer credit be deleted if there should be 
ay extension of the Defense Production Act after June 30. 

Now, we have six points that I would like to emphasize, and I will 
go over them as quickly as I can. 

The CuatrMan. Take your time. We are sorry we kept you wait- 
ing so late. 

Mr. Secsy. In the first place, there is no justification for consumer 
credit regulations which interfere with the normal flow of consumer 
goods into buying channels. It is difficult to find justification for 
consumer credit controls. In 1941, the objective most emphasized 
was to divert strategic materials into war production, but allocation 
of materials solved that problem. Later in the war and after V.J-day. 
the emphasis shifted to alleged control of inflation and the adminis- 
tration urged the Congress to extend consumer credit controls through 
the peace vears as an anti-inflationary measure. The President’s mes 
sage this year avoided reference to consumer credit control as a tool 
against inflation. It is significant to note that a different set of reasons 
has been assigned for each recurring request for power to control 
the privete citizen’s use of his private credit. 

The CHatrMan. The President’s message said when manufacturers’ 
excise tax was raised last fall wholesalers and retailers had to be per- 
mitted not merely to pass the amount of tax on to the consumer but 
to add on top of this a percentage of the excess profits. 

Mr. Seisy. I do not understand that statement. 

The CuarrMan. I do not either, from the statements the automo 
bile people made here this afternoon. 

Mr. Sexisy. It is noted that a different set of reasons has been as 
signed for each recurring request to this committee, and the committee 
of the House for power to control the priy ate citizen's use of his priv ate 
credit. 

In 10 years experience with this type of controls, there are vet to 
appear any economic benefits which can be established by the record. 
The Government’s authority to restrict and allocate strategic mate- 
rials for defense production is sufficient and is being used as needed. 
Consumer credit controls can contribute nothing of value in that 
area. After Korea, there were dire prophecies of impending scarci- 
ties in consumer goods lines. For a time there was a wave of s 
buying which soon dissipated as full inventories and continuing pro- 
duction CONN inced a doubting public that their needs could be satisfied 
in the normal course of buying. 

The CHarrman. It was very regrettable, the scare buying that 
went on. 

Mr. Sevpy. For many months the market has been soft. There are 
no imminent seareities in consumer goods. In manv lines there is 
surplus. There is no economic purpose to be served by retarding 
the movement of surplus goods, already manufactured, into the hands 
of consumers. 

If price controls are continued, prices cannot become unstabilized. 
If certain lines are removed from price control, it will be because 


96315—52—pt. 1——31 
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prices have softened and demand is slack. In either of these eve: 
consumer credit control could not and would not have any measural |e 
effect ; it would serve no purpose. 

Now, Mr. Chairman and members of the committee, I would like 
to refer you to the survey which Senator Capehart introduced earlier 
in these hearings showing 

The Cuarrman. Has that been printed in the record ¢ 

Mr. Setsy. That is being printed in the record. (See p. 35.) T! 
shows that the market in consumer goods and the soft goods indust 
has gone down. 

The Cuairman. There is no doubt about that. 

Mr. Sevsy. The survey, the economic survey by the pene of 
Commerce and the statisties from the Federal Reserve Board : 
the Cleveland Trust Bulletin and many other economic studies show 
the same thing, so I think there is no question left that the market 
soft in all consumer goods lines. 

The second point I would like to emphasize is that vou cann 
regulate buying habits by consumer credit controls. The Federa| 
Reserve Board opposed relaxation of regulation W terms last yea 
I think, Mr. Chairman, that you were chairman of the committee 
that heard the complaints from the automobile dealers in the i) 
dustry last year. 

The Cuarrman. We certainly did, and the year before last. 

Mr. Sevny. The Federal Reserve Board opposed its relaxatio 
Congress made a minimum limitation of 18 months on terms. The 
propheci ies of the Federal Reserve Board proved false. People did 
not increase their buying after the terms were increased from 15 to 
18 months. The record shows that. 

The Cuamman. In hearings before the Joint Committee on Defens 
Production when we suggested the Federal Reserve Board to extend 
it from 12 to 18 months, I think at that time some people were even 
in favor of 24 months. They would not even give us 18 months, so 
we passed it into law, and it did not cause any scare buying. 

Mr. Sersy. That is right. One of the wisest things this Congres 
has done was make that modification on the authority of the Federal! 
Reserve System. Look at what happened. People quit buying when 
the scare went off, savings increased, jumped from $7 billion up to 
*23 billion in the last quarter of last vear. ‘There was no sudden spurt 
in consumer credit. Other factors, much more potent, govern tlic 
decision to buy or not to buy. 

The third point IT want to emph: isize is selective control of consumer 
credit is an iniquitous thing in that it violates the basic America: 
principle of equal treatment under law. Under regulation W, the 
wealthy and those with cash can buy all they want and pay cash 
Only the middle- and lower-income groups are restricted. Regula 
tion W acts only to restrain the hard-pressed families—the workers 
who produce the goods they are restrained from buying. Othe: 
Defense Act regulations affect all classes. Only regulation W seeks 
to ration goods by the pocketbook. This discrimina atory class legis 
lation arouses a feeling of distrust and resentment in the public mind, 
In our business, we deal with the intimate financial problems of the 
American family. We know the people who work in factories and 
in the shops and in offices on modest salaries. They are people of 
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tegritv—the good American citizens who do the work in our great 
nass production system. They pay their debts and show amazingly 
good judgment in making and keping contractual commitments. 
Wh v. they ask, should those with cash accumulations, the executives 
e bankers. and high Government officials, be allowed to buy without 
straint. while we who work are supervised, limited, and restrained 
enjoying the possession, use, and enjoyment of the products of 
our labor through private contracts of installment credit? If there 
be hardships to endure for the country’s welfare, why not all classes 
ire equally in those hardships and inconveniences ¢ 
Phis complaint is not that of individuals alone. Great organiza- 
ons of workers are speaking out against this type of regimentation, 
luding the United Mine Workers: the A. F. of L., United Brother 
ood of Carpenters and Jomers: International Brotherhood of Elec 
al Workers, A. F. of L.: and other labor organizations. I think 
ir statements will be presented to vou before you cel through with 
ese hearings. 
Next. consumer credit reoulation is an invasion of the right of the 
vidual to make private contracts with merchants and lender 
fhe family purchasing and borrowing procedures involve endless 
my Each transaction must be tailored to individual needs 
litions, and capacities. They are not regimented 
should ‘be afforded the op portunity for free choice. 
monstrated that consumer credit is a better 
wns and foreion debts. 


Senator ScHorrret. | would like to ask Mr. Selby 


nN 


. con 
classes. They 
en: has 
risk than eomm«e a | 


His questior : 
Phere has been a evrenat transition im this COUNTY. Practically all 
ypes of business institutions have set wp specific departments to cover 
-tallment purchases and installment buyin o, have they not 
bout the sales organizations now 4 

Mr. Sentry. That is meht. 

Senator SCHOEPPEL. 


{ ilking 


They have developed it toa pretty high deeree 
d have advertised that it is a part of our scheme of things now. 
Mr. Setpy. We look upon it as the backbone of t] America 


thle 
on system. It isan important part of the scheme of 
Senator SCHOEPPEL, 


n distri 
f things. 
On the que stion of how long a period of time 
- granted, we have the mortality tables of the life-insurance companies 
poh our _ A | presume that as these years go bv there 
i greater case history built up for accuracy 
“Lin that kind of transaction. 
Mr. Setsy. That is absolutely right, and IL would like to emphasize, 
ator Schoeppel, the fact that these things must be tailored to the 
gases situation. A man who can pay in 6 months ought not to 
‘1S months’ credit for a little bill; vet the trouble with this type 
egulation is that the Government says 18 months is right; that is 
in You ought to vo that far. 
On the other hand, a man who has suffered misfortune 
tal bills, for example—unexpected in his family 
‘Inay not be able to meet that in 6 or 12 or 


as to what is the safe 


“= 


serious hos 
scheme of things. 
1d) or 18 months. He 


iould have all the time that he needs, within reason, so it fits into the 
imily budget situation, and that is the reason why you 
us type of business. 
nal know thei 


cannot classify 
The-p eople eng reed in it know in ir borrowers 
r customers and take care of them on an individual 
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basis, and they do not need a Government inspector to supervise their 
day-to-day living. Have I answered your question 4 

Senator SCHOEPPEL. Yes. 

Mr. Setsy. Now, here is a peculiar point I would like to emphasize. 
In proportion to income, people are now using Jess consumer credit 
than they used prior to World War Il. Even during the sear 
buying after Korea the increase in consumer credit outstanding was 
less than the normal proportion to sales. It was a temporary 
crease and was more than offset by the decline in consumer credit when 
the seare buying tapered off early in 1951. Consumer credit has re 
maimed at almost constant level since, even after the Congress wisely 
placed a minimum of 18 months in Federal Reserve Board authority 
last year . 

The next point I want to emphasize is that consumer credit cou 
trols are not a proper function of the Federal Government. In its 
administration of regulation W controls, the Federal Reserve Board 
cannot do a good job; nor could any other Federal bureau. There is 
always a time lag between the incidence of a trend and the compilation 
of statistics which reveal the trend. In addition, other considera 
tions and administration policies and objectives enter into their 
thinking. Theoretically, consumer credit controls are supposed t 
he flexible and responsive to previ ailing economic conditions. The 
Federal Reserve Board has consistently. refused to adapt the terms 
of the regulation to changing conditions or to follow the intent of 
the Congress in its administration of the act. As pointed out before, 
in connection with the extension of the Defense Production Act of 
1950 last year, the Congress found it necessary to impose minimiun 
limitations on the authority of the Federal Reserve Board to impose 
terms more rigid than 18 months on installment contracts on certain 
listed articles. There is not reason to believe that the attitude of the 
Federal Reserve Board has changed. In the light of experience, regu 
lation W authority should be deleted from any extension of the De 
fense Production Act. This is one Federal bureaucratic function 
which could be terminated at a saving of many hundreds of thou 
sands of taxpeyers’ dollars and never be missed. 

Next, installment loan credit is a necessity in the changing events 
of family life in America. Most of the purposes for which install 
ment cash loans are made are for purposes other than the purchase of 
durable goods, hence do not fall within the stated objectives of regu 
lation W. 

Now, members of the committee, you heard a suggestion this 
afternoon from the distinguished Senator from Connecticut that con 
sumer credit extended to a purchaser of consumer goods increases 
bank deposits, permits them to write checks for larger amounts, and 
therefore feeds into the inflationary stream. 

With the greatest respect for the distinguished Senator, there is 
not any conception which is so false as that conception in our economy 

The automobile dealer finances his stock of cars; that is already 
existing bank credit. All that happens when a purchaser buys a car 
and gives a note for it is that he pays off the bank, and this other 
indebtedness is substituted for it. 

Now, over 50 percent of our business is-the refinancing of existing 
obligations, bringing them together, budgeting the f: amily to get them 
out of the hole. aaa let them proceed within the limitation of then 
monthly income. 
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Senator Carenartr. There is a little added, possibly, that is, the 
car dealer’s margin of profit, his markup. That could be the only 
additional money that could be involved. That is not all, because he 
would still have his expenses, anyway. 

Mr. Sevsy. That is true, Senator, but | wonder if he does not get 
that out of the down payment? Probably the two-thirds payment 
that is financed 

Senator Carenarr. The automobile dealer pays $2,000 for a car. 
He either paid cash for it or used bank credit. He sells it for $2,500, 
let ussay. Now, that 8500 might be considered as creating additional 
credit. 

Mr. Setsy. How much? The whole change 
volume in the last vear has been what / 

Senator Carenarr. As you say, you get the $2,000; you pay off the 
SY O00, 

Mr. Sevpy. Less than half a billion dollars. 

Senator CAPEHART. Not enough to deny the poor pe ople of America 
the right to buy an automobile. 

Mr. SELBY. Well, in our business, vou see, we cannot finance auto 
mobiles under the ceiling limits in Indiana or Illinois or Michigan or 
Pennsylvania or Ohio. That has to go over into some other field. 
Ours goes to get people out of temporary financial trouble. 

We cannot have any measurable effect on the inflationary problem. 
and yet it is vitally necessary to get the little families out of financial 
trouble. 

Now, here is the conclusion that we come to, and I would hke to 
emphasize this. 

Federal control ot consumer credit should be abolished. The me Ih 
bers of National Consumer Finance Association are loyal, patriotic 
American citizens and conform to regulation W while it is the law of 
the land. If they felt that a continuation of consumer credit controls 
was of any benefit to the country or would advance the defense effort 
in any substantial way, they would go along with it as an emergency 
regulation. However, the experience of the last 10 years has proved 
that this type of regulation is not only futile and useless but is dis 

riminatory in operation and un-American in principle. It serves no 
: a economic purpose. It does not contribute to the war effort nor 
to the defense effort under current conditions and certainly has no 
place in a peacetime economy. We respectfully urge that all author 
itv for Federal regulation or control over consumer credit be deleted 
from the Defense Production Act. 

The CHairMan. We certainly appreciate your testimony. Mr. Selby. 

Mr. Kitchen is the next witness. 


in the outstanding 


STATEMENT OF C. W. KITCHEN, UNITED FRESH FRUIT AND 
VEGETABLE ASSOCIATION 


Mr. KircoHen. My name is C. W. Kitchen, and |] appe 


ar’ ere as the 
executive vice president of the United Fresh Fruit and Vegetable Asso 
elation, with headquarters in Washington, D.C. The membership of 
this association, about 3,000 in number, represents the marketing func 
tions necessary to prepare, distribute, and merchandise fresh fruits 
and vegetables from producer to the retail store or its equivalent. We 
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ask for the committee’s attention today only with respect to fres| 
fruits and vegetables. 

Senator Carenmart. Mr. Kitchen, I have read your statement, and | 
gather from it that you are recommending that vegetables be taken 0); 
from under price control. 

Mr. Krrcnen. Yes; on fresh fruits and vegetables. I do not want { 
keep the commitee here much longer. 

The Cnairman. Well, now, we are glad to be kept here by you |) 
cause We appreciate that you are a good witness for this organization, 
one of the best witnesses. Your statement shows that. 

If you would high-light it, it might be a convenience to tly 
committee. 

Mr. Krrenen. All right; I will try and summarize it as briefly as 
possible. 

In the first place, I would like to point out that we feel there is no 
no national emergency so far as the production, distribution, ai 
consumption of fresh fruits and vegetables are concerned. 

Senator Capenarr. I believe you said in your statement that ai 
fruits and vegetables except three were selling below the ceiling. 

Mr. Krrcnen. Three or four, mostly minor ones, are above the cei! 
ing now. 

Senator Capemart. What are they? Do vou remember ¢ 

Mr. Krrcenen. Cabbage is presently a little above the ceiling: cv 
cumbers are a little above: and potatoes are still above, and sweet 
potatoes and spinach. 

The principal point IT want to get before the committee is that thes 
price fluctuations are seasonal. 

The Cuatrman. And regional. 

Mr. Krrcnen. That is correct. 

We are aware of the baffling complexities of the problem you ar 
considering as to whether, to what extent, and for what period of 
time the Congress should grant broad authority to the executive branch 
to fix maximum prices. The granting of such regulatory power result- 
in government virtually by decree and is incompatible with our systen 
of private enterprise and free play of the competitive forces of suppl 
and demand inherent in that system. We believe—and we assunie 
this committee believes—that such authority should be granted only 
during periods of grave national emergency and within definite tiny 
limits. 

Assuming, however, that such legislative authorization, along wit 
measures of a more fundamental nature, may be considered necessar\ 
at this time in the national interest, the question then arises as ( 
whether authority to control prices directly is necessary across tli 
board or whether it should be granted on a selective basis. The con 
mittee’s information is more comprehensive than ours, but we urge tha’ 
a’ grave national emergency does not exist at this time so far as thie 
production, distribution, and consumption of fresh fruits and vege 
tables are concerned, 

The National Food Situation, issued by the United States Depart 
ment of Agriculture for the quarter of January—March of this year, 
states that— 





Supplies of fruit appear adequate to meet anticipated domestic and expor' 
requirements until the new crops are marketed after midyear. The retail pric 
of fruits, fresh and processed combined, probably will average about the sam: 
during the next few months as a year earlier. 
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kor vegetables, the same document states that— 

Prices for fresh vegetables are expected to decline considerably as supplies 
become seasonally more abundant this spring. 

The history of these commodities shows excessive supplies, with 
attendant surplus marketing problems, more often than conditions of 
scarcity. To illustrate, prices to producers for 18 fruits, including 
such major fruits as citrus, apples, pears, and grapes, averaged sub- 
stantially below the applicable legal minimums in 1951. For 25 vege 
tables, only 4 averaged slightly above the applicable legal minimums 
in 1951. 

We are confident, therefore, that the committee will want to consider 
the following points with respect to price controls for these com- 
ary? 

That there are nearly 100 commodities comprising the list of 
rsh fruits and vegetables: 

That these commodities are produced in all parts of the country 
wae varying conditions of soil productivity, weather, insect, ane 
plant-disease hazards, as well as specialized cultural and harvesting 
practices, all resulting in a wide range of production and marketing 
COSTS 5 

That these commodities are highly perishable, require many kinds 
bf cont Liners, a variety of grading and packaging facilities, protection 
against heat and cold ‘while bei ‘ing transported over long distances and 
dis ae through wholesale and retail stores: 

That these commodities cannot be stored and carried over from 
one season to another; many of them cannot be stored at all but must be 
harvested and marketed when ready or go to waste with complete loss 
to the producer ; 

That, because of such conditions peculiar to these perishab le com 
modities, there are uncontrollable fluctuations, both in supply and 
price, which make the problem of controlling maximum prices by 
Government order far more difficult than with more staple com 
modities; and 

That, because of the speed with which these commodities must be 
handled and the nature of the services which competition and ex 
perience have proved necessary, it is virtually impossible, as a prac 
tical administrative matter, for anyone to write a price-control order 
that will not disturb the pattern of distribution and will be equitable 
throughout the industry. The order on potatoes was issued on Jan 
ary 5. It has been amended extensively four times and is still fai 
from equiti ible in all respects, even if everyone understood and obeyed 
it. MPR No. 426 issued by the Office of Price Administration during 
the last war, and which applied to most fresh fruits and vegetables, 
had 192 amendments. 

Senator Scuorrren. What was the nature of those amendments? 
Did they fall into a set pattern, or were they just intended to covet 
some contingencies that arose in local areas / 

Mr. Kircwen. Some were structural amendments in the order. 
Most of them were changes in price which had to take care of seasonal 
price fluctuations upward or downward. I would not want to give the 
mpression that these 192 amendments were all to correct language 
restrictions in the order. Most of them were changes in figures which 
had to be taken care of to meet the situation: and under that law, as 
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under this, there is a provision for so-called disaster adjustments, so 
when there is extreme frost or weather damage some allowance has to 
be made for the producers in those areas. 

The one principal point I would like to have you keep in mind is 
that most of the vegetable crops are planted and ready for harvest in a 
period of 90 to 120 days, with some requiring even less time. They 
must be marketed when ready; competition is keen and active; prices 
are controlled by supply and demand; and they must be sold for what 
they will bring when offered for sale. Price crises are of short 
duration. 

The wholesale distributive industry consists largely of small busi 
nesses with more than 27,000 firms presently licensed by the Secretary 
of Agriculture to handle these commodities in interstate commerce, 
That figure alone will give the committee a clear indication of the 
problem of enforcement. 

No one of these commodities represents a substantial part of our 
total food consumption. Potatoes, the largest item, represent about 6 
percent. Consumers, therefore, have a wide range of selection in this 
group of more than 100 commodities. 

Should some commodity experience a rapid increase in price for a 
short period because of a short crop in some producing area, its influ- 
ence upon the cost of living would be negligible and short-lived. If 
cabbage or tomatoes, for example, should become high in price in the 
middle of the winter, the situation would correct itself in a matter of 
60 or 90 days. Such situations are inherent in the supply of such 
perishables and are not of such national concern as to require throw- 
ing into gear the vast and complicated machinery of price control 
hy the Federal Government. 

The vagaries of production and marketing hazards are illustrated 
by recent market fluctuations on western head lettuce. Last Decem- 
ber, Arizona head lettuce, because of cold weather in California, av 
eraged about $11.08 wholesale for crates of four dozen heads in New 
York City, as shown by United States Department of Agriculture 
reports, 

According to the New York City Department of Markets, that 
meant an average of 33 cents a head at retail in New York City. It 
also meant, according to the United States Department of Agric ul 
ture, about $7.15 a crate loaded on cars in Arizona. 

The Cuairman. Are you people getting very far with selling your 
produce at home, or do you still have to ship to New York, Potomac 
Y ards, or Chester, Pa. / 

Mr. Kirenen. The fruits and vegetables are consumed all over the 
United States. 

The CnatrMan. Do you get paid when vou ship to New York, 
Washington, Philadelphia, or Atlanta, Ga., or do you get paid on the 
platform in the back yard? 

Mr. Kircnen. Most of the panes especially in periods of shorter 
supply, is done on the basis of f. 0. b. sale at point of shipment. 

The Cuairman. How about when you are not in short supply 4 

Mr. Kircurn. The business is changing, and more and more is being 
bought and sold at shipping points rather than on consignment. 

The Crarman. I remember shipping a whole carload of lettuce 
one ae to Chester, Pa., and I got a bill from the railroad for $34. 
I never got one cent. 
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Mr. Krrcouen. enone / is now less of the consignment business, the 
trend has been toward f. o. b. selling. 

The CuairmMan. I eae a bill for $35 for shipping the whole carload. 
| refused to pay the bill to the railroad. 

Mr. Krrenen. It would have been better for you if you had not 
shipped it at all. 

The CiainMan. Now you can sell it f. 0. b. 

Mr. Krrcnen. Yes, and— 

The Cuairman. But not with the big crops. 

Mr. Kircuen. There are times when it is consigned, or handled on 
joint account, and all that sort of thing. 

The CHairman, That is what I did, I consigned it. I never con- 
signed any more. 

Mr. Kircuen. You consigned it to a man to sell it on commission. 

The CuatrMan. And I got a bill from the railroad, while people 
were paying 25 cents a head in the stores. In the last war potatoes, 
when they would have brought $8 or $10 a barrel to the consumer, 
rotted on the trains out here. I can remember smelling them now. 

Mr. Kircnen. The point I make is that lettuce got up to 33 cents 
in New York. 

The Cuatrman. When lettuce started to come in, it was no longer 
worth 33 cents. 

Mr. Kircuen. Those were high prices. No one doubts that. By 
early February, or within 60 days, California lettuce again became 
available in heavy supply, and the price dropped to an average of 
$917 a crate in Arizona, $4.29 in New York City, and lettuce was 
selling there at retail for 16 cents a head, or about half of the De 
cember price. 

This is not an isolated instance; such situations happen frequently 
in the fresh fruit and vegetable industry, and are inherent in the pro- 
duction and marketing of highly perishable commodities. Due to 
weather conditions, the popular varieties of baking potatoes produced 
in the Western States were short in the better grades, resulting in 
higher prices than during more normal years. In this situation, the 
Office of Price Stabilization issued a price control order on potatoes 
which has produced untold confusion and loss to the industry. 

It should be remembered also that last year the Government bought 
about 100 million bushels of potatoes to sup port the pr ice at 60 percent 
of parity. Even with the unusual conditions existing in some pro 
ducing areas, this year it is doubtful that prices to producers will 
average parity, $1.73 a bushel, when all figures are compiled for the 
crop. The preliminary season average to farmers was estimated 
the United States Department of Agriculture at $1.53 a bushel. 

The Cuamman. Potatoes will cost one price 1 one place, and 
another price in another place. 

Mr. Krrcuen. That is right. 

Hope springs eternal in the breasts of producers and distributors - 
these perishable crops. If producers have a bad year, they hope O 
recoup the next year; if a distributor takes a loss on a car today, he 
hopes to recoup tomorrow, 

The Cuairnman. We used to always have to plant potatoes where I 
came from. Any potatoes we did not plant by W ashington’s Birthd: ay 
were not any good, because we had to meet the Florida market. If we 
could get those potatoes in by Washington’s Birthday, get them out of 
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the ground and to New York the last week in April, we would get $6 19 
$8 a barrel for them. If we waited until June we would only get +2, 
and if we had frost we lost the whole cro 

Mr. Krrenen. Under price control, w ies prices temporarily reac), 
the ceiling, these incentives are removed: those who obey the law 
take the losses without the opportunity to take a profit when that 
chance comes. 

In this kind of business, the opportunities for black markets during 
temporary periods of short supply are too numerous to tabulate. The 
opportunities for tie-in sales and other forms of evasion are obvionis 
to anyone. The result is that the chiseler grows fat at the expense 
of the reputable grower and distributor. The investigative and prose- 
cutive forces of the Government cannot possibly handle such situations. 

I shall not take the time of the committee further to enumerate the 
inequities and problems of price control on fresh fruits and vegetables. 
Despite all the arguments that may be advanced on general grounds, 
and that no part of the economy should go free, the realistic conclusion 
is that price control on these perishable commodities is impracticable 
and unnecessary under present conditions. The game is not wort) 
the candle. 

Senator Careuarr. Would you recommend taking off all price con 
trols or would you recommend leaving the law, suspending or decon- 
trolling, whichever you want to call it; in other words, when they get 
up to ceilings being in a position to put them back on, or do you say 
that the law should be eliminated entirely / 

Mr. Krrcnen. Our position is, based on experience thus far with 
the potato order, and with price control on these perishables during 
the last war, that it is not worth the effort, and therefore, in order to 
avoid the argument with OPS as to whether we should have a ceiling 
on onions or potatoes, or what have you, I think the Congress should 
say that fresh fruits and vegetables should be exempted. 

The Cuatrman. Where are you from? 

Mr. Kircnen. I live here in Washington. I spent 35 vears in the 
United States Department of Agriculture. 

The Cuatrman. Are you familiar with Idaho? 

Mr. Kircnen. In a general way; yes, sir. 

The Cuatmrman. Florida? 

Mr. Krrcenen. I have been associated with this fresh fruit and vege- 
table industry for better than 35 years. 

The Crratrman. Florida, Texas, California, and Arizona. 

Mr. Krrenen. I have been in all the important producing areas, 
and am familiar with the methods of handling these products. 

Senator CaPeHartT. You understand that I believe that the law at 
the moment gives them the right to suspend or decontrol, whichever 
you care to call it under subsection (f) of section 402. Of course the 
OPS at the moment has a committee studying the problem of suspen 
sion, or decontrol, whichever you care to call it, and I think there has 
been some legislation, or amendments introduced, at least there has 
been a lot of talk here about Congress writing a formula into the law 
making it mandatory that they suspend ceilings—not suspend the 
ceiling, keep the ceiling but suspend the paper work, reporting, and 
so forth, if and when items are selling below ceiling. Your position 
is that it ought to be eliminated entirely on veget tables and fruits? 
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Mr. Krrcnen. I think any provision in the law that will merely sus- 
pend when prices go below the ceiling for a certain period of time 
really does not help this industry a great deal. It would remove 
some of the reporting features that are in the orders. 

Senator Carenarr. The argument they can make is if your product 
is not selling at ceiling, then you are not hurt. 

Mr. Kircuen. It is decontrolled, virtually, when it sells below 
ceiling. 

Senator Caprenarr. Iam giving you the argument, now, just to see 
what you say. 

For ‘example, if your product is selling below ceiling, then you are 
not hurt except for the necessity of filing reports, and the trouble that 
you go to in that respect. 
~ Mr. Krrcnen. That is right; and most of the people that I represent 
do not have to file extensive reports. When you get into the retail 
end of it, there is much more. 

The CuarrmMan. Would you mind giving a few names for the record 
that do not have to file extensive reports ¢ 

Mr. Kircuen. I do not know as I follow that. 

The CHairMan. You said most of the people you represent did not 
have to file extensive reports, so evidently the OPS does not ask certain 
people who you represent, in the fresh fruits and vegetable industry, 
do not request them to file reports. 

Mr. Kircuen. No more records than they would normally keep for 
their business anyway. 

The CHarrMan,. [I hope the OPS does that to others. They are do 
ing a good job insofar as some of these items are concerned. 

Mr. Kircnen. When you get to the retail store, there are more 
records to be filed, and prices to be posted. 

We strongly recommend that you exempt these perishable com 
modities. 

The CnarrMan. On the farm / 

Mr. Karcnen. That you do not authorize price controls on fresh 
fruits and vegetables, 

Now, if you find or feel that that cannot be done for various reasons 

this situation 

Phe Carman. Tam trying to get vour idea. 

Mr. Krrcnren. We propose two amendments, here. 

Phe CuatrmMan. IT read them. 

=. Kircuen. One of those is that the Director = Price Stabiliza 

n shall be required to announce the price 15 days before the planting 
season on these annual vegeti ables, and that 30 di LVS in advance of the 

iarketing season on the perennial crops, which is the fruits. 

Now, that would prevent this roll-back business that we had on the 
votato order. The price of potatoes in Idaho was rolled back about 

40a hundred, and it has completely disrupted the situation up there 
MI any of the reputable shippers have had to close their warehouses, 
potatoes are moving, but we do not know where they are going. They 
re roing ‘nto black-market channels. Consumers are not really being 
eneiited by it,anda lot of pe ople are bei ‘ing hurt. 

Now, just how this black market operates, I cannot tell you, but 

retailer could pay more—he could buy potatoes for more than the 
ceiling, sell them at a loss, and mark up the prices on other commodities 


? 
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that are not under control, and I think there is probably a lot of tha 
being done. 
The Cuairman. Phis is very much like Mr. Newsom stated today, 
Mr. Kircnen. Our other suggestion to you is that 
In establishing maximum prices for fresh fruits and vegetables, appropr 
allowances shall be made for (1) price variations arising from difference 
zrade, quality, condition, size, variety, and similar factors affecting prices : 


a 
» 


(2) normal price variations within seasons. Such allowance shall be made 
order to permit producers to average not less than the minimum price 


specified 
herein 


The purpose of that is to have a directive in the law to OPS, that 
when they establish the price they will make allowance for ups and 
downs and arrive at a figure that if the supply condition permitted, 
the producer could achieve parity for his crop. You cannot sell thy 
12 for parity, and that is what they in their parlance call a 

ushion, and it is particularly adaptable to this type of price-control 
oudue. 

Now, those two amendments we suggest to you as partial remedies, 
but LT want to leave the thought with vou that our main recommenda- 
tion is that we are not getting anyw here trying to control the price of 
these perishable commodities. You cannot store them, you ¢ eed keep 
them. You have these ups and downs that nobody can help, and if, 
perchance, tomatoes should become high in February, I say so what. 
You do not have to pay a lot of money for tomatoes in February. 
Within 60 days tomatoes could be running out of our ears again. 

The CuairMan. Providing we do not get sunburn. 

Mr. Kircuen. That is right. 

The Cnairmanx. We appreciate your testimony, and I am only sorry 
that — so long to get around to you. We ap preciate your be ari 
with us, because you were scheduled to be the first witness this afte 
hoon, 

Mr. Kirenenx. T understand what the committee is up against. 1 
only regret more members were not here when I made ny statement 

The Ciaran. They will read your statement. 

(Mr. Kitchen’s statement follows:) 


STATEMENT OF C. W. KITCHEN, UNITED Fresu Freiy ano Vecreranite ASSOCTATIO 

Mr. Chairman and members of the committee, my name is C. W. Kitchen am 
I appear here as the executive vice president of the United Fresh Fruit ar 
Vegetable Assoviation with headquarters in Washington, D.C. The membershi 


of this association (about 3,000 in number), represents the marketing function 
hecessary to prepare, distribute, and merchandise fresh fruits and vexetable 
from producer to the retail store, or its equivalent. We ask for the committee's 
attention today only with respect to fresh fruits and vegetables 

We are aware of the baffling complexities of the problem you are considering 
as to whether, to what extent, and for what period of time the Congress shoul 


grant broad authority to the executive branch to fix maximum prices Phi 
vranting of such regulatory power results in government virtually by decrees 
and is incompatible with our system of private enterprise and free play of the 
competitive forces of supply and demand inherent in that system. We believe 


and we assume this committee believes—-that such authority should be grantes 
only during periods of grave national emergency and within definite time limits 

Assuming, however, that such legislative authorization, along with measures 
of » more fundamental nature, may be considered necessary at this time in tlhe 
national interest, the question then arises as to whether authority to contre 
prices directly is necessary across the board or whether it should be granted o1 
au selective basis The committee’s information is more comprehensive thi 

irs. but we urge that a grave national emergency does not exist at this time s« 
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far as the production, distribution, and consumption of fresh fruits and vege 
tables are concerned. 

fhe National Food Situation, issued by the United States Department of 
\vriculture for the quarter January—March of this year, states that “supplies 
of fruit appear adequate to meet anticipated domestic and export requirements 
ntil the new crops are marketed after midyear. The retail price of fruits, 
fresh and processed combined, probably will average abont the same during 
the next few months as a vear earlier.” 

For vegetables, the same document states that “prices for fresh vegetables 


1 


re expected to decline considerably as supplies become seasonally more abun 
dant this spring. 

rhe history of these Commodities shows excessive supplies, With attendant 
surplus marketing problems, more often than conditions of searcity. To illus 
rate, prices to producers for 1S fruits, including such major fruits as citrus, 
pples, pears, and grapes, averaged substantially below the applicable legal 
nimums in W951. For 25 vegetables, only 4 averaged slightly above the appli 
ble legal minimums in 1951. 
We are confident, therefore that the committee will want to consider the 
Tt) 


owing points with respect to price controls for these commod 
1 That there are nears 100 commodities comprising tl } fresh fruits al 
egetables ; 

That these commodities are produced in all parts of 

rving conditions of soil productivity, weather, insect, and y)! 
well as specialized cultural and harvesting practices, a 
sof production and marketing costs; 
That these commodities are highly perishable, require many kinds of con 
ners, a variety of grading and packaging facilities, protection agai heat and 

through whole 


ny 


int 


id while being transported over long distances, and distributed 
sule and retail stores : 
tf. That these commodities cannot be stored and carried over from one seasor 
aunother—amany of them cannot be stored at all, but mu 
irketed when ready or go to waste with complete loss to the producer : 
>. That because of such conditions, peculiar to these perishable commodities 
here are uncontrollable fluctuations, both in supply and price, which make the 
oblem of controlling maximum prices by Government order far re difficult 
an with more staple commodities : and 
6. That because of the speed with which these commodities mu handled 
hature of the services which competition and experience have proved 


it is virtually impossible, as a practical administrative matter, fo 


write a price-control order that will not disturb the pattern of 
ion and will be equitable throughout the industry (The order on potat 
~ issued on January y It has been amended extensive L\ four times and 


far from equitable in all respects, even if evervone understood and obeved 
MPR No. 426 issued by the Office of Price Administration during the last 

ind which applied to most fresh fruits and vegetables, had 192 amendments 
Most of the vegetable crops are planted and ready for harvest in a period of 
to 120 days, with some requiring even less time. They must be marketed when 
| competition is Keen and active: prices are contro lL by supply and de 
d, and they must be sold for what they will ring when offered for sale 

ce crises are of short duration 

The wholesale distributive industry consists largely ni musinesses with 

re than 27,000 firms presently licensed by the Secretary of Agriculture to 

ndle these commodities in interstate commerce That figure alone will give 
he committee a clear indication of the problem of enforcement 

No one of these commodities represents a substantial part of our total food 
onsumption Potatoes—the largest item-——represent about 6 percent Con 

mers, therefore, have a wide range of selection in this group of more than 
100 commodities 

Should some commodity experience a rapid increase in price for a short period 
ecause of a short crop in some producing area, its influence upon the cost of 

ing would be negligible and short-lived If cabbage or tomatoes, for example 
should become high in price in the middle of the winter, the situation would coi 

itself in a matter of 60 or 90 days Such situations are inherent in the 

supply of such perishables, and are not of such national concern as to require 
throwing into gear the vast and complicated machinery of price control by the 


Federal Government 





488 DEFENSE PRODUCTION ACT AMENDMENTS OF 1952 


The vagaries of production and marketing hazards are illustrated by recy); 

market fluctuations on western head lettuce. Last December, Arizona head 
lettuce, because of cold weather in California, averaged about $11.03 wholes: |p 
for crates of 4 dozen heads in New York City, as shown by United States Deps 
ment of Agriculture reports. According to the New York City Department 
Markets, that meant an average of 33 cents a head at retail in New York ( 
It also meant, according to the United States Department of Agriculture, al: 
$7.15 a crate loaded on cars in Arizona. Those were high prices. But by ea 
February, or within 60 days, California lettuce again became available in hes 
supply, and the price dropped to an average of $2.17 a crate in Arizona, $4.25 
New York City, and lettuce was selling there at retail for 16 cents a head, 
about half of the December price. 

This is not an isolated instance; such situations happen frequently in 
fresh fruit and vegetable industry, and are inherent in the production and im 
keting of highly perishable commodities. Due to weather conditions, the popu 
varieties of baking potatoes produced in the Western States were short in 
better grades, resulting in higher prices than during more normal years 
this situation, the Office of Price Stabilization issued a price control order 
potatoes which has produced untold confusion and loss to the industry, 

It should be remembered also that last year the Government bought about 100 
million bushels of potatoes to support the price at 60 percent of parity. Ey 
with the unusual conditions existing in some producing areas, this year it 
dobutful that prices to producers will average parity ($1.73 a bushel) when 
figures are complied for the crop. The preliminary season average to farmers 
was estimuted by the United States Department of Agriculture at $1.53 a bushe! 

Hope springs eternal in the breasts of producers and distributors of these 
perishable crops. If producers have a bad year, they hope to recoup the nex: 
vear; if a distributor takes a loss on a car today, he hopes to recoup tomorrow 
Under price control, when prices temporarily reach the ceiling, these incentives 
are removed; those who obey the law take the losses without the opportuni! 
to take a profit when that chance comes. 

in this kind of business, the opportunities for black Inarkets during tempora 
periods of short supply are too numerous to tabulate. The opportunities f 
tie-in sales and other forms of evasion are obvious to anyone. The result is 
that the chiseler grows fat at the expense of the reputable grower and dis 
tributor. The investigative and prosecutive forces of the Government cannot 
possibly handle such situations. 

I shall not take the time of the committee further to enumerate the inequities 
and problems of price control on fresh fruits and vegetables. Despite all the 
arguments that may be advanced on general grounds, and that no part of the 
«economy should go free, the realistic conclusion is that price control on these 
perishable commodities is impractical and unnecessary under present conditions 
The game is not worth the candle. 

We, therefore, recommend that fresh fruits and vegetables be excluded fr 
price control in the bill now under consideration. 

Should the commitee, however, reject that recommendation—we fervently hoy 
it will not—we recommend two amendments to the existing law as partis 
remedies. 

The first amendment is: 

“Before maximum prices are established or lowered for any fresh vegetabl: 
which is the product of annual or seasonal planting, the Director of Price Stahi! 
zation shall give, not less than 15 days prior to the normal planting season in 
each major producing area affected, notice of the maximum prices he proposes 
to establish therefor; and in the case of perennial crops, the Director of Price 
Stabilization shall give, not less than 30 days prior to the normal marketing 
season in each major producing area affected, notice of the maximum prices 
he proposes to establish for such crops: Provided, That ‘normal planting seasor 
and ‘normal marketing season’ shall be as defined by the Secretary of Agrict! 
ture. The requirement of notice may be satisfied by publication in the Federa 
Register, but the Director shall utilize appropriate means to insure genera 
publicity to such prices in the areas affected. The requirements of this subse 
tion shall not apply to any annual crop in 1952 in which the normal planting 
season in any major producing area occurs prior to July 31, 1952.” 

The purpose of this amendment is obvious. It would give producers and ship 
pers of annual crops notice, in advance of planting, of the maximum prices they 
could expect to receive. It would give notice to producers and shippers of 
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fruits, in advance of the marketing season, of the maximum prices they could 
expect. It would prevent price roll-backs during the marketing season such as 
were experienced in the potato order this year. The requirement of notice in 
advance of planting annual crops was included in the Emergency Price Control 
Act of 1942, as amended June 30, 1944. 

rhe second amendment is: 

In establishing maximum prices for fresh fruits and vegetables, appropriate 

owances shall be made for (1) price variations arising from differences in 
grade, quality, condition, size, variety, and similar factors affecting prices; and 
”) normal price variations within seasons. Such allowances shall be made in 
order to permit producers to average not less than the minimum price specified 
herein.” 

The proposed requirement for such allowances is to permit producers to aver 
ge not less than the minmum price specified in the law \s previously pointed 

t, prices of these perishable Commodities are subject to wide variations, Not 

| of a crop, even under conditions of tight supply, can be sold at parity or the 
egal minimum established in the law. The allowances provided for in this 
proposal are usually referred to as a cushion in computing ceilings and recognize 
the wide variations in marketing highly perishable commodities. They are de 
signed to arrive at INaximum prices which, when supply conditions permit, will 
enable producers more nearly to achieve parity prices, or the legal minimums 
provided in the law. Unless such provision is made, the adverse influence of 
price controls upon production would be further enhanced. 


The Cuarrman. The committee will stand in recess until 10: 30. 
(Whereupon, at 5:40 p. m., a recess was taken until 10:30 a. m., 
Wednesday, March 12, 1952.) 
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WEDNESDAY, MARCH 12, 1952 


UNTrrep STATES SENATE, 
ComMMITTEE ON BANKING AND CURRENCY. 
Washington, D.C. 

The committee met, pursuant to adjournment, at 10:50 a. m.. in 
oom 301, Senate Office Building, Senator Burnet R. Maybank (chair 
man) presiding. 

Present: Senators Maybank, Robertson, Frear, Douglas, Moody, 
Capehart, Bricker, Schoeppel, and Dirksen. 

The CHAIRMAN. The meeting will come to order, 

Mr. Terborgh., will you come forward. 

Without objection, we will make your statement a part of the record, 
n full, and would appreciate it if vou could help us out by high 
hehting it as Vou would desire for not more than 15 mun ites, We 
have nine witnesses, as vou know, and we are up against a time element. 


STATEMENT OF GEORGE TERBORGH, RESEARCH DIRECTOR, 
MACHINERY AND ALLIED PRODUCTS INSTITUTE 


Mr. Tersorcu. That is quite agreeable Senator. 

The institute would like to appear on the question ot pri e control, 
vith side reference to the extension of the production contro: 

ithority. 

Phe problem that now confronts us with reference to price control 

not the intensification of these controls, as the President sue@gested, 
but decontrol, and the only question is how should we proceed with 
decontrol. 

We believe firmly that unless Congress gives the OPS a specific 
mandate for decontrol there will be very little for the basic reason 
that the OPS lacks, in our judgment, any rational philosophy of 
price control itself. 

With your indulgence IT should like to divide my remarks into two 
ections, one a brief discussion of the basic philosophy underlying our 
decontrol recommendations, the other a brief discussion of the recom 
mendations themselves. 

If you W il] allow me, I should like to read the paragt aph that states 
our basic philosophic premise : 

When do we need price control, and what is it supposed to accomplish? The 
broad general answer to this quesiton, it seems to us, is both simple and obvious 
We need price control in situations where, by reason of a national emergency, 
the normal regulator of price, market competition, has broken down. Control 
then becomes a substitute for the natural regulator. By the same token, we do 
not need price control where competition is normally effective 

19] 
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That is our basic premise. 

When an emergency breaks out, as in the case of Korea, what ha 
pens is a very abrupt transformation of the whole pattern of demiaic 
for goods and services, with the result that certain tight situatio: 
develop in which we have sharply advancing prices, ‘and windf: 
gains to the fortunate sellers. We believe that if the price increase- 
are not warranted as a stimulus to supply, such situations justify « 
temporary imposition of price controls until they can be normalized. 

We must remember, however, that not even an acute emergelcy 
stimulates all prices, but is on the contrary a depressant to many types 
of industry and indifferent as to others. 

Even in a severe emergency, the logical application of our pri 
ciples requires that price control be selective, almost from the very 
start. We do not deny the possibility that it may be desirable in 
extreme emergencies to put on a quick freeze of a temporary character 
for the purpose of allaying panic, but orderly selective decontro| 
should follow promptly. Price control is properly a selective remedy 
only, and not the kind of blanket, all-embracing device it has bee: 
made. 

Let me trace a couple of implications of this principle. In normally 
competitive markets, prices are always going up and down. That 1s 
perfectly natural. There is therefore no presumption whatever frou 
the mere fact that a price rises that it ought to be controlled. The 
significant thing is not the movement of the price, it is the movement 
of price-cost relationships. Any price increase that reflects a norma! 
competitive response to increased costs is in our judgment a legitimate 
price increase. The only circumstance that warrants intervention js 
where prices move beyond the limits of normal variation in their 
relation to costs. This means, again, that price control is, in the 
nature of the case, an instrument for selective and limited application. 

I pass next to the question of price control and inflation, because 
it is one of the gravest popular delusions that price control is a cure 
for inflation. 

Price control is not a remedy for inflation, A real remedy must 
get at basic causes. The basic cause of inflation is an excess of mone 
tary purchasing power in the hands of the public, due to an ove 
expansion of the supply of money and credit. If we do not arrest 
inflation by laying the axe at the root of the tree, and attacking the 
basic cause, the most we can possibly expect from general price con 
trol is a brief delay in the working out of the natural consequence: 
of monetary over expansion, a delay purchased at very heavy socia! 
cost. 

Inflation, if I may summarize, is not a particular price level, it is 
a process, a dynamic process, and the way to cure it is not to try to 
peg particular price levels of the moment, but to arrest the process 
itself. 

I will go further. It is even possible that a rigid insistence on the 
maintenance of the price level of the moment can aggravate inflation. 
It can do this if it has the effect of augmenting a Federal deficit that 
is the engine of inflation. It is possible that by accepting a one-shot 
increase in prices, let us say through the medium of excise or sale 
taxes added to the prices of commodities, the long-run effect wil! 
actually be anti-inflationary. The principle can be applied to the case 
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of corporate income, where the Treasury is now the bene ficiary of 
something like 70 to 80 percent of each added dollar of corporate 
ncome, and the loser by 70 to 80 percent of each dollar by which 
corpore ate income is reduced. 


Senator Frear. Do I gather from that that you are in favor of excise 
taxes ¢ 

Mr. Tersnorcu. I used that merely for the purpose of illustration. 
\Ve are not making a tax recommendation. 

Senator Frear. You do not care to answer that / 

Mr. Tersorcu. With due respect, I would rather not at this time. 

It is possible that if price control had the effect of squeezing the 
taxable income of the corporate system of the country it actually 
would be inflationary in long-run effect because of the 
the Federal deficit resulting from that profit squeezing. 

We are not advocating an artificial stimulation = corporate profits 
for the purpose of balancing the Federal budget, but we should like 
to make the point that the basic philosophy of OPS, which is to squeeze 
profits in a grim determination to prevent any upward movement of 
the price level, can actually have long-run inflationary consequences 
of a very grave character. 

The CuarrMan. That is one thing that has been suggested to this 
committee, as I understood some of the suggestions made in con- 
nection with the increase in wages on steel. 


ine rease in 


When the increase in 
wages comes on steel, if the steel companies do not get some benefit 
by increase in prices, the Government is going to have to pay it, be- 
cause by indirection they will be using their tax money which would 
normally go to the Treasury. 


If you raise wages—and we will not discuss whether they should be 


ri aised, or how much, whether to the cost of living, or beyond that- 
but. when you raise those wages, unless some adjustment is made i 
steel prices, the loser will be the Treasury of the United States, ae 
cause steel profits are going to the Treasury. I may be wrong. 

Mr. ‘Ternorcu. I agree. Suppose it were possible for the OPS to 
reduce the price of all finished goods and services by 3 or 4 percent, 
ind by so doing to knock $10 billion off the taxable income of cor- 
porations. The Treasury would be the loser to the extent of $7 or $8 
billion. If that resulted in deficit financing in carrying the defense 
program, I do not think it is contestable at all that monetary advan- 
tage of a price reduction of 3 or 4 percent would be counterbalanced 
many times over in the long run by the inflationary impact of the 
addition of $7 or $8 billion a year to the Federal deficit. 

The Cuairman. Another thing we are trving to do, we have tried 
not to‘have a control-bill attachment, We have said that this is not a 
tax bill, to squeeze the profits of these corporations. That 
ve are trying to get away from. 

Mr. TERBorGH. _ corporate system is a fiscal work —— produc- 
ne $25 billion a ‘for the Federal Treasury. Being in business 
these days is a tax- alies ‘ting operation as well asa Saaiites cai ration. 

Now let me turn fora moment to the decontrol problem. We think 
that the present situation justifies massive and immediate decontrol, 
f not complete decontrol. We have had a year of relatively stable 
prices, the wholesale index going down a little, the retail index up 

little, with the prospect of another year, if we can believe our offi 


is what 
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cial forecasters. I cite a recent forecast by the Commissioner of Labo: 
Statistics that the consumer’s price index would probably not be ap 
preciably higher at the end of this year, if any, than it now is. We 
are in the fortunate position of having a relatively easy economic 
situation, without intense pressure except in a few areas, and with tly 
prospect of some considerable continuance thereof. 

This means that the overwhelming bulk of business is being co 
ducted under normally competitive conditions; if we believe in the 
American system and in the regulatory efficiency of normal busine 
competition, we have here a signal for the decontrol of such markets. 

In our judgment there is not the slightest excuse for continued co: 
trol of normally competitive markets save possibly on the basis of 
some forecast that conditions are going to ch; inge in the near futur 
so that they vill no longer be normally competitive. There is no 
rational basis for such a forecast at this time. 

We think that the situation signals a decontrol so massive that tlie 
question is properly raised whether it would not admit of a complet: 
and forthright decontrol, That is a matter of judgment. In ou 
opinion the gain, from forthright decontrol at this time is so great 
that it overrides its admitted disadvantages in the case of a few re 
Inaining situations where control may properly be continued. As 
the need for at least extensive decontrol, we do not think that is eve 
legitimately debatable. 

Let me conclude by saying this: In our philosophy, price contro! 
primarily a matter for limited and selective application in the early 
staves of an emergency or a defense build-up where we have the gross 
economic distortions incidental to the conversion of the economy to : 
defense basis. 

After this transitional period has been weathered—and the signs 
are that we have substantially weathered it in this present emergency- 
price control should be out. That does not necessarily mean, and 
should not be interpreted to mean, that a further increase in the 
general price level is impossible. 

We make no such prediction. We say simply that if it occurs 
from here on, it will occur from causes that do not justify further pric 
control, and that cannot be cured by further control. 

I refer to two possible causes of a resumption of inflation in thi 
future. These are, first, budgetary and credit policy, and second, wage 
policy. 

It has been gratifying to see recently a considerable number of mor 
or less documented proposals for cutting down the budget for fisea 
1953. As vou all know, there are various estimates sponsored by ind 

vidual Senators running from 7 to 9 billion. The Jot Committee o1 
the Economic Report has recently sponsored a figure of S10 billion. 
Phe United States Chamber of Commerce, I believe, has topped them 
all with a recommendation of $14 billion. If any of them is right, 11 
should be possible to weather this defense program, barring some 
unexpected turn in foreign affairs, on a pay-as-we-go basis. 

The Crarman. Of course, the main expenses of the Government, 
you will admit, are forergn aid and the defense program. That takes 
about 8d cents out of every dollar. 

Mr. Ternorcu. | recognize that. 

The Cuairman. If we do any cutting that the chamber of commerce 
recommends, or anybody else—and I hope we can cut it—we are 
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going to have to cut the military and foreign aid. To balance the 
al “a it is What you are going to have to do. 

Mr. Trervoren. Lam speaking of a balance in the cash inflow and 
outflow of the Federal Government. 

The Cuairman. This vear we probably will not show much of 
deficit because the military has not spent the money that has been 
appropriated. 

Mr. Tersorcu. If we can follow a pay-as-we-go policy, and exercise 
reasonable restraint on the expansion of private credit, we should be 
able to remove the threat of a resumption of inflation from budgetary 
wd eredit causes, 

There remains, therefore, the other possible cause of inflation to 
look at. the inflation of costs forced upon the economy by the over 
whelming bargaining power of labor unions. We have gotten in the 
habit. in this postwar period, of an annual round of wage increases. 
This has averaged, for the entire period about 10 percent per annum, 
counting fringe benefits. The Vv te nded to be a little lower in the later 
vears, maybe 7 or 8 percent, but in any event they were far beyond the 
capacity of the eCONOMLY to offset | vy current increases in productivity. 
The result is a built-in, inevitable increase in the price level. This 
problem has to be confronted in connection with recommendations 
for the decontrol of the prices. 

It is often said that we have to keep control on prices because we 
cannot control wages otherwise. We ll, we wait the event in the steel 
controversy to see how much real control of w: ages there re: ally is. but 
I will pass that and make this observation. The problem of prevent 
na increases In labor costs through collective bargaining far in excess 
of what the economy can digest by increased productivity is not a 
problem that originated with Korea. It had been with us for vears. 
Nor is it a problem that will end with this emergency Iam afraid 
it will be with us much longer. It is, moreover, a problem that afflicts 
every western democratic country. 

We do not prestime to know what the cure for this problem is, but 
Wwe are positive of one thing. namely that it cannot be cured by the 
Iaintenance of general price control, and we are resolutely opposed 

anv attempt to maintain such control as a means of solving this 
ieretotore unsolved problem on the labor front. It is a fake remedy. 

One coneluding remark: If the committee and the Congress do hot 
see fit to follow our decontrol proposals, we still stand pat on our 
recommendation of last June that there be decontrol of capital goods 
prices. Our reasons for this recommendation were fully set forth at 

hat time, and are even stronger today, 

As to production control, we have less apprehension as to the will 
heness of the authorities to decontrol than we have in the case of OPS. 
We take it for granted that there will be reasonably prompt decontrol 
of materials as they come into abundant cake We think it might 
elp. however, for Congress to reinforce the resolution of the author 
ties by an admonition to that etfect. 

We do think that as the picture now stacks up, it will probably not 

possible to dismantle materials control ties by the time the 
Defense Production Act expires on June 3O next. and we are quite 
greeable to, and indeed recommend, a moderate further extension 
of the control authority not exceeding one more year. 

Thank you, Mr. Chairman. 
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The CuarrMan. We appreciate your testimony. 

Senators, are there any questions ¢ 

Senator Carenarr. I would like to, if I may, Mr. Chairman. 

You say you represe nt the Machinery and Allied Product Institut 

What are the allied products / 

Mr. Tersoren. Cutting tools, power-transmission equipment, ¢ 
and things of that sort, components and accessories. 

Senator Capenart. We understand your recommendation first 
most price controls should be eliminated entirely at this time / 

Mr. TrersorcH. That is our first recommendation. 

Senator CareHarr. If that is impossible, do you believe that 1 
Congress ought to write a formula into the law mandating the OPS 
to follow that formula, and automatically, under certain conditio: 
either suspend or decontrol prices / 

Mr. Tersorcu. We do. I am sorry I forgot to make that sui 
ciently clear. If total decontrol is excluded, then we think that the 
Congress should give a mandate to OPS to decontrol prices in al! 
normally competitive markets. That should be ‘the formula ani 
standard for decontrol. If the market is within the normal range o! 
variation as to cost-price relationships, it is eligible for decontrol. 

Senator Carprnart. Do you think that the Congress ought to writ 
the formula ¢ 

Mr. TersorGu. Indeed, ves. There will be very little decontrol, 

I said at the beginning, without it. 

Senator CapeHart. Do you agree that under the existing law, OPS 
has the right, if they want to, to suspend or decontrol any or all item- 
under the « existing law ? 

Mr. Trersorcu. That is a legal question. J had assumed they hav: 

Senator CaprHarr. Well, I have placed it in the record a couple 
of times, it is subsection (f) in section 402. You believe Congress 
should go further than that and write into the law a formula fo: 
decontrol ? 

Mr. Trervorcu. We do, yes. 

Senator Carpenartr. And that the law ought not to be extended mor 
than 1 year? 

Mr. Trrsorcu. Yes. 

Senator Carrnart. I presume you do not—I do not suppose yo 
are that close to it, but taking the machinery and allied products « 
the moment, are they selling at ceiling, or be low / 

Mr. Trrvorcn. While we have no figures on the point, our impre: 
sion is that generally they are at ceiling. 

I will add, Senator, that the very existence of the ceiling has son 
tendency to induce sales at the ceiling. A number of manufacture: 
have told us that their price pattern is badly distorted. They woul 
be delighted to make reductions on some items if they could compe! 

sate by adjusting others that need an opposite adjustment. The 
cannot do that under control, hence they keep some prices higher th: 
they want them, because they cannot adjust the others. These a1 
formula ceilings, you understand, in this industry. 

Senator Capenart. Yes. 

Mr. Trerrorcu. | repeat. we have no figures as to what part of th 
business is moving at less than the formula ceilings. 

Senator Carruarr. Do you know how many in your specific 1 
dustry have made applications under the so-called Capehart amen 
ment for price increases 
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Mr. Ternorcu. No, I do not. Maybe one of my associates does. 

My colleague says there are several thousand applications pend 
no under C PR 30, the regulation governing machinery manufacture. 
Sach of these, of course, rel: ates to an individual produet. 

Senator Capenarr. They have testified there have only been 1,500 

rms, and about 5,000 products. Now, the testimony of this gentle 

an would indicate they have all come from your indus try. 

Mr. Ternorcu. I have not looked into the figures. 

Senator Capenart. Iam giving you Mr. Arnall’s and Mr. Putnani’s 
own testimony. They put into the record 1.500 some companies, with 
es believe 5.200 products, and I was wondering whether they have come 

imarily from machinery and allied products. 

"Me Terrorcu. The figures do not seem to jibe too we = 

Senator Frear. I think I was pretty well satisfied, but now L be 
lieve Tam a little confused by your last statement. You said that 
eiling prices tended to have sales made at ceiling prices. I thought 
you Were arguing at the beginning the law of supply and demand 
which determined prices, 

Mr. ‘Tersorcu. My point was that so far as the manufacturer has 
diseretion over his prices on individual products, and wants to re 
shuffle his price pattern, he may forego all price realignment because 
he can do it only to his disadvantage. 

If the eompetitive situation is very tight in some of these products, 
of course he may have to make the reduction notwithstanding the 
fact that he is denied adjustment in the other direction on other 
products. 

Senator Frear. In the case of a manufacturer, the law of supply and 


demand must cover all the items he manufactures, not just a par 
ticular line or type that he might produce. In other words, a man 
ifacturer may be producing several different lines, and if one line is 
subject to stiff competition, he has to reduce his price to make sales, he 
mmnot make up his fulfillment of supply and demand on his other 


nes, 


Mr. Tersorcu. There are, however, many cases where a manufac 
turer would like as a matter of long-range business policy, or com 
petitive strategy, to make reductions that are not immediately re- 
quired by the pressure of competition. It is reductions of that sort 
he cannot make without taking the rap when he is denied equivalent 
idjustments he may wish to make on the other side. 

Senator Frear. I think I understand that so far as an individual 
manufacturer is concerned. 

Would you say that would also apply to an industry, then, that 
S ine theory ¢ 

Mr. Trernoreu. Iam not sure I get your point. 

Senator Frear. You told me that an idividual manufacturer hav 
ng several different lines is unable to just meet supply and demand 
by one line, maybe not being able to adjust upward, but he could ad 
just another downward, whereas the level might get out of proportion 

v having not sufficient upward to balance the downward. 

Would you also put the thing industry wide / 

Mr. Tersorcu. The same thing would apply to an industry. There 

no industry ceiling in machinery. Each manufacturer has his own 

rmula ce iling based on his own past history. But since each indi 
idual member of the industry is frozen by his own ceiling. the indus 
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try collectively is frozen by those ceilings, too. The market as a whx 
is frozen. 

Senator Frear. Then OPS is not setting it industry wide, but by 
dividuals in your field ¢ 

Mr, Trersorex. That is right. It is entirely formula pricing, based 
on the history of the individual manufacturer. 

Senator Frrear. Now, as I understood, too, there were approx 
mately 8,000 applications before the OPS. 

Mr. TernorGu. It occurs to me that the difference that has puzzled 
us may be between the number of applications for adjustment, and 
the number of companies making applications: 1,500 companies could 
make application for 8,000 different adjustments. 

The CiairMan. That was brought out by Mr. Johnston, that some 
companies had requested innumerable changes, because they manufac 
tured innumerable articles. 

Mr. Tersoreu. The Capehart amendment apples product by 
} roduct. 

I was going to make another point in response to your question, 
Senator Frear. I think there is a certain amount of suction to a ceil 
ing. If a normal market forces would result in prices just a little 
under the ceiling, there is a tendency for business to move at the 
ceiling, because, for one thing, it is a kind of sanctified price. You 
can rationalize it by telling your customers it is the ceiling price. 
Of course, if the market justifies substantially lower prices, it breaks 
away from the ceiling. There is, however, a tendency to hold it there 
if it is just a little soft. 

The Cuarman. Are there any further questions? Thank you, Mr. 
Terborgh. 

(The prepared statement of Mr. Terborgh follows :) 


STATEMENT OF MACHINERY AND ALLIED Propucts INSTITUTE, GEORGE TERROR 
RESEARCH DIRECTOR 


Mr. Chairman and gentlemen of the committee, the Machinery and Allied 
Products Institute appreciates the opportunity to appear here as spokesman fo 
the capital goods and industrial equipment industries on the problem now co1 
fronting the committee. We wish to address ourselves particularly to one as 
pect of that problem, the decontrol of prices, with, however, a brief concluding 
comment and recommendation on production control. 

We say “decontrol,” rather than “control,” for it is increasingly apparent 
that the real problem is how to liquidate the control of prices, not to tighten and 
solidify it. The only question is how to proceed. Of one thing we are sure 
There will be no effective decontrol program unless Congress makes it mandatory 
on the administrative authorities. For these authorities lack not only the wi 
to decontrol but any well-reasoned principles to guide the operation. The lack 
both cases goes back to a more fundamental deficiency—the want of a sound 
philosophy of price control itself 

It is a truism to say that unless we start with a sound basic conception of thi 
role of price control in the economy we shall never bring into proper focus tli 
innumerable problems of policy and administration to which the control gives 
rise, nor shall we ever achieve a sensible approach to the problem of decontro 
For this reason we should like, with the indulgence of the committee, to outline 
briefly the philosophy on which your own reasoning is based, and from which our 
decontrol recommendations are derived. 


I. THE PHILOSOPHY OF PRICE CONTROL 


Let me start with a basic question: When do we need price control, and what 
is it supposed to accomplish? The broad general answer to this question, 
seems to us, is both simple and obvious. We need price control in situation 
where, by reason of a national emergency, the normal regulator of price, marke! 
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competition has broken down. Control, then, becomes a substitute for the natu 
ral regulator. By the same token, we do not need price control where competi 
tion is normally effective. 

\ major emergency such as war or a sudden defense build-up represents on 
the economic side an abrupt transformation of the pattern of demand for goods 
aud services, with tremendous pressure on certain favored markets. This 
pressure frequently results in rapid price run-ups and large windfall gains to 
sellers. In many cases the price increases can be justified as a stimulus to the 
expansion of supply, but in others they outrun anything reasonably required or 
useful for this purpose. Here control of some kind may be warranted until the 
situation is normalized 

Since competition continues to be normally effective in a great Many markets 
even under emergency conditions (the shifts of demand that create excessive 
pressure On some markets affect others adversely and still others indifferently ), 
it follows that price control is properly a weapon for selective application. Con 
ceivably there may be justification for the temporary imposition of blanket or 
across-the-board control at the very outbreak of an emergency in order to prevent 
inordinate price run-ups in markets affected by buying stampedes, or to checkmate 
jump-the-gun price increases in anticipation of future controls, but such a drastic 
measure can be justified, if at all, only on grounds of immediate administrative 
necessity. Selective decontrol should follow as a matter of course, with a view 
to liberating all markets that can properly be left to the normal price regulator 


Implications of the principle 


If we adhere to the fundamental principle that the occasion for price control 
is the breakdown of the usual price regulator, we come at once to an interesting, 
and indeed rather startling, conclusion. Since prices are continually rising and 
falling in normally competitive markets, a price increase as such is not a reason 
for control. It may be a signal for investigation, but that is all. The test is 
not the movement of the price, but its relation to costs. If under the stress of 
the emergency it has run away from costs, yielding a cost-price relation beyond 
the range of normal variation, the market may be considered insufficiently com 
petitive, and the question of control arises. But if the price movement represents 
merely a normal market response to higher costs, control should be excluded 

Another corollary of the basic principle the Machinery Institute advances is 
that each market should stand on its own feet in relation to control. By this 
we mean that if a market remains normally competitive, and is entitled therefore 
to be left free by our standard, it should not be controlled to bring additional 
pressure on other markets, whether for labor or materials. These other markets 
should be controlled, if at all, directly. We emphatically reject the whole idea 
of forcing “cost absorption” on sellers Whose own prices are reasonable in order 
to get at their workers or suppliers. If the cost increases aimed at by indirection 
are not or cannot be controlled directly, there is no justification for penalizing 
those. who must of necessity bear such increases. The squeeze play should be 
ruled out. 

If the use of price control is confined to markets where prices run away from 
costs, and where the increased spread is not justified as a stimulus to the expar 
sion ol supply, it will be found, in all but supreme emergencies at least, to have 
a fairly limited application. Certainly in the present situation there are 
enormous areas of the economy in which cost-price relations are within the norma 
range of variation, and in which, therefore, the usual regulator of price should 
be allowed to govern, 


Price control and inflation 


It is widely said, and even more widely believed, that we must have general 
price control to prevent “inflation.” It is of course only natural, in an era of 
rotting currencies, when the cruelties of inflation are vivid in the recent experi 
ence of millions, that a remedy should be sought in this direction. The fact 
retuains nonetheless that it is a false remedy 

The basic cause of inflation is excessive monetary purchasing power, that 
to say, purchasing power in excess of the value, at existing p 


is 
ces, of the goods 
ind services the community can produce. The basic cause of excess purchasing 


power in turn is an overexpansion of the supply of mone s li is the universal 
experience that unless excess purchasing power is drained off by taxation, credit 
ontrol, and similar measures, and unless the expansion of the money supply is 


kept in line with the needs of the community, general price cont 


OLborings at most 


brief delay in the inevitable consequences, a delay purchased at heavy t 
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in the bedevilment of business operations, the corruption of public morals, ;: 
the proliferation of inequities and injustices on all sides. Control attempts 
suppress the symptoms of inflation without reaching the cause. 

Since all this has been said many times before, at great length and w 
ample documentation, I apologize for repeating it. It will serve, however 
background for a distinction we wish to draw. Inflation is not a price ley: 
it is a process, the process of monetary overexpansion. The important thing 
to arrest this process, not to hold a particular level of prices. 

It is often assumed that “holding the price line” by direct controls is i) 
facto a contribution to arresting the inflationary process. This is by no meas 
necessarily the case; indeed the two objectives may be in conflict. If, for ox 
ample, the threat of monetary overexpansion arises fronr a Government defi 
the reduction of this deficit by additional taxes can be anti-inflationary eve 
though the levies take the form of excises or sales taxes added directly to the 
prices of the goods and services affected. The increase in the price level fr: 
this cause is a one-shot affair, whereas increases resulting from continu 
monetary expansion are recurrent and cumulative. The one-shot increase now 
nay prevent much greater increases later. 

If this is true when all of the one-shot addition to prices accrues to the Go 
ernment in the form of taxes, it may be true also when a large fraction of th 
addition so accrues, Take, for example, price increases the proceeds of which 
are added to the taxable income of corporations. Under present tax rates soni 
thing like 7O-SO percent of the additional incame may be expected to go 
the Federal Treasury.’ By helping to balance the budget, and thus to arres 
the inflationary process at its source, such price increases may be anti-infla 
tionary in long-run effect, even though their initial impact, as with sales taxes 
is a Somewhat higher price level.” 

We are not arguing that the inflationary process should be combatted by the 
artificial stimulation of corporate earnings. We are, however, attacking the 
popular fallacy that squeezing these earnings by general price control is anti 
inflationary. If it results in a larger Federal deficit and a greater expansion of 
the money supply in consequence, it helps to feed the inflationary fires. In this 
case the slightly lower price level of the moment is obtained at the cost of a 
higher inflationary potential for the future. 


Summary 


Let me summarize this philosophical discussion in a few words. Government 
control is one of the most incompetent, inefficient methods of price determination 
ir is possible to devise. The general presumption is therefore strongly against it 
and in favor of the free market. A war or a major defense emergency may, how 
ever, develop situations in which this presumption is properly overridden. Save 
possibly for an initial quick freeze at the outbreak of the emergency, to be appro 
priately relaxed as promptly as possible, price control should be on a limited and 
selective basis. It is a remedy for sitnations in which the normal regulator of 
price, market competition, is clearly ineffective for the maintenance of reasonab| 
cost-price relationships. General or across-the-board control of prices, ofte 
advanced as a preventive of inflation, is an illusory remedy. The root cause of 
inflation is excessive money purchasing power, and if this is not attacked by 
appropriate measures, the battle is lost. The attempt to suppress the symptoms 
of the disease by general price control may even aggravate it in the long run. Any 


‘Corporations are subject to a rate of 52 percent on all income up to their excess-protit 
eredit (30 percent on the first $25,000) and to a rate of 82 percent on income above th 
credit, with an over-all ceiling of around 70 percent. Much of any added income will fa 
in the 82 percent and 70 percent brackets. Moreover, any dividends from what remains 
the incremental income are subject to personal taxes against the recipients. The co! 
bined marginal tax take must therefore be something like 70-80 percent. 

“It should be pointed out, of course, that the net budget position is not improved }b) 
the full amount of the added revenue, since there is a partial offset in the higher prices th 
Government pays on its purchases from corporations. Under most conditions, and cer- 
tainly under the conditions now confronting us, this offset is comparatively small. Suppos: 
for example, that the Government accounts for 20 percent of corporate sales, Tf, as 
are assuming here, the entire increase in such sales by reason of price advances is carried 
through to taxable income, the added tax revenue equals 70-80 percent of the increa> 
while the addition to Government expenditure is 20 percent thereof (the Governments 
fraction of total sales) On this basis, the revenue gain is 3.5 to 4 times the loss fro! 
increased expenditure. 

We may add that in practice the Government is in a position to protect itself from pri 
increases by the device of contract renegotiation, while continuing to realize the reve! 
gains that result. (under the assumed conditions) from increased prices for others. Thu» 
the budget effect may be even more favorable than the foregoing example indicates. 
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community unwilling to prevent inflation by the correct measures may as well 
take the consequences as it goes along. 


Il. THE DECONTROL PROBLEM 


it is hardly necessary to point out to this committee that if we accept the 
fundamental philosophy of price control I have outlined, the conclusion follows 

aut a massive decontrol program is now in order, indeed is long overdue. The 
wholesale price index is nearly 5 percent below a year ago. The Consumers’ 
Price Index, which has risen slowly until recently in delayed reflection of earlie1 
wholesale price increases, is only 3 percent above a year ago, and should from 
here on reflect declining wholesale markets. In the last few weeks it has become 
evident that we have turned the corner on many raw material shortages and 
hat supplies will become progressively more abundant. Even with the alloca- 
ons recently in effect, supplies of finished Consumers’ goods have been generally 
unple: indeed, many lines have been in surplus. In consequence a tremendous 
olume of goods is moving at prices substantially below ceilings. 

It is safe to say that merchandising generally is at least normally competitive 
nd that a similar condition prevails in most lines of manufacturing. Situations 
that justify continued price control are now, in fact, relatively few, and are of 
onstantly diminishing importance. The real question that now presents itself 
s whether to decontrel immediately and across the board or to impose a statu- 
tory formula for selective decontrol that will compel OPS to release all but the 
few situations just referred to. The answer turns, of course, on the importance 
of maintaining control over these few situations. Our own judgment is that 
nder present conditions the advantages to the economy of complete decontrol 
mtweigh any possible gains from the continued regulation of such situations 

Complete decontrol is therefore our first recommendation If. however, this 
s not aecepted, we propose, as a less desirable but necessary alternative, a 
statutory requirement for the immediate selective decontrol of all normally 
competitive markets, in line with the philosophy propounded earlier 

\ further comment on why the institute recommends complete decontrol. It 
wis pointed out a moment ago that the Nation is beginning to emerge from the 
period of materials shortages accompanying the build-up phase of the de 
fense program, and that even the shortage period itself has been characterized 
yan abundance of consumers’ goods. Since we have turned this corner, there 
ippears no prospect of renewed inflationary pressure except from two causes, 
for neither of which is price control the remedy. These two causes are san 
mbalanced Federal budget, and cost increases forced on the economy by the 
argaining power of labor unions. 


Budgetary policy 


Let me deal first with the budget. It is gratifying to have the recently ex 
ressed view of the chairman of the Joint Comnpaittee on the Economic Report, 
Senator O'Mahoney, that Congress can hold expenditures in fiscal 1953 to a 
evel that will permit a balanced budget, on a cash basis, for that year. It 
s even more gratifying to note that the committee itself is in general agree 
nent. If this goul can be achieved, as we believe it can, it will remove the 
hreat of further inflation through Federal deficit financing If, moreover, 
this pay-as-we-go policy is supplemented by appropriate restraints on the ex 
wnsion of private credit the threat from this source can also be removed. 


ce control and wage increases 


et us turn now to the second source of inflationary pressure just mentioned, 
ie enforcement of cost increases by labor unions. There is a widespread belief 
ait general price control is desirable in order to hold wages in check. We have 
ready indicated our view that each market should stand on its own feet in 
relation to control, hence should not be squeezed for the purpose of bringing 
direct pressure on other markets. This principle applies, of course, to the 
ltempt to get at wages through price control, But even if this attempt were 
ot condemned for injustice, it would still be condemned for futility It will not 
vork. If rising wage costs are not restrained directly, they will not 
strained by this indirection. 

The fundamental cure is of course the same for both rising prices and 


d rising 


} 


t} 


long be 


ize costs: the avoidance of excessive demand—for goods in the one case, for 
bor in the other—through restraints on the monetary purchasing power of the 
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community. Unfortunately, this basic remedy is less effective in the case of 
labor costs than in the case of Commodity prices. This is because collective bay 
gaining often results in substantial wage advances in labor markets that are 1» 
tight, or indeed even under pressure. ‘There is no assurance, therefore, that 
depressurizing the economy generally by monetary, fiscal, and credit policy w 
limit undesirable wage increases to tight markets, as ordinarily it so limits 
excessive price increases. 

This tendency of wage costs (including of course, the cost of “fringe benefits 
to rise faster than the general advance in productivity is a problem of most coun 
tries with a highly organized labor movement. It is, moreover, a problem for 
Which no satisfactory solution has yet appeared. The point to be noted here 
is that it is a perennial, or endemic problem which existed long before thie 
Korean emergency and will be with us long after that emergency has passed 
Whatever the solution may eventually turn out to be, it certainly is not thi 
restraint of wage costs through general price control, a policy, as LT have just 
stated, not only grievously unfair to industry but futile as well. We oppose 
resolutely the continuance of price control for this purpose. 


Conclusion 


In view of our recommendation for general decontrol of prices, LT shall not 
take up your time with suggestions for the reform of control, particularly since 
our Views on this subject have been presented to the committee on former occ; 
sions. I am, however, supplying copies of these previous statements for yout 
convenient reference. The first, entitled “Control of Capital Goods Prices.” was 
presented on June 5, 1951. I should like to say that if general decontrol is 
denied, our plea in that statement for decontrol of capital goods is reaffirmed 
We believe the case is even stronger today than when it was originally made 
The second statement, entitled “Proposed Amendment of Section 402 (d) (4) 
of the Defense Production Act,” was presented to a subcommittee of this com 
mittee on September 17, 1951. It opposed the emusculation of the Capehart 
amendment by the substitute offered by the administration. We continue to 
oppose its emasculation, not to say its repeal. 

‘These two statements by no means exhaust the suggestions we are prepared 
to offer for the reform of price control, but we hope they will be made irrelevant 
by the decision of Congress to abolish it. The fact is that no really adequate o1 
satisfactory reform is possible. Price control is inherently and incurably an evil 
to be tolerated, on a minimum basis, only under conditions of grave emergency 
Sivce such conditions no longer exist, there is but one sound policy: to vet 
rid of it. 


Production control 


While this statement has dealt primarily with price control, its basic premise 
as to the role of normal competition has equal application to production contro 
We offer therefore a concluding recommendation on the extension of the produ 
tion control authority in the Defense Production Act. 

In view of the easing of materials shortages it will be possible during the fort! 
coming year to decontrol selectively a very substantial proportion of the items 
now under allocation. This should, of course, be done. It is gratifying to note 
that the administrators have announced a policy of progressive decontrol. The 
institute believes, however, that Congress should issue specific instructions that 
decontrol be pursued diligently and at the earliest possible noment. Because of 
continuing shortages in some sectors and the need to assure first availability for 
defense requirements, it seems unlikely at this date that complete decontrol w 
be feasible as early as June 30, 1952. A limited extension of authority may 
therefore be desirable. The institute believes that in no event. however. should 
such an extension be made for a period beyond June 30, 1955 


PROPOSED AMENDMENT OF SECTION 402 (D) (4) OF THE DEFENSE Propuction Ai 


Mr. Chairman and gentlemen of the committee, the bill before the committe: 
S. 2092, is offered as a substitute for the present section 402 (d) (4) of the 1% 
fense Production Act, popularly known as the Capebart amendment, a sectio: 
only recently added to the statute in the 1951 revision. Im behalf of the M 
chinery and Allied Products Institute I should like to offer a few brief comments 
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PRINCIPAL PROVISIONS OF THE BILL 


By way of clarifying the provisions of S. 2092, let me summarize them in 
three simple propositions. 

(1) No ceiling price regulation for manufacturers or processors which be- 
comes effective after the enactment of the law shall establish a level of prices 
below the lowest of the following: 

(a) The level prevailing just before the issuance of the regulation 

(b) The level prevailing during the period January 25 to February 24, 
1951 

(c) The highest level prevailing during a representative base period be 
tween January 1 and June 24, 1950, adjusted for subsequent increases and 
decreases in costs up to July 26, 1951. 

(2) Ceiling prices established under regulations issued prior to the enact 
ment of the law are exempt from this requirement.’ 

(3) The President shall make appropriate provision for the adjustment of 
ceiling prices (of manufacturers and processors) which result in financial 
hardship 

EXEMPTION OF EXISTING REGULATIONS 


What the bill does in effect is to lay down certain minimum standards for 
manufacturing price regulations that become effective after its enactment, from 
which standards it then exempts all regulations issued prior thereto. As the com 
mittee well knows, manufacturing is already comprehensively covered by existing 
price regulations. Unless, therefor, OPS chooses to cancel these rgulations and 
issne new ones conforming to the prescribed standards, the bill will have no 
effect whatever on its operations in this field. It is, in fact, a complete nullity 
We have here a classic example of locking the barn door after the horse is stolen 

It may be said that in exempting existing price regulations the bill simply 
follows the present law. It is true that both state an exemption in substantially 
the same language, but the effect is qualified in the law, as it is not in the bill 
by the requirement that the President shall, upon application, adjust ceiling 
prices which are below the highest price received between January 1 and June 
24, 1950, after allowanee for subsequent increases or decreases in all costs up 
te July 26,1951. This requirement, which applies to all price ceilings regardless 
of the date of the governing regulation, is eliminated from the bill, and nothing 
s substituted save the weak and ineffectual admonition that “the Vresident 
shall make appropriate provision for adjustment” of ceiling prices “which result 
in financial hardship.” This substitute, indeed, adds nothing to existing law, 
since it merely repeats language already in another section of the Defense 
Production Act. 


PROPOSAL TO STRENGTHEN THE RILI 


In saving that the present sction 402 (d) (4) applies through the relief 
provision to existing price regulations, I do not mean to imply that it is satis 
factory in this respect. On the contrary, we believe it very much needs strength 
ening. We believe, moreover, that the line of approach is cleat Instead of 
exempting existing price regulations from the standards prescribed for new ones, 
ind then permitting relief applications to secure a piecemeal conformity to one 
of these standards (pre-Korea prices plus full cost adjustment to July 26, 1951), 
Congress should require that all existing regulations shall be revised within a 
limited period to conform to the standards for new regulations. This will 
eliminate the illogical and, in our judgment, indefensible discrimination against 
ndustries that happen to be subject to regulations issued prior to an arbitrary 
date. Surely if the standards for future regulations are desirable and neces 
sary, as we believe, they are equally so for all. 

If OPS is required to revise existing regulations within a reasonable time 
to conform to the three statutory standards prescribed in S. 2092 for new regu 


Nothing in this paragraph shall prohibit the establishment or maintenance of a ceil 
ng price regulation * * * which * * *® (2) is established under a regutatiot 
ssued prior to the enactment of this paragraph.” The apparent intent of this garbled 
nguage is to exempt from the requirement even price ceilings imposed in the future under 
regulations issued prior to the time of enactment 
a 102 (¢) provides that “the President, in establishing and adjusting ei] 
gs * * * shall make such adjustments as he deems necessary to prevent or = 
rdships or inequities.” 
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lations (standards taken, with one slight modification, from the present la) 
this will eliminate the need for the appeal procedure now provided by section 40) 
(d) (4), and will obviate the administrative difficulties inherent in this } 
cedure, of which the control authorities have so loudly complained. Not o: 
that; by coordinating and rationalizing existing regulations under Common sta: 
ards it will reduce the necessity for relief appeals under other provisions 
law. 

In our proposed redraft of S. 2092, which you have before you, we stipula: 
that price regulations that became effective prior to the enactment date mus: 
be revised within 90 days after enactment to conform to the standards prescri} 
for future regulations. This should give OPS a reasonable time for the 
vision, particularly since our draft continues to limit the application of the |, 
to regulations for manufacturers and processors. 


COST ADJUSTMENT PROCEDURE 


It will be noted that we have preserved, so far as possible, the language 
the present bill. We have been particularly careful to follow the languace 
relating to the adjustment of costs for increases and decreases between 
pre-Korea base period and July 26, 1951. Since this language was accepted | 
OPS for cost adjustments under future regulations, we assume it is satisfacto 
for the revision of existing regulations. 

While we have preserved the language on cost adjustment so far as it goes 
we have supplemented it by a definition of changes in cost. Perhaps I may 
permitted to develop the reason for the definition by quoting from a_ recent 
letter of the President of the Machinery Institute, Mr. William J. Kelly, t& 
Mr. Michael DiSalle, Director of Price Stabilization. 

“Basically, there are two alternative concepts [of changes in costs] betwe: 
which the choice must lie. The first is the one embodied in the adjustme: 
provisions of CPR 30 and other manufacturing regulations. Changes in Costs 
between the pre-Korea base period and the cut-off date are measured by chan 
over the interval in the purchase prices of the various amounts and elements 
of cost—labor, materials, etec.—which entered into the base-period production w 
der analysis. These changes are added up and related to the price or value ot 
that production to derive the price adjustment. This reckoning ignores var 
tions between the base and terminal periods in the efficiency of productio! 
whether due to changes in the volume of operations or other factors. The seco: 
concept measures changes in costs after allowance for such variations in efficienc) 
The adjustment in this case reflects the combined effect of Changes in the wu 
prices of the various components of cost, changes in the ‘mix’ or compositico 
of these components, and changes in the efficiency with which they are utilized 
production. 

“We submit that the first concept is in principle the correct one for price-cont 
purposes. For the second, when adjustment is made for all cost changes, tim 
into simple margin freezing. If it were rigorously applied, every ceiling pri: 
would be adjusted to yield the manufacturer in the cut-off period the same pro 
margin (before income tax) per dollar of sales that he obtained in the pre-Kor 
base period. The consequences of this policy would be grotesque. Not only wou 
gains in efficiency be penalized and losses rewarded; market-price relationshiys> 
would be completely distorted by the wide differences in the ceiling adjustment! 
granted different producers of the same product. 

“It may seem supertiuous to mention this subject, since OPS has thus far 
hered in CPR 30 and its sister regulations to the correct concept. LT bring it up 
however, because of reports that in exploring adjustments for post-Korea 
creases in overhead costs, as called for by the Capehart amendment, OPS is co 
sidering a departure from the procedure now used for direct factory costs 
is suggested that the change in overhead cost may be derived simply by compu 
ing overhead per unit of output in the base and cut-off periods. We hope this 
report is unfounded, but if not we should like to protest the proposal and to offe: 
to develop further our position on the matter, either orally or in writing.” 

We have inserted the definition of cost changes in our proposed draft of thy 
bill because it is still not clear that OPS intends to accord correct and consistent 
treatment both to direct costs and to the indirect and overhead costs for whic! 
adjustment is also required by the bill. 


5 As the committee knows, the text of S. 2092 was drafted by OPS. 
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RELIEF PROVISIONS 


it will be noted that we have dropped the last sentence of S. 2092, which re 
juires the President to adjust ceiling prices causing financial hardship. ‘The 
eason has already been indicated: It adds nothing to existing law. It is ques 
ionable, in any event, whether the present paragraph, which is concerned with 
the establishment of initial price ceilings, is the place for a general relief provision 
This does not mean that existing law is adequate in this respect, or that the 
inistration of ceiling price relief is satisfactory. On the contrary. Nothwith 
standing the now substantial period it has been operating and the general admo 
tions in the law that reasonable relief should be made available, OPS has yet 
promulgate a regulation making provision for industry-wide relief, and its 
dard formula for individual company relief, as embodied in the various manu 
cturing regulations, is a travesty and a delusion. If the actions, and the in 
tion, of OPS thus far are consonant with the relief requirements of the present 
w, it is clear that the law needs strengthening. 





While the institute has not attempted to draft a legislative proposal on this 
biect in connection withthe revision of section 402 (d) (4), it has recently 
iblished a discussion of the general principles governing ceiling price at 
nuts which I believe the committee will find of interest With your permission, 
| should like to submit for the record the most recent issue of the Capital Goods 
iew, Which is devoted entirely to this discussion Il submit also, of Courss 
» proposed redraft of S. 2092 presented earlier 


S. 2002 


IN THE SENATE OF THE UNITED STATES 
A BILL To amend the Defense Production Act of 1950, as amend 


Be it enacted by the Senate and House of Representatives of the United States 
imerica in Congress assembled, That section 402 (d) (4) of the Defense Pro 
ion Act of 1950, as amended, be, and the same is hereby, amended to read as 

lows! 

(4) After the enactment of this paragraph no ceiling price regulation aj 
ible to the sales of manufacturers or processors of any materials shall become 
tive which establishes a level of prices for such sales below the lowest of (A) 

e level prevailing for such sales just before the date of issuance of the regula 
(B) the level prevailing for such sales during the period January 25, 1951 


February 24, 1951, inclusive or (C) the highest level prevailing for such sales 
ing a representative base period between January 1, 1950, and June 24, 1950 
lusive, adjusted for increases or decreases in costs between such period and 
y 26, 1951. The adjustment for increases or decreases in costs s] include 
ustment for changes in material and factory labor costs and a reasonable 
owance for changes in all other costs including indirect labor, factory, selling 


vertising, office, and all other production, distribution, transportation, and 
inistration costs, which are properly allocable to the production and sale of 
materials sold by the manufacturers and processors, For the purpose of this 
graph the term ‘increases and decreases in costs’ means : 
eases in the unit prices of the separate elements or components of cost. No 
ling price regulation applicable to the sales of manufacturers or processo 
hich became effective prior to the enactment of this paragraph shall remail 
effect more than 90 days after such enactment unless revised to conform to the 
uirements set forth herein for regulations effective after enactment.” 


Creases and de 


The CHarMan. Next we have the chamber of commerce. Mr. 
Johnston, will you come up / 

Senator Rospertson. Mr. Chairman, I am pleased again that we have 

other outstanding Virginian to testify before us. We had two on 

sterday. Mr. Clem Johnston of Roanoke is the son of a very dis 

iguished former president of the Norfolk & Western Railway. He 

is been outstanding in chamber of commerce and civic work in 
Virginia. He now has a little home in Florida, and I wish I could go 
down and visit him there sometime. Iam glad he is here today. 

7 aeeacaaeadl Mr. Johnston, your statement will be printed in the 

ord, 
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I have read most of it, myself. Whatever you wish to do about reac 
ing part of it, or as much as you can, or commenting on it from sectio) 
to section, it would be appreciated by us, because we have nine 
witnesses. 

Mr. Jounsron, That statement in your folder is 36 pages. [ pro 
pose to read only the summary, whic h will require less than 10 m 
utes’ time. 

The CuHairman. We would not ask you to do that, just to limit vy 
talk, if you could. 


STATEMENT OF CLEM D. JOHNSTON, UNITED STATES CHAMBER 
OF COMMERCE 


Mr. Jounsron. Gentlemen, my name is Clem D. Johnston. 

I am the proprietor of the Roanoke Public Warehouse, Roanoke, 
Va. 

Tama Director of the Chamber of Commerce of the United States 
and I come before you today in behalf of that organization to dis 
cuss the eee extension of the Defense Production Act. The 
chamber is a federation of 3,143 organizations, of which 2,664 are 
State, loc 2. and regional chambers of commerce, and 479 are trace 
associations. ‘This is the group which originally approved the policy 
viewpoint which I am offering you today. In addition, representa 
tives of a number of State chambers worked with us in developing this 
testimony and they endorse it in toto. 

These State chambers are Alabama, Arkansas, Delaware, Kansias, 
Missouri, New Jersey, New York, Ohio, Pennsylvania, South Carolina, 
South Dakota, Texas, West. Virginia, Illinois, Indiana, Wisconsin, and 
Virginia, 

I have with me today, Dr. Emerson Schmidt, and Dr. Tom John 
son from the economic research staff of the chamber. 

The policy of the chamber of commerce, unanimously adopted 
at the annual meeting in the spring of 1951, states that the primary 
weapon against inflation must be the indirect measures of monetary 
and fiseal policy, general credit control, taxation and savings, and 
that there should be prompt termination of all wage and price con- 
trols. 

We would like to reiterate our position and ask that these wage 
and price controls be allowed to expire on June 30, 1952. 

The other provisions of the Defense Production Act should not 
be continued beyond March 1, 1953. By that time the economy should 
be in a position to provide both the requirements of the defense pro 
gram and the civilian economy without the need of complex produec- 
tion controls. 

While we believe that there should be some means available for 
assuring an adequate flow of strategic materials for the defense pro 
gram, in view of the increases in supplies of many items that are now 
occurring and will occur by the end of 1952, Congress should 
examine the remaining parts of this act early next year, regarding 
the need for its further continuation in whole or in part. 

Inflation was checked in the spring of 1951 and has remained under 
control, due primarily to the increases in taxes, credit controls, in 
creased savings, and the balanced position of the Federal budget. 
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Price control has had little or nothing to do with this stability, as 
is suggested by the way in which individual prices have behaved 
since January 195l1—some stable, some falling, and some rising 
slightly. 

Senator Carenart. I have been telling everybody the Capehart 
amendment did that. Apparently you do not agree. 

Mr. Jonnsron. I think it has been helpful, Senator. 

[f you will refer to the chart at the close of the summary you will 
see how some of these prices have been behaving. 

far, in spite of repeated Government predictions, shortages of 
consumer goods have failed to materialize. In fact, many items are 
in oversupply. This includes many durable goods as well as soft 
goods. The textile industry is in a depressed state, operating con- 
siderably below capacity. 

[ happen to come from Roanoke, Va., and we are distressed there 
that the American Viscose Corp. was closed down for an indefinite 
period. They employ 3,000 people. 

Retail trade generally is characterized by buyers’ markets. In spite 
of strenuous merchandising campaigns, inventories have continued to 
mount during the last year until they stood at $70.2 billion in Decem- 
ber 1951. 

The pipelines are full of goods. Many food items are selling below 
maximum price ceilings. 

Senator Scuorerren. Mr. Johnston, the Government economists were 
in here trying to seare everybody to death. If we had listened to 
them, we would have tied the economy in knots. How can men miss it 
so far as those men missed it¢ Do they not have access to the same 
information ¢ 

Mr. Jounstron. [ am in a good position to know something about 
that myself since I operate a warehouse distributing approximately 
300 manufactured items. In our case, items that were in short sup- 
ply 6 months or a year ago—appliances, lubricants—are in oversupply. 
The only thing we have short today is warehouse space. 

Senator Bricker. Is that true throughout the country / 

Mr. Jounstron. Generally that is true. 

In only a few instances are prices pushing against ceilings. I hap- 
pen to be director of a small foundry in Roanoke which manufactures 
cast-iron soil pipe that has been in notably short supply, out within the 
last 3 weeks we had to shut down one production line because inven- 
tories were growing too high. 

Senator Bricker. Almost over night ? 

Mr. Jounsron. That is right. 

Senator Bricker. That is hard to understand, today there is a 
shortage, tomorrow an oversupply. 

Mr. Jounstron. The markets have a way of out-running the sta- 
tistics, Senator. 

While the consumers’ price index has continued to creep upward, 
wholesale prices turned downward last April and have continued 
downward ever since. The great rises in wholesale prices in late 1950 
and early 1951 are just now working themselves through the retail 
price structure. As wholesale prices continue drifting lower, their 
reaction upon retail prices is bound to follow. 

Senator Bricker. OPS has taken credit for that. 
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Mr. Jounston. We reiterate, we think wage and price « rontrols have 
had little or nothing to do with the movement of these prices. 

We are well along i in the process of expanding the industrial base 
of our economy so ‘that we will be able to ¢ arry the burden of | 
defense program as well as maintain and increase civilian produc fen 
unless there is a basic change in the international situation. 

Unless we become involved in total war, any resurgence of the bu, 
ing spree which occurred in the months after Korea is generally « 
counted, 

Senator Bricker. What if we move into southeast Asia ? 

Mr. Jounston. That, sir, would depend. I might express it t) 
way: If the demands of the military remain below 20 percent of ov) 
gross national product, we can have guns and butter both here 
home. If the world situation deteriorates to a point where it tak 
40 percent of our gross national product, as it did in World War II, 
then I think we should have to consider employing many contro 
measures. 

Senator Bricker. A psychological buying spree does not depend « 
the amount the Government is going to use. In anticipation of thy 
situation in Korea, it would not have justified the tremendous spurt 
in buying, the scare buying. 

Mr. Jounston. Senator, I think you have essentially a differe 
situation. At the time of Korea we still had pent-up consumer ci 
mand for a great many items. ‘Today pipelines are full, and co) 
sumer demand, by and large, has been satisfied. 

Senator Bricker. At the time Korea broke out, what was in shor 
supply ¢ 

Mr. Jounsron. Refrigerators, water heaters, electric ranges, tli 
whole line of appliances which were just coming out in their improved 
cheap form, and the public was hungry for them. 

There was a great deal of home buik ~~ at that time, and it create: 
a demand for a great deal of furniture. Today the demand for hon. 
furnishings is way off. 

Senator Bricker. That was the year when they built 1,400,000 ney 
homes. 

Mr. Jonnstron. I think so; ves, sir. 

If price controls are abolished, will not prices rise? We want to sa 
frankly here some prices will rise, others may fall, and others wil 
remain constant. 

But, isthisan evil? Wethink not. We think the free market a 
free prices are the very heart of our free economy and the free a 
mechanism is our greatest “secret weapon. In fact, with prope 
monetary and fiscal policies the general price level can be held cor 
stant, even though individual prices are in a continual state of flux. 

In a competitive market economy there is constant shifting of pr 
duction and consumption in response to countless ch: anges in price: 
When price controls attempt to freeze any market pattern they soo 
become unrealistic to changing conditions. And such price control: 
based upon long, involved complie ated regulations, are impossible to 
adjust quickly. 

The normal competitive market makes every day in the norma! 
course of busines more price adjustments than a Government agency) 
could process in 6 months, and these adjustments are generally mad: 
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quickly and in appropriate amounts, by experts in close touch with 
their respective markets. 

Senator Bricker. And they will not be the same all over the 
country ¢ 

Mr. Jounsron. No, sir; entirely different, and I will touch on that 
a little later. 

| had some experience in this field when I was chairman of the 
Warehousing Advisory Committee under OPA. We had consider- 
able difficulty even in those times in trying to adjust prices. We were 
completely ineffective. 

Governmental price fixing, on the other hand, is slow and insens! 
tive to market conditions. Each price adjustment must be studied, 
investigated, approved by the appropriate authority and put into ef- 
fect. By the time such ts akes place, the pr ice adjus stment has long since 
ceased to be relevant. Government regulation is one of the most in- 
competent, ineflicient methods of price determination that it is possible 
to devise. The same can be said for wage controls. 

Mr. K. W. Taylor, of the Department of Finance in Canada, has 
very appropriately stated the case against price control: 

It seems to me that the oversimplified popular argument for immediate over 
all price controls fails on three counts: first, that by themselves they will be 
ineffective, since they do not go to the root of the matter; second, that to be 
administratively possible they require a unanimity of support, 
purpose, and an actute sense of urgency which do not at present exist; and 
finally, the unless we can feel sure that they can be abandoned within a rela 
tively short time, they will begin to erode the foundations of t! 
we are resolved to defend. 


a singleness of 


e very freedom 


Direct price and wage controls can only attempt to cover up unde! 
lving inflationary facts. A general rise in prices is only a symptom of 
inflation. 

If we are to maintain a balanced budget and prevent inflationary 
deficit financing we must look primarily to reducing Government 
expenditures to within estimated revenues. 

This ean and must be done. 

Senator Bricker. Did you give consideration to the 
Federal Reserve has / 

Mr. Jonnsron. Yes: and it is entirely essential that that independ 
ent power he retained. | 

Senator Bricker. And exercised / 

Mr. Jounsron. And exercised. 

Senator Bricker. That is the most potent weapon we have against 

nerease in the currency and the credit of the country. 

Mr. Jonnsron. We are in full agreement on that. 

Senator Bricker. In fact, it was the reverse of what is needed now 
that brought on the inflation we are facing at the present time. 

Mr. Jounsron. The fact that we actually had an appreciable sur 
plus in the last fiscal vear and we will have a budget roughly in bal 
ince in this fiscal year has contributed effectively toward the price 

ibility since last spring. The Government has been 
new —— through deficit financing. 

\ balanced budget, effective monetary peney and eredit controls. 
is a as debt management policy and increased personal savings, 
‘the only effective means for controlling ‘ai ation. To the extent 
we hae employed them in the last vear we have seen inflat ion checked 


power the 


creating ho 
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We must continue them in the future. It is interesting to note the 
effects of these controls in foreign countries. Canada has refused to 
adopt wage and price controls and she has experienced no greater 
inflation than we have in this countr y. 

The CuarrmMan. Can we do that ¢ 

Mr. Jounsron. I think we can definitely, sir. 

The Cuairman. I notice in the last part of your remarks that yo 
even suggest additional taxes to be certain that the budget would b 
balanced. 

Mr. Jounsron. I think we are already at the productive limit of 
taxation. 

The CHamman. Well, now, for instance as of now the budget js 
balanced, insofar as deficit spending is concerned. The military has 
got I think some $30 billion appropriated last year that they hay 
never used. Now, next year they are going to have some $40 billion. 
Secretary Lovett sent a letter down here to the effect that they are 
going to spend 70 billion in the next 4 months. 

Unless we reduce appropriations about $14 billion, we are going 
to be in a deficit next year. That is what has got me worried. | 
think we may have to cut down a lot of this foreign aid. I think 
we are going to have to limit the military to what money they can 
spend, and not create the huge sums of nondeficit spending, but create 
these contract authorities way in the future, because it confuses the 
minds of so many people. 

Mr. Jounsron. 1 am in full agreement with you. 

The CuarrMan. I do not know that we can cut down $14 billion. 
That is 2 lot of money. 

Mr. Jounston. I think we can if we put our minds to it. I had 
32 years in the military service in reserve or other status. During 
the last war I was Chief of Warehousing for Army Ordnance. Fo!- 
lowing the war I spent a year in Mr. Forrester’s office as a deputy) 
director of civil defense, and during the war time I was with General 
Somerville in part of his control division. I did see a good deal of 
that. I am of the firm conviction that a is not a place that with 
proper exercise of good judgment and planning, we cannot reduce 
the cost in dollars by 25 percent, without reducing the end product. 

The CuarrMan. I could not argue against you, but who is going 
to do it? 

Mr. Jounston. Well, that has got to be done by the men who know 
how to do it best. 

The CuarrMan, I have been trying to find somebody to do it on 
the Appropriations Committee, but I cannot find any who admit what 
you say is correct. 

Mr. Jounsron. I do not want to overplay our part as businessmen 
Let me give you our own experience. I said I was the Chief of War 
housing for Army Ordnance. We had 83 depots, employing 125,00! 
men during the war. Some of us who had had experience in the 
warehousing field believed that while they looked all right, and passed 
all the various committees, they were not efficient. The general gav: 
us permission to go out and recruit 400 businessmen, material hai 
dling experts, men who knew office procedure, and so on. We selected 
them from 6,000 names supplied by trade associations and chambers 
of commerce. 


4 
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| was privileged to be the one to make that selection to help train 
thosemen. In one3-month period, we were able to reduce our person- 
nel from 123,000 to 83,000. We increased the tonnage handled by 25 
percent at the same time. 

Senator ScuorrreL. We need you in Government today. 

Mr. Jonnsron. Within the last 3 months we have made three calls 
on Mr. Foster, the Under Secretary of Defense, offering as many 
businessmen as he might choose on such terms as he might dictate. 
We would help to find them in order that their know-how could be 
utilized. It is nonpolitical, and they would accept a cut in salary. 
Many men in industry today getting $30,000 could be recruited for a 
$7,900 salary for not exceeding a 2-year period. Their business would 
let them go, and we think they ih work miracles. 

Senator Bricker. Was vour offer accepted ¢ 

Mr. Jounston. It was graciously received. We have not had a call 
for any personnel as yet. 

Dr. Scumipr. I think, Senator, you gave the correct answer yourself 
in that excellent speech on Mare h 5 before the Bankers Association, 
which Senator Robertson has read into the Congressional Record. 
You did not forecast a $14 billion deficit, but a $6 billion deficit. 

The CHArRMAN. Because I intend to vote for reductions, and I think 
my colleagues are going to vote, too, to cut billions off foreign aid. 

I was referring, of course, to the $14 billion, which is the sum men- 
tioned in the President’s message. 

Senator CAPEHART. | am in a good position ; I have not voted for 
any of it, so Lam all right. L will not have to make any retreat at all. 

The CHairMaN, It is not so easy as our friend the President says to 
get these Army people, and so forth, to make these reductions of 2; 
percent that you mention. From what I see as a member of the he 
propriations Committee, and I think Senator Robertson will agree 
with me, it is rather hard to get them to see our way. lf am sorry Mr. 
Foster has not taken advantage of your offer, 

Senator Capenarr. The responsibility for aan expenditures 
lies with the Congress, and Congress alone. We ought to reduce it. 

Mr. Jounsron. Sir. I would like to have the desire to reduce exist 
inallthe services. I have been a party to the computation of require 
ments of 4 million items that the military uses, those requirements, 
some of - ‘m tiny in themselves, are m: ade up by second leutenants, 

nd civilian employees—earnest souls who do not take any chances. 
Afte r they make their computation they usually add a hundred percent 
for contingencies. It is th: it type of thing that is costing us now. 

During the war we had 225,000 different items in our depots. Many 
of them were never used. Some people had an idea it was good to 
have a backlog, but we never needed them. What we neeed is a cal- 
culation of the pennants 

The CHAIR MAN. ] think ¢ iregory did ¢ a good 4 Jo yb : are und the « camps. 
with the aid of various people, if you will recall. He reduced, I forget 
the percentage, but it was a tremendous percentage of the waste of food 
n Army camps. 

Mr. Jounsron. I think a magnificent job was done, but that was 
a hurried effort. Now we have more time, and we should do a better 
Job, and can afford to take more chances on the requirements. 

Senator CapeHarr. You are in business, you are representing busi- 
ness, and every time the advertising department and the sales depart- 
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ment and the production department and the engineering department 
in a business turn in their requests for the yearly budget, it 1s always 
high. One wants to get more than the other, and each one of ther 
makes an argument for a big budget. 

The directors sit there : and listen to it, and finally the directors to! ‘Il 
the advertising manager and they tell the sales manager and | 
production manager exactly how much money he can have. The Con- 
gress of the United States sits here, and we ought to tell them exact ly 
what we are going to give them. It is the responsibility of Congress: 
and I again repeat we ought to accept it, because we are the board of 
directors. This year I am sure we will, and I hope we will. 1 keep 
repeating that, but it is so true that I think it needs to be repeated, 

Mr. Jonnston. In business, if the sales manager becomes unrealistic 
or extravagant, we either tell him so, or get rid of him entirely. 

Senator Capenart, You pin hisears back. 

Mr. JoHnsTon. In conclusion, we would like to reiterate our position 
that there is no need for continuation of the wage and price controls, 
including rent controls, in the Defense Production Act. 

While the defense program should be assured an adequate flow of 
strategic materials, none of the provisions of the Defense Production 
Act should be extended beyond March 1, 1953. At that time Congress 
should reexamine the act, with a view to the need for its further con- 
tinuation in whole or in part. 

The Cuairman. You mention rent controls. I presume since you 
are from the great State of Virginia you would probably believe in 
State’s rights ‘ 

Mr. Jonnsron. Very much in State’s rights; yes, sir. 

The Cuarrman. Do you not think it is up to the States to decontro! 
these rents / 

Mr. Jounston. We would like to see it entirely in the hands of the 
States and localities. 

The CHairMan. That is all we have done, except that Mr. Wilson 
has to name the critical areas. I have not had any complaints from 
Savannah Valley, and that is the only place in my State under rent 
control. 

Of course, I do understand this is an unfortunate situation in some 
States, particularly in Ohio. 

Senator Rorserrson. We do not have rent control in Virginia, Mr. 
Chairman, except in the Hampton Roads area which has been named 
as a defense area 

Mr. Jounstron. If recollection serves me, there are still 289 areas 
under rent control, and we simply feel that rent control is frequent!) 
self-defeating. 

The CHarman. This committee tried its best to get them from 
under rent control by leaving it to the people themselves, and not set- 
ting ourselves up in W ashington to tell a community you must or 
must not take rent control off. It is purely up to them to take it off. 

Mr. Jounsron. We must remember that we are carrying out tlils 
defense program to preserve the freedoms of action we so cheris). 
We should not destroy those freedoms from within in the name of 
defending them from without. A complex blanket of direct controls, 
continued for any appreciable period of time, would so distort our 
economy as to make a return to free competitive market conditions 
difficult. 
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To control inflation, we must rely upon the indirect measures of fiscal 
and monetary policy, debt management, credit controls and savings. 

Most people who demand that controls be continued are quick to 
point out that they should be short, simple, easy to understand and 
to apply. But this struggle and striving for simplicity is a forlorn 
hope. What is complicated i in fact cannot be made simple. 

We produce some 8 million different items in America plus hun- 
dreds of thousands of services. Every enterprise, every product and 
every market is a little different. Differences in climatic conditions, 
local variations in production and buying habits, varying conditions 
of supplies, demand, costs, labor skills, “productivity and attitudes, 
taxes anda host of other factors—all these must be taken into account. 
What fits one business or market or region or locality cannot be made 
to fit others. 

In many businesses the margin between success and failure is a 
half of 1 percent. 

Regulations and controls must be complicated and highly diversi- 
fied if they are to fit. ‘Thus the struggle and driving for simplicity and 
understandability is not attainable ‘and we should not hold out this 
hope. 

Senator Rosperrson. You recommend we should not continue that 
law beyond March 1. Are you expecting a new occupant of the White 
House in January of next year? 

Mr. Jounston. I think we will have a new Congress, and new con- 
ditions, and I think the matter should be determined on the conditions 
is they exist on January 1. We are not making a political approach 
to it, Senator. 

Senator Ropertson. I am not talking about a new Congress, I am 
talking about whether you expect a new President. 

Mr. Jonnsron. Yes, sir, particularly after yesterday’s election. 

Senator Roserrson. Do you think he ought to have more than 1 
month of honeymoon before this controversial issue is thrown into his 
lap when he will have to make a recommendation to Congress ? 

Mr. Jounston. March 1 isa relative term. We think the new Con- 
gress should study this matter as soon as possible. 

The Cuarrman. That is the position os this committee, though, of 
course, the bill I introduced was for 1 y 

Senator Roperrson. We hope it will ‘oe c oe red promptly. These 
surpluses are continuing to mount at the present time, and the labor 
shortages are continuing to develop, partly attributable to price and 
wage controls. 

Senator Scuorprer. Mr. Johnston, during the period of a year, if 
you have to take a year, you do feel that the Stabilization Agency 
should immediately take steps | to decontrol those items that for months 
ind months, some as high as 7 months to a year, have been far under 
the ceiling prices established ? 

Mr. Jounston. No, sir, we do not. We do not want to leave that to 
bureaucratic determination which is always lagging so far behind the 
tact. ; 

Senator Scnorrrer. Wait a minute, you missed my point. I said 
if you are going to have to take a year’s extension of this, or relatively 

, you certainly do not want for control’s sake for them just to con- 
tinue to keep all of these under this blanket. The ‘vy ought to be decon- 
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trolled, these that are eligible for decontrol, if they are going to con- 
tinue this bill? 

Mr. Jounston. No, sir; we would rather the thing became sufii- 
ciently onerous so people would take a look at it and not merely gloss 
it over. We would rather handle it as a lump, sir, and not have gradua| 
decontrol of the fellows who squeal the loudest when others may be 
suffering just as much but are not disposed to come to Congress with 
petitions and appeals. 

Senator Bricker. You recommend extension to March 1 of a portion 
of the bill. 

Senator Scuorrren. I say if you cannot get a repeal, you do not 
want a compromise. 

Mr. Jounsron. No, sir. 

Senator Scnorrret. Well, they are not going to extend it with my 
vote, I guarantee that, but with the administration ruling in this 
country, if we have to take it, in that event I want as much of this 
stuff decontrolled as is justifiable under the economic conditions 
existing. 

Senator Capruartr. May I ask this question: 

I know your position is that the price and wage controls ought to be 
eliminated, but in the wisdom of this Congress if they decide not to do 
that, do you feel then that the Congress ought to write a suspension 
or decontro] formula into the bill mandating OPS to decontrol certain 
items under certain conditions ¢ 

Mr. Jounston. No, sir, we do not. Wethink OPS has full authority 
at the present time. We think it is subservient and will and should 
do that under the existing act. 

Senator Carenarr. I agree they have the authority under the exist 
ing act. 

Mr. Jounston. Yes; if they were to exercise that authority at the 
moment, it would help a great many people. 

Senator Bricker. Have you ever known anybody on the public 
payroll to work himself out of a job? 

Mr. Jounstron. No, sir; I have seen them shift from one bureau to 
another, but not completely out of the job. 

The Cuatmman. Mr. Johnston, we appreciate your appearance. 

(The prepared statement of Mr. Johnston follows :) 


STATEMENT OF CLEM D. JOHNSTON, CHAMBER OF COMMERCE OF THE UNITED STATES 


My name is Clem D. Johnston. I am president of the Roanoke Public Ware- 
house, Roanoke, Va. 

This morning I have the honor to appear before your committee representing 
the Chamber of Commerce of the United States, of which I am a director. I an 
also chairman of the chamber’s committee on policy, a member of its committee 
on national defense, and a member of its committee on international, political and 
social problems, 

I come before you today to discuss the extension of the Defense Production 
Act. 

In testifying before this committee on May 31, 1951, on the extension of the 
Defense Production Act, the Chamber of Commerce of the United States called for 
termination of wage and price controls. 

The policy of the Chamber of Commerce, unanimously adopted at the annual 
meeting in the spring of 1951, states that the primary weapon against inflation 
must be the indirect measures of monetary and fiscal policy, general credit con 
trol, taxation and savings, and that there should be prompt termination of all 
wage and price controls. 
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We would like to reiterate our position, and ask that these wage and price con- 
trols be terminated as of June 30, 1952. 

The other provisions of the Defense Production Act should not be extended 
beyond March 1, 19538. By that time the economy should be in a position to pro- 
vide both the requirements of the defense program and the civilian economy 
without the need of complex production controls. 

However, we do not wish you to assume that we are relaxing in any way our 
general opposition to that function which has been granted to, and is exercised 
py, the Wage Stabilization Board of undertaking the settlement of labor dis- 
putes. No Government agency can exercise powers in that field without seriously 
undermining collective bargaining and very materially extending Government 
intervention into business and into the Nation’s economic life. 

We believe there should be some means available for assuring an adequate 
flow of strategic materials for the defense program. But in view of the increases 

supplies of many items that are now occurring and will occur by the end of 
1952, Congress should reexamine the remaining parts of this act early next year 
regarding the need for its further continuation, in whole or in part 


WAGE AND PRICE CONTROL 


Under the Defense Production Act of 1950 the original intent was that wage 
and price control would be used to prevent extreme and destructive price in- 
creases, and just as soon as the necessity for controls disappeared, they would 
be abolished. 

The Defense Production Act of 1951 extended wage and price controls until 
June 30, 1952. The President, in asking for the extension and tightening of the 
wage and price control provisions of the DPA beyond June 30, 1952, stated: 

“It is clear that without the controls we have today, a great many prices and 
wages, and rents as well, would be much higher than they are right now. 

“We are seeing now how vitally important it is to have firm price and rent 
controls if we are to have effective wage stabilization. And we are seeing how 
important firm wage policies are if price and wage controls are to be effective.” 

No doubt there is something to be said for these controls. But the issue is: 
Do we need them under conditions facing us this vear? 

In the past year, retail prices have risen about 3 percent and wholesale prices 
have declined. Many prices are below ceilings. 

Inflation was checked in the spring of 1951 and has remained under control, due 
to the increases in taxes, credit controls, increased savings, and the balanced 
position of the Federal budget. Price control has had little or nothing to do 
with this stability, as is suggested by the way in which individual prices have 
behaved since January 1951—some stable, some falling, and some rising slightly. 

The case for price and wage controls is predicated upon the assumption that 
supplies of consumer goods will not be able to keep pace with demand Thus, 
to prevent prices from rising and possibly resulting in waves of scarce buying, 
price controls are needed, 

But in order to make price controls effective, wage controls are needed to cur- 
tail spending power and hold down production costs. Yet Wage controls them- 
selves cannot be applied within our political Climate without price controls, so the 
irgument runs. 

It appears that both parts of this argument are open to serious question. 
First, it is doubtful how much effect wage controls have exerted toward re- 
tarding wage advances, Average hourly earnings since January 1951 (the date 
f the wage-price freeze) have risen faster on the average than the Consumers’ 
‘rice Index—this, in spite of substantial new cost-raising business taxes. Meas- 
ured from June 1950, hourly earnings had risen 13 percent by the end of 1951, 
while weekly earnings had risen 1314 percent. During this same period consumer 
prices rose about 11 percent (see chart). 

Many wage contracts now carry cost-of-living and productivity escalation pro- 
visions. The Wage Stabilization Board has sanctioned cost-of-living increases as 
well as liberal fringe benefits, such as pensions and welfare plans, which are the 
same as wage increases as far as the emplover is concerned. In fact, the Board 
has thrown wide open the door, virtually without any restriction or limitation, 
for new pension demands. 

The industry members of the Wage Board have taken care again and again 
to point out the serious hazards which accompany unwarranted liberality in the 
fashioning of wage-stabilization regulations by the Board. 


] 
i 
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PRICES AND EARNINGS, June 1950 = Jan. 1952 
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Second, so far, in spite of repeated Government predictions, shortages of con 
sumer goods have failed to materialize. In fact, many items are in oversuppl) 
This includes many durable goods as well as soft goods. The textile industry 
in a depressed state, operating considerably below capacity. Retail trade ge 
erally is characterized by buyers’ markets. 

In spite of strenuous merchandising campaigns, inventories have continued 
to mount during the last year until they stood at $70.2 billion in December 195! 
(Retail inventories dropped slightly in the latter part of the year, but they 
have been more than counterbalanced by a rise in inventories at the manuf 
turing level, which reached an all-time high in December, see chart.) 

The pipelines are full of goods. Many food items are selling below maximum 
price ceilings. In a few instances prices are pushing against ceilings (notably 
in the metal lines). But even here predicted shortages are failing to increase 
The Defense Production Authority is easing up on the allocation of some items 
The steel industry has reported noticeable softening of tight market conditions 
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some types of steel. Conditions have been such that the OVS in the last few 

niths has been occupied in attempting to revise price ceilings downward to 
arket levels, 

While the Consumers’ Price Index has continued to creep upward, wholesale 
rices turned downward last April and have continued Gownward ever since 
The great rises in wholesale prices in late 1950 and early 1951 are just now 
working themselves through the retail price structure. As wholesale prices 
ontinue drifting lower, their reaction upon retail prices is bound to follow 
(see chart, p. 518). 

rhe CIO in its statement, Wage Policy in Our Expanding Economy (1952), 
in which it was making a case for higher wages, remarked : 

‘In 1952, it is predicted that soft consumer goods and services of all kinds 
will be readily available. It is assumed that by the end of 1952 or early 1953 
consumer durable goods may become more abundant than is anticipated for the 
middle of 1952.°’ 

We are well along in the process of expanding the industrial base of our 
economy so that we will be able to carry the burden of the defense program 

Well as maintain and increase civilian production, unless there is a basi 
change in the international situation. 

Major expansion pregrams, such as steel and aluminum, will have passed 
eir peak by the third quarter of 1952. Some industries will continue ot ex- 
pand at rapid rates for some time to come (e. g., petroleum, natural gas, and 
electrie power) but in most cases this expansion represent slong-term growth 
There is considerable opinion that business investment, as a whole will turn 
downward by the beginning of 1953. 


+} 
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CONSUMERS! AND WHOLESALE PRICE INDICES 


170 





Source: Bureau of Labor Statistics 


THE FUNCTIONS OF THE PRICE SYSTEM 





But, if price control is abolished, won’t prices rise? Indeed, some prices will 
rise; others will fall and some remain constant. 

jut is this an evil? We think not. We think the free market and free prices 
are the very heart of our free economy and the free price mechanism is our 
greatest “secret weapon.” In fact, with proper monetary and fiscal policies 
the general price level can be held constant, even though individual prices are in 
a continual state of flux. 

Perfect stability of prices is neither desirable nor possible. Relative prices 
and price movements have an extremely important function in our economi 
system. The price system in a free market economy performs three basi 
functions. 

(1) It guides the consumer in choosing the goods and services upon which he 
will spend his income. 

(2) It facilities the movement of goods and services through the marketing 
system from producer to consumer. 

(3) It conveys the wishes of the consumer to merchants and other pro- 
ducers, thus guiding the allocation of resources in the production process by 
indicating to producers and distributors what to produce and what to supp!) 

The consumer chooses how he will spend his income on the basis of relative 
prices. If he decides the price of one article is too high, he substitutes another 
for it. In this way he lets the preducer know what to produce. Similarly, 
when producers see one product rising in price in contrast with another, it is 
a signal to increase output of the commodity whose price is rising. He then 
shifts additional resources to its production. Furthermore, relative prices of 
labor, capital, land, and other natural resources guide his choices in combining 
these factors in the production process. 

The price mechanism operating through the free market is thus constantly 
working to fulfill the desires of consumers as evidenced by what they spend their 
incomes upon. It is constantly shifting resources from one line of endeavor to 
another and adjusting supplies of commodities to demand. Short-run conditions 
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may run the price of a commodity up sharply. Yet the increased supplies that 
such price rises may bring onto the market, plus the substitutions of other com- 
modities of relatively lower prices, will equally bring its price rise to a halt and 
correct the situation. 

For example, with the beginning of the Korean war there was a scramble for 
many items in anticipation of future shortages, particularly with respect to 
business inventories of raw and semimanufactured goods. Consequently, the 
price of many commodities rose sharply. But they soon began to decline as soon 
as the market was able to judge and evaluate the long-run situation (see chart). 


WHOLESALE PRICE INDEX--SELSCTED COMMODITIES 


= +) 


(1926 = 100) 


250 





Source: Bureau of Labor Statistics 


In May 1950 the Wholesale Price Index of woolen and worsted goods stood at 
146 (1926=100). In May 1951 it had risen to 245, but by December 1951 it had 
y declined to 177. 
Leather prices stood at 179 in May 1950 and reached a peak of 230 by March 
151, and declined to 176 by the end of the year. 


r Wholesale price of cotton goods in May 1950 stood at 172. They reached 241 
' by February 1951 but dropped to 203 by December. 
S Fats and oils rose from 122 in May 1950 to 217 in February 1951, and then 
declined to 126 by December. 

f Crude rubber rose from 58 in May 1950 to 151 in November 1950 and then fell 
c to 107 by the end of 1951, 

Thus, from these examples we can see the free price mechanism operating 
y coustantly to adjust demand and supply. 
r We must remember that all economie activity exists for the sole purpose of 
0 serving the needs and wants of consumers. In a free market it is through the 
S price mechanism that they make their needs and desires known to producers 


And it is through this same price mechanism that producers allocate productive 
resources. Relative price changes are the most efficient way of guiding economic 
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activity along lines designed to give consumers the maximum in satisfaction 
from existing economic resources, 

Now what happens when prices are held below competitive levels? First. 
restraints upon consumption are lifted and the consumer is encouraged to by, 
regardless of the supply situation concerning specific goods and services. Who) 
things are overly cheap there is little incentive to economize. Equally bad, jro- 
ducers are not encouraged to raise output, In fact, the restraints placed upon 
prices serve notice on producers to reduce production. Consequently, shortaves 
develop. If price controls are imposed over any length of time, and they are 
actually set so as to restrain price rises, some form of rationing becomes iney; 
table. And in order to encourage production, some form of subsidies to producers 
must be adopted in order to maintain incentives. We have not yet been drive: 
to these extremities because most price ceilings have been at or above free 
market prices. But this is no assurance for the future. 

What is of even more importance, the entire market structure is disrupted un 
der controls. Consumers are no longer able to make their choices felt in the 
market. Producers thus no longer have effective guides as to what should he 
produced and in what quantities. Unbalance and mislocation in production ani 
economie activity generally occurs. 

In a competitive market economy there is constant shifting of production and 
consumption in response to countless changes in prices. When price contro)s 
attempt to freeze any market pattern they soon become unrealistic to changing 
conditions. And such price controls based upon long, involved, complicated 
regulations are impcssible to adjust quickly. 

The normal competitive market makes every day in the normal course of busi 
ness more price adjustments than a Government agency could process in 6 
months, and these adjustments are generally made quickly and in appropriz:te 
amounts, by experts in close touch with their respective markets. 

Governmental price fixing, on the other hand, is slow and insensitive to market 
conditions. Each price adjustment must be studied, investigated, approved }y 
the appropriate authority, and put into effect. By the time such takes place, 
the price adjustment has long since ceased to be relevant. Government regulation 
is one of the most incompetent, inefficient methods of price determination thi! 
it is possible to devise. The same can be said for wage controls. 

As has been pointed out on innumerable occasions, direct controls Over price 
and wage have little effect on inflation. It is significant that almost without ex 
ception every country that has suffered inflation to any great extent in recent 
years has had rigid laws providing for direct controls over prices, wages, and 
materials und drastic penalties for noncompliance. 

Mr. K. W. Taylor, of the Department of Finance in Canada, has very appro 
priately stated the case against price control: ’ 

“It seems to me that the oversimplified popular argument for immediate ov: 
all price controls fails on three counts; first, that by themselves they will be 
ineffective, since they do not go to the root of the matter; second, that to be ad 
ministratively possible they require a unanimity of support, a singleness of pur- 
pose, and an acute sense of urgency which do not at present exist; and finn 
that unless we can feel sure that thev can be abandoned within a relatis 
short time, they will begin to erode the foundations of the very freedom we are 
resolved to defend.” 

It is sometimes asserted that the tremendous liquidity of our economy makes 
controls necessary. For example, it is pointed out that individuals own about 
$66 billion worth of Government securities which they can turn into casii 
on short notice. Furthermore, time deposits are about $61 billion. Demand «i 
posits stand at nearly $100 billion. This tremendous amount of potential pur 
chasing power is capable of exerting enormous pressure upon prices, 

This argument is neither a sufficient nor a necessary condition for maintaining 
controls over our economic system, however. We have had such liquidity ail 
through the postwar period and we will Continue to have it. With increases in 
savings, sanctioned by the Government itself as an anti-inflationary measure 
such liquidity will rise in the future. If this is an argument for price and wage 
controls, it means we must have them on a permanent basis. 

Again Mr. K. W. Taylor has stated succinctly : 

“In a democratic country in which public opinion is deeply attached to thy 
substance of freedom—freedom to choose one’s employment or vocation, a free 





\ 


1 Speech before the annual meeting of the American Farm Economic Association, Guelp! 
Canada, July 24-27, 1951, 
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market, and free collective bargaining—the task of government is not to order 
and direct the nation’s economy, but rather to guide, steer, or nudge the economy 
toward the objectives dictated by the national interest.” 


RENT CONTROL 


Among the many direct controls that would be extended by this act is rent 
eontrol. The national chamber, by vote of its membership at the annual meeting 
in May 1951, adopted a policy stating that rent control, as a specific form of price 
control, should be discontinued when other price and wage controls are dis 
continued. Accordingly, we recommend that the Rent Control Act be allowed 
to lapse on June 30, 1952, along with wage and price controls. 

\s of February 28, 1952, Federal rent control was in effect in only 289 areas. 
Since the end of World War II, 1,561 areas have been decontrolled. In most 
f the United States we have a free market for rental property—a free market 
that is proving its ability to promote the efficient use of available rental spnace 
and to stimulate the construction of new rental accommodations where needed. 

It will be argued that rent control is needed in critical defense housing areas 
fo protect the serviceman and defense worker. In some cases it may be neces 
sary to provide a certain amount of temporary public housing, but all too often 
this protection provided by rent control takes the curious form of discouraging 
the construction and conversion of additional rental units. Nothing has a more 
stultifying effect upon such investments, which are precarious enough at best, 
than the rigidities of Federal rent control. 

Critical areas result from a sudden influx of new families demanding housing 
space exceeding the available supply. The only way this can be provided is 
through construction and conversion. To hinder this is a step in the wrong 
direction that will lead only to further demands for Federal aids to provide the 
needed housing. 

We must remember we are in a defense period, not an all-out war. We will 
be devoting 15 to 20 percent of a rapidly expanding gross national product to 
defense-related activities in the next several years. Such a program does not 
all for the same degree of regimentation of our economy that was required 
when we were engaged in total war and devoting 40 percent of our output to 
defense. 

We should also remember that we are carrying out this defense program to 
preserve the freedoms of action we so cherish. We should not destroy those 
freedoms from within in the name of defending them from without. 

We are constantly holding ourselves up as an example of a free people to the 
est of the world. If we rely on detailed price and wage controls, we must 
expect our European allies, who are even more control-minded, to go much 
further in regimenting their people and their economies to the detriment of fre 

mand economic output. We should set an example 


CONTROLLING INFLATION 


Direct price and wage controls can only attempt to cover 
tionary facts. It can never be overemphasized that a genet i 
a symptom of inflation. The underlying causes resulting in a 
ite increase in effective demand are generally characterized by an expan 
edit in the private sector of the economy and/or deficits in the Governn 
tor. This simply means that consumers and Government are attempt 
more goods and services than are currently being produced 
we are to control inflation we must concentrate our efforts upon brit 
hausing power into line with available goods and services in the mark 
oXimately current price levels. This means that we must look primarily 
e realm of monetary and fiscal polices 
Taxation is one device available for curtailing Consumer spending powe! 
as providing the revenues necessary for Government spending. Cu 
liam consumption frees productive resources for defense production. Th 
< one of the areas in which we took action after Korea and it has been a facté 
considerable importance in controlling inflation. 
We have had three separate revenue acts since June 1950, which have raised 
ves on both personal and corporate incomes to high levels. The minimum ta 
ite on individual income in the lowest tax bracket is over 22 percent and the 
rmal and surtax rates on corporate income take approximately 52 cents out 
f every dollar of profit. Combined with excess profits taxes, an average of 
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nearly 60 cents of every dollar of corporate profits is going to the Federal Goy- 
ernment. There is considerable responsible opinion that we have reached the 
area of diminishing returns in the field of income taxation. With this opinion 
the national chamber is in full agreement. 

If we are to maintain a balanced budget and prevent inflationary deficit 
financing, we must look primarily to reducing Government expenditures to with- 
in estimated revenues. The fact that we have had a budget roughly in balance 
up to the present, with even an appreciable surplus in the last fiscal year, has 
contributed effectively toward the price stability since last spring. The Gover 
ment has been creating no new money through deficit financing. 

We have employed up to the present, in a very effective manner, the anti 
flationary weapons of taxation and a balanced budget. In the future, howeve: 
we should rely mainly upon reduction in Government expenditures to maintain 
the budget in balance and to permit a reduction of the present high rates of 
taxation. 

CONTROLLING CREDIT EXPANSION 


From June until the end of 1950 bank loans rose by nearly $10 billion or about 
20 percent. Demand deposits rose over $7 billion or S percent. Currency ou! 
side banks increased slightly, so that the total money supply increased by 7 per 
cent. As a group of distinguished economists at the University of Chicago 
pointed out: 

“With a rise of over 8 percent in demand deposits, it is little wonder that pet 
sonal income rose about 10 percent, wholesale prices by 11 percent, and cost of 
living by nearly 6 percent. It is no accident that these figures are so nearly 
the same magnitude.” * 

This increase in the money supply, with the resulting price rises, was made 
possible primarily by purchases of Government securities by the Federal R¢ 
serve System. In other words, it was monetization of Government debt. Dur 
ing these last 7 months of 1850 Federal Reserve holdings of Government se« 
rities rose by nearly $3.5 billion or around 20 percent. While an outilow of 
gold offset about half of this increase, nearly S2 billion was added to member 
bank reserve balances by the security purchases and other Federal Reserve 
operations. This increase in reserves was more than enough to support the 
rise in demand deposits of about S percent. 

Debt management policy of artifically low interest rates, maintained through 
pegs under the Government bond market, was at the root of the intlation of 150 
So long as the Federal Reserve was required to maintain rigid supports unde 
the Government securities market, it was unable to effectively prevent privat 
credit expansion with the resultant rapid rise in prices 

This was in spite of the fact that selective credit controls were being rei 
posed. Such selective credit controls, favored by the administration, could not 
curtail consumer buying and prevent inflation so long as there were available 
funds from other sources to finance consumer purchases. In other words, the 
fallacy of trying to control credit selectively while doing nothing to prevent 
veneral credit expansion, Was exposed. 

The accord between the Federal Reserve and the ‘Treasury, announced 
March 1951, allowed the Federal Reserve to relax its pegs under the Gover 
ment securities market and regain some measure of control over credit expat 
sion. Rising interest rates plus the refusal to monetize the Government deli 
were effective checks upon inflation. This was the most potent anti-inflationary 
weapon employed since the creation of purchasing power by the banking syst 
Was curtailed. 

We must continue general controls over credit through such operations as we 
as the voluntary credit restraints of the banking system. And as they becons 
effective we should relax and finally abolish selective credit) controls which, 
after all, are a form of direct control and which are very complex in their op 
eration and impact upon the economy. 

Debt management policy providing for Federal financing at the cheapest possi 
ble interest cost must be subordinate to effective monetary and credit control 
we are to maintain the stability of the dollar in the future. 

Consumer savings have, since the spring of 1951, risen above normal levels 
This is evidence of the public’s faith in the future. Such savings should b 
encouraged as a means of curtailing purchasing power in the period ahead. 


>The Failure of the Present Monetary Policy, statement of members of the department 
of economics, University of Chicago, February 1, 1951 
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These measures of a balanced budget, effective monetary policy, and credit 
controls, aS well as debt management policy and increased personal savings, 
are the only effective means for controlling inflation. To the extent we have 
employed them in the last year we have seen inflation checked. We must con 
tinue them in the future. 

It is interesting to note the effect of these controls in foreign countries. 
Canada has refused to adopt wage and price controls and she has experienced 
1 greater inflation than we have in this country. The consumers’ price index 

Canada has risen slightly more than it has in this country, but Canada has 
dopted much higher sales and excise taxes that have been reflected in increased 
prices. 

Canada has maintained a balanced budget in spite of an increase of more 

in 5O percent in total government expenditures since Koren Furthermore, 
she has secured about 45 percent of the increase in government revenues from 
les and excise taxes; that is, from taxes on spending. She has raised interest 
tes and applied both general and selective credit regulations 
Canada has followed an energetic policy designed to bring the flow of spending 

better alinement with the available flow of Consumer goods and 


g services 
through higher interest rates, tightened credit, increased taxes, and pay-as-you 


ndgetary policy. 


LO 


England recently has also taken steps to raise interest rates and curtail bank 
ending. She has ceased to make certain types of Government securities the 
eas liquid cash. This policy has already begun to have anti-inflationary 
results. 
Denmark is another country that has used interest rates and monetary con 
ols to combat inflation. Danish banks have been declining loans backed by 
excellent collateral, and insurance companies have expressed themselves to the 
sume effect. Many inflationary forms of capital formation in Denmark | 
een effectively checked, and inflation is being combatted 
Germany, rapidly on the road to economic recovery, has dedicated itself to a 
ee economy With the employment of monetary measures to control inflationary 
»ndvances. Germany has abolished price and wage controls and food ration 
Last spring interest rates on conmmercial bank loans were runn 


ave 


ing about 
1) percent and those on long-term Government bonds around 6 percent Re 


ount rates at the central bank have been 414 to 6 percent. This tight 


money 
v has worked with remarkable efficiency. Coupled with 


increases in mini 
um reserve requirements against deposits plus general credit controls, Germany 
effectively maintainnug economic stability 

Italy has followed a similar course. She has struck at the se 


Kk h surce of inflation 
restricting output of new money through credit controls and increased bank 


reserves. Belgium and Switzerland are other countries that have adopted 


il 
ePSIUITS 


same course for controlling inflation, with profoundly effective 1 
Meuntime, rationing and direct wage and price controls have bee 


relaxed 


ughout the world as the most stanch defender of human freedom and a ft 
nomy, Should surely not move in the direction of greater direct controls 
e President requested But every issue should be resolved in favor of the 
ise of human energy and the freedom to produce 


bolished in all or nearly all of countries, The United States, know: 


“et 


CONCLUSIONS 


1. In conclusion, we would like to reiterate our position that there 


is no need 
continuation of wage and price controls (including rent controls) in the 
Defense Production Act. jarring a Substantial step-up in defense activity, few 
ms appear in short supply. Furthermore, capital expenditures, on the whole 
ippear headed downward after the end of 1952. We will h 
n broadening the productive base of our economy 
2. While the defense program should be assured an adequate flow of str 


} 


ve passed the peak 


tect 


iterials, none of the provisions of the Defense Production Act should be ex 
fended beyond March 1, 1953. At that time Congress should reexamine the act 
ith a view to the need for its further continuation in whole or in part 

» We must remember that we are carrying out this defense program to pre 
erve the freedoms of auction we so cherish We should not destroy those free 
oms from within in the name of defending them from without \ complex 
blanket of direct controls, continued for any appreciable period of time, would so 
listort our economy as to make a return to free Competitive market conditions 
difficult. 


96315-——52—pt. 1 
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4. To decontrol inflation we must rely upon the indirect measures of —.s 
and monetary policy, debt management, credit controls, and savings. 

5. While few Americans have any strong leanings toward controls, there is 9 
strong disposition to demand that whatever regulations and controls we retaj: 
should be short, simple, easy to understand and apply. 

It is of the utmost importance to grasp thoroughly and fully that this strugy|, 
and striving for simplicity is a forlorn hope. What is complicated in fact ¢; 
not be made simple. 

We produce some 8 million different items in America plus hundreds of th 
sands of services. Every enterprise, every product, and every market is a lil 
different. Differences in climatic conditions; local variations in production a 
buying habits ; varying conditions of supplies, demand, costs, labor skills, prod 
tivity, and attitudes; taxes, and a host of other factors—all these must be taken 
into account. What fits one business or market or region of locality Cannot be 
made to fit others. 

Regulations and controls must be complicated and highly diversified if tho, 
are to fit. Thus the struggle and drive for simplicity and understandabili 
is not attainable, and we should not hold out this hope. 

The Chamber of Commerce of the United States is a national federation of 
3,151 trade associations and local Chambers of commerce which in turn represei| 
1,450,000 individual businessmen. Because the chamber in memebrship and 
direct interests embraces every important activity in our economy and through i! 
membership—small businesses as weil as large—-it presents the opinion of 
cross section of our entire economy. Thus it is that policies of the chamber « 
not represent the views of some special group or particular interest but are 
drawn from the diverse interests of the country as a whole and are voted by its 
membership. This voting, incidentally, is so regulated that no geographic con 
centration of interests or economic concentration of power can override th: 
broader interests of the entire membership. 

Since the chamber of commerce is a democratic organization, and since its 
membership encompasses the widest range of interests, the members retain every 
right to express themselves as individuals. 


5 


Economic policies for the emergency 

In this period of defense emergency, domestic economic policies must be fo! 
lowed which will most effectively gain our ends by building and preserving 0 
economic strength. 

The objectives of these policies should be: 

1. To achieve maximum use of the productive potential of private industry 
2. To promote the most effective balance of economic output as between mili 
tary and civilian needs and, within these two categories, (a) to restrain infla 
tion, (0) to distribute the burdens of mobilization equitably and efficiently, an 
(c) to maintain the vitality of an economy with free Competitive markets. 

To meet these objectives we urge the following economic policies : 

The present program of wage and price controls is at best only a temporal 
expedient. Inflation cannot be controlled effectively without relying mainly « 
indirect controls which strike at the sources of inflation. 

Every effort should therefore be made to make indirect controls the primat 
weapon against inflation. With proper emphasis on them, Government wage and 
pice fixing should be unnecessary. Accordingly, we urge the following principles 

1. The stimulation of maximum production and employment by a free pric: 
and wage system that will concentrate effort on essential military and civilian 
needs. 

2. Substantial reduction in governmental expenditures, Federal, State, a1 
local, to decrease the burden on production and restrain inflation. 

3. Levying of new and additional taxes to assure pay-as-we-go, consistent wit! 
necessary expenditures, and consistent also with maintaining incentives to wor 
and produce. 

4. The establishment of fiscal and monetary policies which neutralize Federa 
debt as a source of inflation, or, in other words, an end to monetization of th: 
Federal debt. 

5. Limiting the extension of credit to the financing of the defense program and 
the essential needs of agriculture, commerce, and industry in such ways as wi 
incerase the strength of the domestic economy. 

6. The stimulation of individual savings through remunerative interest rat: 
and other incentives. 
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7. The prompt termination of all wage and price controls, with the understand 
ing, of course, that if, and so long as, either of these controls continues, both 
shall be continued. 

There should be realistic application of these policies. Continuance of less 
effective and superficial methods will be wasteful of human and other resources 
ind will seriously discourage and disorganize nrodvetion 

(Statement of policy adopted by membership of the Chamber of Commerce of 
the United States, May 1951.) 

The CuarrMan. The next witness is Mr. Robbins, National Society 
f Professional Engineers. 

Senator Bricker. I might say, Mr. Robbins, I introduced last week 
in amendment to take care of your situation, and also another 
classification. 


STATEMENT OF PAUL H. ROBBINS, NATIONAL SOCIETY OF 
PROFESSIONAL ENGINEERS 


Mr. Rossrns. Yes, Senator; I have it before me, and we can cer- 
tainly subscribe to it. 

Senator Bricker. I think the committee was of the feeling last 
vear that it ought to be done at that time. 

The Cuairman. I thoroughly agreed with you last year. Frankly, 
| talked to the folks when the “y were down here the other day. 

Will you go ahead, sir. 

[ know we felt that should be done. I do not think there is much 
use, as far as I am concerned, but you can put that in the record 
so the members of the committe who are not present might read it. 

Mr. Rospins. Thank you, Senator. I would like to make one or 
two comments, if I may. 

The CHarrMan. We are glad you came here to testify. I just want 
vou to know we are on your side, so do not say anything to get us 
off your side. 

Senator Carruarr. You are representing the Society of Professional] 
Kngineers, and you desire they be taken out from w nder wage control / 

Mr. Rospins. That is correct. 

Senator CapeHART. Suppose in the wisdom of Congress they decide 
to do it but keep wage controls on the engineers that work for the 
; million business concerns in the United States. Inasmuch as vou 

Il be given the opportunity to pay higher wages, are you going to 
ro out and take the engineers aw: av from the factories and other plants 

nd then sell your services back to them at a higher price? 

Mr. Roepins. No, sir: ] think that woul | not be the case. 

Senator CApeMarr. t wish you would convince me it would not be 
he case, 

Mr. Ropers. The practice of engineering in the consulting held 
onsists in selling services as a team. The engineering services are 
urchased as a consulting project. 

Senator Carenarr. Where do you get your engineer 

Mr. Rogers. The engineers for the consulting fi Saat -eillcaatii from 
the open market. 

Senator Carenart. In other words, if an engineer was working for 

i factory at $500 a month, and that was the limit which that factory 
coal pay, and you had no wage controls, and you offered him $600, 
then that fae ‘tory is going to lose him? 

Mr. Rorrprns. If th: at were the case and the man shifted. 
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Senator Carenarr. Is that not the case? 

Mr. Rorrins. Primarily, no; because there are only a limited num- 
ber of people within private practice. If there were to be a big 
migration to private practice, that would be the ease. I doubt that 
that would be the case, however. 

Senator Carenmarr. It is something we ought to take into considera- 
tion. We have that problem, because the engineers working for a 
private manufacturer are doing that which engineers are who work 
for an engineering firm. 

Mr. Rosptns. The committee might like to give exemption to all 
engineers. 

Senator Bricker. There is no limit to the charge, but they are lim- 
ited to what they can pay their engineers, and those engineers are 
eoing into other fields. 

Mr. Rowpins. The service rendered by the firm is the composite of 
the engineers who make up that firm. 

Senator Bricker. It is engineering service which should not be 
under wage control ¢ 

Mr. Rospins. That is correct. 

Senator Bricker. Let me ask a more important question. 

I am distressed and alarmed at the small number of students in the 
engineering colleges at the present time, and with the short supply 
that we have of engineers throughout the country. Is there anything 
being done to get these youngsters interested in the engineering field 
again? ‘Twenty years ago colleges were sending out more than could 
get jobs. Now they are sending out juniors, giving them jobs before 
they get through school. 

Mr. Ronrins. We have a committee on guidance work, through local 
groups of engineers, the chapters and State societies of the National 
Society of Professional Engineers are doing much work in connection 
with other engineering groups in going out and giving vocational 
guidance of various types to high school students. 

We have an alarming situation in our high schools as well. A 
recent survey showed a distressing lack of teac ‘hing of science, physic 5. 
chemistry, and mathematics at the high school le vel, and while we do 
have a slightly higher proportion of high school graduates now enter- 
ing engineering schools than in the past, the problem is further 
complicated in that we do not have as many high school graduates 
as heretofore due to the low birthrate in the thirties. 

Senator Bricker. It is not sufficient to justify the dropping off in 
the professional training of engineers, and it goes across the board. 

Mr. Ropers. The percentage of high se chool students, I think, is up. 
That is, the percentage entering engineering is higher than it has been 
in the past. but in total numbers it is distressingly low. 

Senator Bricker. What is the cause of it ¢ 

Mr. Roppins. Of course you will remember the thirties, when en- 
gineers were in great surplus. We have the immediate past history of 
large engineering graduations immediately following the war, more 
by a considerable amount that we had ever had before. Apparently 
the public and the high school students have not become sufficiently 
aware of the tremendously increasing demands for engineers, and 
that is what we are attempting to bring to their attention. This is 
true particularly for the public, because parents and vocational guid- 








DEFENSE PRODUCTION ACT AMENDMENTS OF 1952 527 


ance people have a great deal of bearing on what a young man 
chooses to do. 

We must advise them of the opportunities in engineering. 

We have just completed, as you probably know, an extensive 
Nation-wide celebration of Engineers’ Week, and there was extensive 
publicity at that time of the opportunities in engineering. There was 
radio, television, and newspaper coverage of all types, and we hope 
that this will have a beneficial effect. 

Senator Bricker. You have a responsibility, as a society, to future 
generations. 

Mr. Ropprns. That is true. Another fact is that it takes 4 years of 
education plus at least 3:-or 4 years of experience before we have a 
truly qualified professional engineer. 

Senator Bricker. And it is a pretty stiff course. 

Mr. Ropprns. It is, and certainly the engineering student should 
have particular aptitudes. It is a very serious problem, and we are 
all concerned with it. 

The CHAIRMAN. That is the cause of the lack oft teaching in the 
high schools of the sciences? Is it the pay, or a greater demand for 
chemists and so forth ¢ 

Mr. Roserns. The economic situation is one factor. Basically 
science teachers are male, or have been in the a Of course 
there are many qualified and excellent women science teachers, but 
the male teachers who were in the past inspiration for ‘the younger 
men have been leaving the high schools for industrial jobs and other 
employment. 

One thing that we are attempting to do is to place the science 
teacher in a more favorable position, both in the schools and in the 
public at local levels. Industry has been doing some work in that 
respect, taking science teachers in the high school and giving them 
summer employme nt to bring their salaries up so these salaries will be 
competitive with other offers they might receive. 

Those are the principal factors. 

The CHairman. Go ahead, sir. 

Mr. Rogssrns. The only other thing I want to point out is that I 
have been authorized to say that the American Institute of Consult- 
ng E nginee I's supports this posl ition. I might also add there is one 
other factor bearing on the problem. In many cases engineers are 
employed by architectural firms, and architects are employed by engi- 
neering firms, and the committee might wish to compare Senator 
Bricker’s wording with the one suggested in this testimony. 

Senator Bricker. It is wide enough, is it not, to cover architects / 

Mr. Rossins. But if the engineer is employed by the architect there 
might be some question as to whether your ame ndment covers it 

Senator Bricker. Whether or not there would be architectural 
engineers. 

Mr. Rossrns. That is correct. 

Senator Bricker. I have always considered an architect an 
engineer. 

Mr. Rosprns. There is a very close liaison between the two. We 
understand that the American Institute of Architects has submitted 
support for this position as well, and we certainly believe it Is in 
order ° 

The CuairMan. We thank you for your testimony. 
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Senator Bricker. I would like to have a note from you on that. 
Mr. Ropsins. It is in the statement, Senator. 
(The prepared statement of Mr. Robbins follows :) 


STATEMENT OF PAUL H. Ropsins, Executive DrRector, NATIONAL SOCIETY or 
PROFESSIONAL ENGINEERS 


My name is Paul H. Robbins. I am executive director of the National Socie'\ 
of Professional Engineers, 1121 Fifteenth Street NW., Washington 5, D. C. 

The National Society of Professional Engineers is composed of over 26,00) 
members engaged in the practice of every engineering specialty, and registered 
as professional engineers under the laws of one or more of the States and Ter; 
tories. These 26,000 professional engineers are associated together in nearly 300 
local chapters under the leadership of our 38 State societies. Our society co 
cerns itself with activities in the fields of social, ethical, and professional! ji: 
terests of the engineering profession. We believe that service to State, Natio: 
and humanity is a fundamental objective of professional engineering. 

The purpose of our appearance before your committee today is to recommen 
a specific amendment to the Defense Production Act. The recommended amen 
ment is designed to remove certain categories of professional engineers from thy 
operation of that act as it relates to salary controls. 

We submit that such an amendment would strengthen the defense econom) 
and, in addition that it would be equitable, just, and proper for the individuals 
concerned, for their employers, and for the public. 

In brief, what we propose is that the employed professional engineer, one wh. 
is in circumstances comparable to the already exempt physician and attorney 
be treated by the law exactly as they are treated. 

As the committee knows, in that section of the act which exempts fees fo: 
professional services from the operation of the law (title LV, section 402 (e)), 
there is a further exemption for salaries paid licensed attorneys and physicians 
engaged in a professional practice as described by the law. 

The reasons for, and wisdom of, this exemption was, of course, clear to the Con 
gress when the Defense Production Act was amended in 1951. It was based on 
the position in our society of the attorney and the physician as licensed profes 
sional men. The professional engineer occupies a position which is in every wa) 
analogous, since he too has demonstrated his educational attainments, proti 
ciency, and right to practice in a very comparable way. 

The committee will recall that, just as for every other learned profession, « 
the States of the United States, all Territorial possessions of the United States 
Puerto Rico, and the District of Columbia have enacted laws governing cond 
tions of practice for those who hold themselves out as professional engineers 
Although the process is not completely uniform, a fairly common pattern 0! 
achieving registration has emerged. 

This pattern is well exemplified by Public Law 789 of the Eighty-first Congres: 
by which professional engineer registration was enacted for the District «1 
Columbia. After 4 vears specialized study at an accredited engineering scho 
or the equivalent, the graduate may be examined on his knowledge of engineering 
fundamenta!s, and if successful is registered as an engineer-in-training. After 
four additional years of work and study in which the engineer-in-training learns 
how to put his theoretical knowledge to practical use, he is then examined on his 
professional progress, and if successful, is licensed to practice as a professions 
engineer. 

Registered engineers may be found engaged in any engineering branch 0: 
specialty. Some are employed by Government, some by industry, some establish 
consulting firms, and some are emp!oyed by establishing consulting firms. It is 
to these firms, in private practice to which attention is now invited. 

Although comparatively not numerous, the consulting engineering firms pla) 
a major part in providing engineering services to the Nation. Most of them 
are not large organizations as size today is generally thought of. Many emplo) 
only from 5 to 10 professional engineers. 

Of great importance, however, is the fact that these 5 or 10 men have learne« 
in most instances to work together as a team. Five, ten, or twenty engineers 
taken at random and associated together will not be able to work either as 
efficiently or as productively as will the team painstakingly built up over the 
years which is so characteristic of many consulting engineering firms. The usua! 
consulting firm bas a nucleus of working professional engineers sufficient to give 
stability and efficient direction to the firm’s activities, at the same time pro 
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viding a sound base for expansion when the firm is called upon for increased 
efforts and production. 

It is consulting firms like these which have taken, and are taking, a very large 
part in our expanding defense economy. Without rapid, efficient, and adequate 
planning and design it is obvious that the preliminary work necessary to bring 
our Nation to a proper state of preparedness will not be accomplished with speed 
and economy. 

While it is true that many of our defense agencies, and many of our defense 

roducers employ and use engineering staffs, it is also true that experience has 

demonstrated that much engineering work is often economically and efficiently 
dene by contracting with established and efficient consulting engineers for 
specialized services. As a matter of fact, the practice of engaging expert con- 
sulting services for specialized types of engineering work is a common pattern 
both with the defense agencies and with private industry. 

Private consulting firms design airfields, waste disposal systems, water distri- 
hution systems, road nets, power distribution systems, plants for the manu- 
facture of a wide variety of product from chemicals to atomic energy, advise 
on procedures, design mechanical equipment and perform a host of other similar 
services too many to enumerate in detail. 

Hecause of the structure of the consulting firm it can either (a) perform essen 

i] services for which the employer has no staff or (b) perform essential serv 
ces more quickly and economically than can the employer's engineering staff 
which is not organized and trained for a particular specialized sort of work 
Vigorous, active, and efficient consulting firms equipped to perform services use 
ful to the defense economy are playing, and will continue to play, a vital part 
in our defense effort. 

The usefulness of many consulting firms, however, and in some cases even 
their continued existence, is threatened by the controls imposed by the Defense 
Production Act. As matters now stand, consulting firms are limited in what they 
may pay their professional engineer employees. This despite the fact that 
increased effort ard work on the part of the consulting firm has brought with 

ncreased work and increased activity to professional employees 

{As professional employees they feel and acknowledge a responsibility to their 
issignments. They take joy in doing their work, and appreciate its implications 
Like any other professional men they stay with a job until it is done. And yet 
the time must come when, faced with increased costs of living, the problems of 
providing for a family, the task of providing for future security, engineers em 
ployed by consulting firms, loyal though they may be to the firm for which 
they work, must take some thought for financial and other rewards which recom 
ense their skilled endeavors. 

The consulting firm, able and willing to share the profits which have accrued 
to the firm because of the skilled work of its professional employees, is now face 

» face with the prohibitions of the Defense Production Act. Consulting firms 
are generally convinced that their professional fees, exempt from controls under 
the Defense Production Act, result from the unified teamwork of all their pro- 
essional employees. The fee in reality represents payment for the unstinting 
effort of all these professional men. It seems clear that it is only fair that these 
men should be properly recognized and rewarded. 

It is true that in some ways the Defense Production Act control provisions are 
sufliciently elastic to cover some adjustments. Unfortunately for the consulting 

rm, however, both the law and its interpretations have been devised to cove 
situations of the most general application. This, of course, is both necessary and 
proper, but it is of little or no assistance in solving the present problem. Large 
ommercial and industrial firms have long established organizational plans and 
charts by means of which deserving persons may be promoted to work with a 

fferent title or description when merit and effort has been sufficiently demon 
strated. Consulting engineering firms do not often have this recourse available 

» them. Many large commercial and industrial organizations have well-estab 

shed bonus plans and policies which can be used to make adjustments in com 
pensation. While this is true of some consulting organizations, it is perhaps not 

rue of the majority of them. Many consulting firms have been established since 
World War IT, and have not been able through the early years of their growth 
to formulate an equitable bonus policy based on experience 

This committee and the Congress will, of course, wish to consider what impact, 
f any, the proposed amendment might have on the controls economy. Obviously 
f under its terms a very large segement of our people were to be withdrawn from 
salary controls, the amendment would have to be approached with considerable 

iution. As a matter of fact, according to the best figures available to us, the 
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number of persons exempted under the proposed amendment would amount to 
somewhere between 3 and 4 percent of the total number of engineers in {he 
United States. Looked at in another way it would amount to only a much sma}|. 
percentage of all wage earners in the country. It is submitted that the exe) 
tion of this number of persons would have an insignificant or no effect on 
controls program as it now exists. 

On the other hand, the adoption of this amendment would permit the contin 
existence of many consulting engineering firms which are at present faced either 
with extinction or with a drastic curtailment of the services which they can 
render. If the activity of these firms is curtailed or if they are forced out of 
business the country will not have available to its defense production efforts the 
proved and well-tested services which have thus far contributed so much to ow 
defense activity. A general loss of the services these firms can, and do, pro 
vide could be of serious consequence to our general economy. 

It is stressed once again that what is here under consideration is a function 
group of professional men who have learned to integrate and coordinate thei: 
activity in the most efficient way. Such groups are not readily established, nor 
once lost, can they readily be reconstituted. For that reason we respectfully 
urge upon the committee the adoption of an amendment to the Defense Produc- 
tion Act for professional engineers similar to that already included for attorneys 
and physicians in language parallel to that already employed for these other 
professional people. 

It is our understanding that the American Institute of Architects is presenting 
to your committee a similar suggestion on behalf of the professional architects 
Since the two professions, however, are so closely allied, we are glad to join with 
them in presenting, as a matter of convenience to the committee, the following 
suggested wording for an amendment to the act. 

To title 1V, section 402 (e) (ii) of the Defense Production Act, add the follow- 
ing clause: 

1.20. = 





the 





*; wages, salary, and other compensation paid to professiona! 
engineers or professional architects licensed to practice their respective profes- 
sions when employed in a professional capacity by an architect, engineer, firm of 
architects, or firm of engineers engaged in the practice of professional architecture 
or professional engineering.” 

The pertinent provisions of the act would then read: 


“TITLE IV 


“PRICE AND WAGE STABILIZATION 
“Sec. 402.* * * 
“(e) The authority conferred by this title shall not be exercised with 
respect to the following: 
“(ii) * * *; wages, salary, and other compensation paid to professional 
engineers or professional architects licensed to practice their respective 
professions when employed in a professional capacity by an architect, engi- 
neer, firm of architects, or firm of engineers engaged in the practice of 
professional architecture or professional engineering.” 

The National Society of Professional Engineers appreciates having had this 
opportunity to express its views to the Senate Banking and Currency Committee 
If we can provide the committee with additional information concerning this, or 
any other legislative problem affecting professional engineers, we shall at a! 
times be happy to do so. 


The Cuamman. The next witness is Mr. Goldberg, representing the 
American Association of Port Authorities. 

We will make your statement a part of the record, and you may 
highlight it or speak from it, as you wish. 


STATEMENT OF DANIEL B. GOLDBERG, REPRESENTING THE 
AMERICAN ASSOCIATION OF PORT AUTHORITIES 


Mr. Gotppera. IT am assistant general counsel of the Port of New 
York Authority, here representing the American Association of Port 
Authorities. The statement I would like to read, Senator, is just a 
little bit different from the one already filed with the committee clerk. 

The Cuarrman, You want that made a part of the record ? 
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Mr. GotpgerG. No, I would prefer to have what I read made a part 
of the record. 

Senator Caremart. May I ask a couple of questions before you 
start ¢ 

Mr. Gouppec. Certainly 

Senator Capruartr. The common carriers and other public utilities, 
and so forth, were exempt under the original act of 1950. 

Mr. Goutpserc. That is right. 

Senator Capenarr. And that applied to port authorities, did it not, 
where the *y were subject to regul: ation by local autonomy 

Mr. Gotpperc. We would have thought so, Senator. We would have 
thought it covered public port authorities, whether self-regulated, or 
regulated by outside agencies. 

Senator Carenart. I think the intent of the committee and the Con- 
eress was wherever a common carrier or port authority or a public 
utility were controlled by some other governmental agency, and could 
not raise their rates without a hearing, and permission iene the gov- 
ernmental agency that was charged with the responsibility of admin- 
istering that particular carrier, that they were exempt under the 
original 1950 act. Isthat not true 4 

Mr. Gotpsere. That would be so. We do not think, however, that 
the Congress intended to restrict the exemption to port authorities but 
also meant to cover other public agencies. 

Senator Capenarr. You thought the Congress intended they should 
be a part of the exemption ? 

Mr. GotpserG. We have thought so. 

Senator CarpenHart. Have they not been ? 

Mr. Gotppera. The Office of Price’ Stabilization has ruled to the 
contrary, and it is our purpose by this appearance, in sup Pe rt of the 
bill introduce ed by Senator Know I: ind, to atte mpt to get the exe mpt ion 

Senator CareHarT. Senator Knowland is offering an aasenaaeah 
that clarifies the original act 4 

Mr. Gotpperg. That is exactly it, Senator. 

Senator CAPEHART. What you are eonge to do is prove that OPS 
are not following the original act, is that it / 

Mr. Gotpserc. That would be part of my purpose. I would like to 
go on and show that the exemption ought to exist as well as my opinion 
that it does exist. 

Senator Carenarr. I do not think there is any quuectign but what 
this committee—I know I did, I cannot speak for others—I am certain 
the intention was that it was to cover all agencies that were subjected 
to regulation by some other governmental agence: 

The Cuarrman. I might say I thoroughly agree with you, and I 
might say to Mr. Gol lberg you will all etaanibine the other day 
Senator Knowland came to me with an amendment, and I gave the 
amendment to Governor Arnall when he was here testifying, and he 
said that he was going to look into it right away. 

Mr. Gotpperc. I am very pleased, Senator. 

Senator Capenart. OPS could cure this themselves, if they wanted 
tO, 

Mr. Gotpperc. The OPS has done something we consider peculiar. 
They have issued a general overriding regulation which exempts all 
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eon 2 charges except our port charges. They have isolated | 
particular type of charge. 

The Cuarrman. Why did they do that? 

Mr. Goxpsere. It is General Overriding Regulation 14. 

The CHarkMan. Six months ago? 

Mr. GoupserG. Something like that. 

The Carman. We gave that to Mr. Arnall last Thursday / 

Mr. Gotpserc. I hope he will take that under consideration. I had 
hoped Congress could clarify its intention and put it beyond the realm 
of any possible change in attitude by the OPS. 

Senator Carenarr. That was our original intention. 

Mr. GotpperG. There is at the present time, Senator, litigation j, 
on that point by the ports of Seattle and Tacoma, and pending ics. 
tion by the port of Honolulu, against the Office of Price Stabilization 
testing your intention. 

Senator Bricker. Those are all publicly owned and operated ¢ 

Mr. Gotpsere. They are. All the corporate members of the associa- 
tion are public agencies. 

Senator Bricker. The Congress never intended to put OPS over 
any other public authority. 

The Cu AIBMAN. We have a State port authority in South Carolina 
that operates in Georgetown, Charleston, and Beaufort. 

Senator Dirksen. Will the language of the Knowland amendment 
clarify that? 

Mr. Gotpperc. It does. It would, I think, make unnecessary this 
litigation which is pending now before the Emergency Court of 
Appeals. 

I am delighted to have you cénfirm my idea of your intention, but 
apparently the Office of Price Stabilization has seen fit to put it into 
litigation. 

The Cuamman. Why did they do that ? 

Mr. Gotprerc. We cannot speak for them. 

The Cruarrman. What inflationary effects did they expect to stop 
by controlling the port authorities in those cities you mentioned ? 

Mr. Gotpnerc. I would hardly hope to speak for them. I would say 
there is no difference between these public agencies and other public 
agencies, and I find difficulty in supporting any theory of keeping 
down inflation in these particular charges. 

The CuatrmMan. Cannot the IC C stop them? 

Mr. Gorprerc. The Federal Maritime Board has jurisdiction over 
port authorities. 

Senator Carruarr. I would like to offer the suggestion that we ask 
Mr. Arnall to give us a memorandum available tomorrow as to jus! 
why they did t: ike the action they did. 

Senator Bricker. And what they are going to do about it. 

The Caiman. Mr. McKenna tells me he called up, because | 
wanted to find out when I had given this to Mr. Arnall, and he said 
there is a memorandum in reply to that on the way up here. I wonde: 
if we can get a copy of it right away ? 
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(The information referred to follows :) 


OFFICE OF PRICE STABILIZATION, 
Washington, D.C. 
Hon. BURNET R. MAYBANK, 
United States Senate, 
Washington, D.C. 

DEAR MR. CHAIRMAN: I have your letter of February 28, 1952, in which you 
request my opinion on the merits of S. 2722. 

In my view the enactment of this bill would materially weaken the price 
stabilization program. 

For one thing section 2 of the bill would bar price control on sales of com 
modities or services by any Federal, State, or local agency. 

rhe extent of this exemption is illustrated in the case of the Federal Govy- 
ernment alone. In the course of a year the Government may sell in excess of 
000,000 different items. In the fiscal year ending June 30, 1951, sales by Fed- 
ral agencies of surplus materials alone amounted to approximately $400,000,000. 
lraditionally, for example, the Government has sold commodities which have 
heen acquired in excess of realized needs, or which have become cbsolete, used, 
scrap. In some instances, as in the case of scrap iron and steel, used ma- 
hinery and used machine tools, the Government is a very significant seller in- 
deed. To grant a blanket exemption for this substantial volume of sales would 
uean that effective price controls in this entire area would be impossible and 
without effective control at this earlier level of distribution, costs all down the 
line would be subject to increasing pressures. This is true either where an 
item sold by the Government is resold by a private seller in substantially the 
sume form or is used by private business in the production of other items. In 
the first case, where the reseller is under a tixed ceiling price, an increase in 
his cost which may result from the proposed exemption, will force him to seek 
an inerease in his price or else be sujected to a price squeeze. In the second 
case, an increase in cost might have to be reflected in higher prices to the pro- 
ducer. In either case it is clear that unless ceiling prices are applicable to 
sales by Government agencies, the inflationary consequences on the entire econ 
my would be extremely serious, 

There are a number of other fields where the Federal Government is a signifi 
aunt seller. As an illustration, post exchanges, stores, and other establishments 
operated by the Armed Forces sell in this country at an annual rate of over 
$300,000,000. At present their sales are subject to the same type of price regu- 
lations as sales by private business. Exemption of suclt sales from price con- 
trol would not only contribute to inflation, but would be discriminatory as 
gainst private business enterprise. 

The bill would also remove from price control all sales of commodities by 
State and local governments. As a just one example, sales of alcoholic bever- 
ages by State liquor stores would be exempted. The impact of such an exemp- 
tion is indicated by the fact that 16 States now have a monopoly on the sale of 
such beverages. In 1950 alone sales by State-owned stores amounted to over 
SS0O0 million. 

[ think I should point out that it is not OPS policy to control for control's 
ake. On the contrary where a Federal, State, or local government enterprise, 
iot a public utility, supplies services not generally competitive with services 
rendered by private business, it is OPS policy to exempt such services from 
price control. Amendment 2 to General Overriding Regulation 14, issued Sep- 
tember 19, 1951, does just that. But where the service is in competition with 

at offered by private business, such an exemption for an enterprise not a 

ihlie utility would be discriminatory. Publicly owned marine terminal fa- 
ilities are in this latter category. Not only are they highly competitive with 
rivately owned facilities, but also they do not possess the characteristics of a 
public utility, either in the sense of being a conventional public utility or of 
«ing subject to rate regulation by a Federal State, or local regulatory body 

The paramount aim of price-control legislation is to protect the economic 
tructure of the Nation against inflation in the interests of national security 
nd defense. If we are to stabilize prices, all significant components of the 
conomy must be kept under control. It is clear that the exemption proposed 
'y the bill would automatically free from controls so significant a part of the 
economy that this agency's efforts toward controling prices would be severely 
indereut. 
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When Congress enacted the Defense Production Act in 1950, it recognized 
the necessity of having controls apply to governmental sales and enacted sec. 
tion 702 (a) for that purpose. Parenthetically it may be noted that the present 
provision is identical with one contained in the Emergency Price Control Act 
of 1942. That earlier provision was preserved without change in the 4-year 
World War II price-control period. The provision was essential then, it is 
just as essential now. 

S. 2722 is objectionable in a further respect. Section 1 enlarges the exemption 
now granted public utilities by providing that “any person” subject to the Ship 
ping Act of 1916 should likewise be exempted from price control. 

At present the act exempts from price control the sales of public utilities, 
This exemption, which is identical to the one contained in the Emergency Price 
Control Act of 1942, is based on the theory that Federal pricing authority is 
unnecessary With respect to public utilities since ordinarily rates of such busi 
nesses are regulated by other public bodies. Actually the act exempts from 
Federal price control all public utilities, whether publicly or privately owned 
and irrespective of whether their rates are regulated or not. This interpreta- 
tion of the statutory provision is one which OPS has followed without exception 

What actually constitutes a public utility within the meaning of this statutory 
provision was determined by the United States Supreme Court in Davics Ware- 
house Co. vy. Bowles (821 U.S. 144 (1944) ) when the Court construed an identical 
provision of the Emergency Price Control Act of 1942. If a business is a con- 
ventional type of public utility, it is exempt from price control whether or not 
its rates are regulated. For example, the Bureau of Light and Power of Los 
Angeles and the East Bay Public Utility District are both conventional public 
utilities. The rates of both are exempt from price control, even though their 
rates are not regulated by any regulatory body. Moreover, if a business is not a 
conventional public utility, nevertheless it still is exempted as a public utility 
under the act if it has been appropriately classified as a public utility by Federal, 
State, or local law, and if its rates are regulated by a Federal, State, or loca] 
regulatory body. As the Supreme Court stated in the Davies Warehouse Co. 
ease (p. 152): “Congress did not intend * * * to supersede the power of a 
State regulatory commission exercising comprehensive control over the prices of 
a business appropriately classified as a utility.” 

In passing, it should be noted that publicly and privately owned businesses 
are on exactly the same footing when it comes to a question of applying the 
exemption. If a municipally owned business meets the test established by the 
Supreme Court, it is exempt as a public utility. 

The bill, however, extends the exemption to “rates charged by any person 
subject to the Shipping Act of 1916 * * *” presumably on the theory that all 
such persons are in fact public utilities. However, the facts are otherwise. 

Some persons “subject to the Shipping Act of 1916” as, for example, common 
earriers by water, are subject to rate regulation by the Federal Maritime Board 
Their rates are now exempt from Federal price control under the provision of 
the present act. However, “other persons,’ marine terminal facilities, for 
example, are subject to the Shipping Act of 1916 only in the sense that the 
file copies of rates and agreements with the Federal Maritime Board which has 
jurisdiction only to prevent discriminatory rates and practices. The Maritime 
Board has no jurisdiction to regulate these rates to determine their reasonable 
ness. The Board in fact has specifically disclaimed power to fix the rates of 
such “other persons.” See Free Time and Demurrage Charges at New York 
(3 U. S. M. C. 89 (1948)). And the Supreme Court in California vy. United 
States (820 U. S. 577) made it clear that the rate-making authority of the Mar 
time Board extends only to common carriers by water and not to marine termina! 
facilities. 

The congressional policy of permitting Federal, State, and local rate regulatory 
bodies to continue with their usual functions, while authorizing Federal pricing 
authority for unregulated areas, is a sound one and should, I think, be continued 
The bill would, however, override this policy by providing an exemption for 
persons subject to the Shipping Act of 1916, irrespective of whether or not their 
rates are actually subject to rate regulation, and apart from whether they are 
conventional public utilities. 

The bill, for example, would have the effect of exempting rates of marine 
terminal facilities across the board. At present if these facilities are appro- 
priately classified as utilities and their rates regulated by any Federal, State, 
or local body, they are now exempt by section 402 (e) of the Defense Production 
Act from Federal price control. But there are a number of cases where the 
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rates of marine terminal facilities are not regulated by any rate regulatory 
pody. This absence of rate regulation is true, for instance, in the case of the 
terminal facilities operated by the ports of Seattle, Tacoma, and Honolulu. 
These ports, as sellers, fix rates for facilities operated by them, but these rates 
are not scrutinized by any independent regulatory body. Not only are these 
facilities highly competitive with privately operated facilities, but they serve 
carriers and shippers throughout the United States and its Territories. In this 
respect these publicly owned facilities differ from any publicly owned enterprises 
which are entirely local in their operation and affect persons only in the 
mediate area 

To exempt all marine terminal facilities, as required by the present bill, would 
pe to disturb the established congressional policy discussed above 
Federal pricing jurisdiction in unregulated areas, and exempting from control 
facilities Which are neither classified as pubile utilities nor regulated with respect 
to rates by any appropriate public body. Such an exemption would be 
sistent not only with a sound stabilization program, but also with the 
of the Supreme Court in the Davies Warehouse Co. case. 

lam aware that marine terminal facilities, both those municipally 
privately owned, which are subject to Federal pricing authority may need price 
adjustments because of hardship situations. In fact, under the services regula 
tion (CPR 34), not only is a procedure available whereby such adjustments may 
be obtained but a number of adjustments have actually been granted. But the 
fact that price adjustments are necessary does not mean that an exemption is 
justified, particularly since marine terminal facilities are indispensable in the 
conduct of both the foreign and domestic commerce of the United States. To 
exempt them would be to grant them a highly preferential status over terminal 
facilities serving only rail and motor carriers. 

In view of the reasons here discussed, L recommend strongly 
of S. 2722 


im- 


of providing 


incon- 
decision 


owned at 


against adoption 


Sincerely yours, 
» 


ELLIS ARNALL. 
Senator ScuorrreL. Mr. Goldberg, I think in further support of 
your position that at the time this measure was on the floor of the 


Senate there was a colloquy by the Senator from California, Sen- 
ator Knowland, that definitely established the intent of the C ongress 
on that phase of the thing, supporting your present position. That 
has been drawn to the attention of the now present 
Governor Arnall. 

I am quite sure—I just speak for myself— 

Senator Carenarr. That colloquy was with whom? 

Mr. Gotpperc. With the chairman of this committee, at the time 
he was piloting, so to speak, the 1951 amendments. Senator Know- 
= specifically asked the chairman as to whether it was intended, 

by the Senate’s rejection of a House amendment called the Kennedy 
amendment, to make certain that public agencies were to be exempt 
regardless of the presence or absence of any 
shone. 

Senator Maybank gave that assurance on the floor of the Senate to 
Senator Knowland. We had thought that that would have ended the 
controversy. 

The CHarrman. Mr. Arnall’s reply to me goes into the question of 
sales, 

Mr. Gouprera. Sales of what, Senator ? 

The Cuamman. The bill will also remove from price control all 
sales of commodities by State and local governments. As just one 
example, sales of alcoholic beverages by State liquor stores would be 
exempted. The impact of such an exemption is indicated by the fact 
that 16 States now have a monopoly on the sale of such beverages. In 
L950 alone, sales by State-owned stores amounted to S800 million. 


administrator, 


outside regulation of 
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Mr. Govprerc. It is true that the bill as introduced by Senato 
Knowland would go beyond public service charges, and I suppose th 
when I speak on behalf of the American Association of Port Authori 
ties, that is not a portion of the bill with which I am concerned. 

I ‘might ¢ go outside of my authority to suggest that the same theor, 
which would support exemption of State agencies from OPS in price 
control of services might have to do with the control over prices for 
commodities as well. 

Senator Carenmart. It was never the intention in the original }j! 
to exempt whisky, surplus property, or anything of the sort he is talk 
ing about in here, so it is just another example of how they can get an 
issue confused. 

The intention was to exempt all utilities and port authorities, aid 
so forth, that are regulated by law, whose rates are regulated by law. 

Mr. Gorpserc. Whether self-regulated or by outside regulation. 

The Caiman. This is quite a document of five pages. It woul: 
take us time to study it. I will ask the staff to study it. 

Senator Carrnarr. Mr. Chairman, this communication is on Sey 
tator Knowland’s amendment, and what I think we ought to have is 
the reasons why OPS placed port authorities under OPS when it 
was the intention of this committee that they not be placed unde: 
OPS. Let us get an opinion on that, rather than an opinion on Sen 
ator Knowland’s amendment. Their opinion is that the Knowland 
amendment is too broad, it would take in all these other things. We 
do not want the Knowland or any other amendment to exempt the sale 
of whisky, or surplus property, or the sale of anything of that sort. 
We want to confine it to those agencies that are regul: ated by States 
or municipalities, and cannot raise their rates. We are thinking in 
terms of rates. 

The Cuamaan. I will ask the staff to make a study of the Know 
land amendment, and this five-page memorandum, I do not think 
it will be necessary to read and consider it at this time, because we 
have a lot of witnesses to hear 

Senator Caremarr. 1 think we know the problem well enough tha 
you can just put your statement in the record, and we will take care 
of it for you, 

Mr. Goupserc. Much of what I wanted to say you have covered !) 
the colloquy, and I am prepared to do that. 

Senator Capeuarr. It would accomplish the same purpose, 
The Cramman. You cannot control the State port authority 
Illinois and California, and then not control the power companies 

ov ned a the city or State government ¢ 

Mr. Goupnerc. At the present moment, the OPS by its genera 
overriding regulation has exempted—not on the theory that you ha 
exempted them, under the public-utility exemption, but on the theor 
of their outside power to do that, administratively—all public charge- 

except our port charges, and I think you have indicated in agre: 
ment with me that that was not your intention. and we were hoping 
the Knowland amendment would correct it. 

The Cuaiman. It certainly was not mine. I do not know wha 
the Knowland amendment contains. It may be too broad. Por! 
authorities are regulated by the State governments, are they not‘ 

Mr. Gotpperc. In some cases they are regulated by outside agencies 
but in most cases being State agencies, or municipal, they do not hav: 
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outside regulation. They are public in all of our cases, and in most 
of our eases the commissioners who will have the final say as to what 
the charges would be are unpaid public servants appointed by gover- 
nors, mayors, city councils, and in some cases elected, and the y have 
the final say over what their administrative staff members would rec- 
ommend by way of price increases. We consider it not nonregulation, 
it self-regulation in many cases. 

The CuatrMan. That is what it is. 

Mr. Gotpperc. The memorandum that you have from the OPS is 
an answer—— 

The CuatrMan. To Senator ents amendment. 

Mr. Gotpperc. Is it a comment on it, or merely an explanation ? 

Phe CHarrMaAn. You may read it if you want to. 

Senator Capenarr. May | suggest that you take this memorandun: 
ind read it, and then later today come bac k and finish your testimony 
based upon what they say ? 

Mr. GotpperG. That is exactly what I was going to ask permission 
to do. 

Phe CoarrMan. You may do that. 

(The prepared statement of Mr. Goldberg follows :) 


STATEMENT OF THE AMERICAN ASSOCIATION OF PortT AUTHORITIES, REPRESENTED 
BY DANIEL B. GOLDBERG 


Mr. Chairman and members of the committee, T am assistant general counsel 
of the Port of New York Authority. 

[ appear on behalf of the United States members of the American Associatiol 
of Port Authorities to support legislation such as S. 2722, to clarify the exemp 
tion of public utilities in the Defense Production Act so as to assure that charges 

le by State and municipal agencies, including public port authorities, are 
not subject to a duplicative control by the Office of Price Stabilization 

rhe American Association of Port Authorities is an organization made up of 
the State and municipal governing boards and hodies having jurisdiction over 
he public ports of the United States. There are more than 50 corporate member 
ports of the American Association of Port Authorities, including among others, 
such ports as Boston, New York, Philadelphia, Norfolk, Charleston, Savannah, 
Miami, Mobile, New Orleans, Galveston, Houston, Long Beach, Los Angeles, San 
Francisco, Seattle, Portland, Milwaukee, Toledo, and many more 

Ports and marine terminals are traditionally complex service organizations, 

‘rying on three distinct lines of activity combined under one administration 

st, there is the wharfinger activity having to do with furnishing dock facilities 
services to vessels and vessel cargoes during the so-called free-time period 
g which the cargoes remain on the piers. Secondly, there is the activity 
nting structures or open land along the water front in port and terminal 
s to tenants extensively engaged in shipping by water. The third activity 
public warehousing designed to necommocdate water-borne tonnaves hicl 
ain in the port areas beyond the free-time period permitted on the piers them 
es in situations where the owners of cargo do not desire to re structures 
open areas for exclusive use or to act as their own custodian of the cargo. 

Most of the ports in this country providing this complex of services are aciuinis 
tered by publie agencies. Certain of our publie corporate members are agencies 

‘ departments of their local governments; others are State commissions; and 

till others are public authorities, independently incorporated. Almost all of the 
port commissioners are unpaid public servants, appointed by governors, mayors, 

ity councils, or in some cases by local election. 

My testimony here relates to section 402 of the Defense Production Act of 1950, 
wherein, in subsection (e) (v), the act provides, with reference to the stabiliza 
tion of prices, in part as follows: 

“(e) The authority conferred by this title shall not be exercised with respect to 

“(v) Rates charged by any common carrier or other public utility.” 
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Brietly stated, it is our view that in the interests of the foreign and domestip 
water-borne commerce of the United States, the American merchant marine 
and the operation of public ports in the United States, the rates and charges 
for services rendered by public ports are not and should not be subject to Federg 
price control in addition to Federal Maritime Board regulation. Our purpose 
would be served by 8S. 2722. 

This problem is a real and present one to the public ports who find the esiah 
lished pattern of port operation disrupted by attempts at OPS regulation 
spite of the obvious intent of the act to exempt them as public utilities, 

For example, the port of Seattle, and the port of Tacoma are presently Contes; 
ing in the EKmergeney Court of Appeals an OPS ruling to the effect that thes, 
public port organizations are not public utilities within the meaning of the co; 
gressional exemption. The Honolu!u Board of Harbor Commissioners have a\sp 
entered a similar suit contesting an OPS ruling. It is the position of these ports, 
in the litigation, that the Defense Production Act exempts them as it stands 
But the advantages must be obvious of having the Congress clarify its intent 
so as to make unnecessary any further controversy between the public officials 
who administer our ports and the representatives of the Office of Price Stabiliza- 
tion. 

The effect upon the public ports goes far beyond the two cases of litigation 
just mentioned. The mere pendency of OPS regulation claims has made for hes 
tancy and disruption in the closely interrelated operations of port commerce 

In general, public port operators hope merely to cover the cost of operation 
of their terminal facilities while tax moneys meet the debt for capital expense 
If an increase in the cost of operation cannot be met with an increase in charges 
against the persons who use our terminal facilities, then in most of our ports 
the only recourse we have is to add to the taxpayer’s existing burden of 
capital expenditures the further burden of making up our operating deficits 
In other words, the choice is not only one of increasing or not increasing port 
charges, but of increasing port charges as against increasing taxes in the con 
munity in which our facilities are located. 

The OPS interpretation of the act appears to be that outside regulation is 
necessary before a facility can be classed as a public utility and exempt under 
the act. The OPS nevertheless, not as a matter of statutory exemption, but 
under its authority to issue general overriding regulations, has exempted almost 
all of the services provided by public agencies whether or not subject to outsid 
regulation. The exception has been in the case of public port operators. And 
yet, peculiarly enough, that is almost the only field of State and local operatio: 
which already is subject to Federal regulation. I refer to the decision of th: 
Supreme Court against the State of California under which public port operators 
are “other persons” subject to regulation by the Federal Maritime Board unde 
the Shipping Act. 

The present OPS position contrasts vividly with the position taken by its prede 
cessor agency, the Office of Price Administration, under the identical conzres 
sional exempting language in the former act. In a United States Maritime Com 
mission proceeding based upon certain price increases proposed by various of 
our port members in the State of California, the OPA did not take the positio: 
that it could disapprove the price increases. On the contrary, it protested to the 
Maritime Commission, recognizing, the right of the ports to disregard OPA pr 
tests and recognizing that the only Federal control over such price increases wis 
vested in the Maritime Commission. 

Frankly, we are at a loss to understand the peculiar discrimination which thy 
OPS has accomplished in its General Overriding Regulation which exempts 3 
charges for services by public agencies except port charges. The reasons for 
the administrative exemptions apply as fully to the public operations which our 
members conduct as they do to the charges for public supply of water, electricity, 
transit, and a host of other public services, many of which, it seems to us, ar 
even more closely and directly related to the cost of living than are the charzes 
made by our member ports. 

An historical study of the trend of prices for port services reveals another 
cogent argument against superimposing OPS price control upon loca! control and 
Federal Maritime Board control. Traditionally, port operation is a depressed 
operation economically, with net revenues usually below the cost of providinz 
the facilities and services. There has existed no inflationary tendency to pus! 
prices upward during times such as the present and so there is no need for price 
control. As a matter of fact, the price level of port operations has been responsive 
to depression conditions causing wholesale reduction in prices without any cor- 
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responding tendency upward during times of intense business activity. It is 
a truism among American public port operators that they are perpetually in a 
struggle to be even self-supporting. 

Other incongruities arise from OPS attempts at regulation of public ports. A 
seaport is a point of interchange between common carriers, which the act says 
are not subject to regulation. Both principal types of common carriers, railroads 
and steamship lines, are themselves operators of port facilities, in some cases in 
competition with public port bodies. This gives rise to a peculiar situation in 
which, in the view of OPS, privately owned terminals may not be subject to regu- 
lation while publicly owned terminals are under OPS control. 

Let me give a recent example. The port of Beaumont performs car-loading 
and unloading services for the various railroads entering the port as their 
agent for this service, billing the railroads. On the occasion of a recent port 
labor wage increase, the port notified the railroads of an increase in cost of the 
service. The railroads in turn notified the shippers involved and as exempt 
common carrier, began to collect the increase from the shippers. The railroads, 
however, Would not pass the increase along to the port without OPS approval. 

This port sought relief with OPS, preserving its legal right to assert its stat 
tory exemption, This relief was granted, but not retroactively, with the 
of a net loss to the port. The net result was that the OPS interprete 
gressional intent to permit the railroads to increase their charge for 
performed by the port and refused to acknowledge that the public 
was covered by the same congressional exemption. It is the possibilit 
interpretation and confusion resulting therefrom which we are seeking to av: 
by this petition for the enactment of S. 2722. 

Those in OPS who seek to regulate port charges apparently overlook the eff 
of the express exemption of rentals of real estate. Thus, certa 
tionally employ the method of renting their piers to individ 
for stated periods of time. Other public pier operators, ‘or 
other, employ the method of holding themse! 
eharging on a tariff or publie utility basis. The choice 
the local port authority. Yet the OPS contends that the 
chooses the rental technique has been exempted by Congress b 
operator who acts as a publie wharfinger has no exemptior So far 
of charges for public terminal facilities is concerned, there is 
between the two methods of procedure, although OPS purports to 
congressional intent in the two cases 

In another respect, the position of the OPS would give to this Feder: 
the tinal word to decide upon the survival or destruction 
entrusted to local officials by State governments. That 
occurred in the case of the port of Olympia, Was! The p 
was faced with an economic inability to survive without 


ves our 


charges. We would contend as a matter of policy and as 
sional intention under the act that the decision as 
should be increased and the port should continue t¢ 
sphere of local government and was not an OPS f 


that the decision could not be made without its approval and pro 
i press release that it had, as a matter of its grace, permitted 


n charges which made the difference between the continual 
of this State function 
It has seemed to us that the OPS position has not only 
and is not only vicious as a violation of our dual form of h ! 
ally it attempts to legislate by administrative fiat what the Congress ha 
expressly refused to legislate. I refer to the amendment introduced by 
gressman Kennedy in 1951 which the House of Representatives actually adoptes 
and which would have limited the public-utility exemption to situations in whiel 
the publie operator's charges are subject to outside control by some publie 
regulatory body. You will see that the substance of this amendment embodied 
eX ietly the same interpretation which the OPS now gives to the term “pul 
lity.’ Without the amendment, the term was unqualified rhe amendment 
would have introduced the qualification of outside public regulation 
amendment was not accepted by the Senate and it failed of enactment 
would seem to us to have disposed of any possibility of imputing to Congress 
intention to qualify the public-utility exemption. But the OPS continues 
) insist that the term is qualified anyway. In other words, it seeks by its 
administrative interpretation to substitute itself for the Congress and accon 
plish the result which Congress refused to enact, 


t 
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Our support for S. 2722 is therefore made to clarify the intention of Congress 
to avoid discrimination between public and private port operators and betwoeo 
public agencies operating ports and operating other facilities, to avoid ¢\y 
necessity of continued litigation between State and Federal officials, to ayoig 
conflict between two Federal agencies, and to leave to the local representat 
of the people the decision as to the best method of defraying increases in 
cost of local services. 

I am submitting, with the committee’s permission, a copy of the Amer 
Association of Port Authorities resolution on the subject for inclusion in 
record. 

With the committee’s permission also, I should like to have included in 
record a statement by the California Association of Port Authorities and 
Northwest Marine Terminals Association, both regional organizations of 
operators, also supporting S. 2722. This statement has already been filed \ 
the committee clerk. I should also like to record the support for S. 2722 of 
North Atlantic Ports Association. 

Thank you. 


RESOLUTION RELATING TO FEDERAL PRICE-CONTROL OVERCHARGES AND RATES 
SERVICES RENDERED BY PUBLIC Port AUTHORITIES, ADOPTED BY THE AMER 
ASSOCIATION OF PorT AUTHORITIES, OCTOBER 27, 1951 


Whereas the Defense Production Act of 1950, as amended, exempts from pric 
control rates and charges of all public utilities ; and 

Whereas public ports who render services upon uniform rates and charges 
available to the public generally are public utilities : and 

Whereas the Office of Price Stabilization has administratively construed “yb 
lie utilities” as not including public ports for the reason that they are not conven 
tional public utilities and are not regulated by independent governmental 
cies ; and 

Whereas several member ports of this association have had increases in their 
rates and charges challenged by the Office of Price Stabilization and protests 
thereon are now pending: Now, therefore, be it 

Resolved: 1, It is the essence of the American Association of Port Authorities 
that in the interests of foreign and domestic water-borne commerce of the United 
States, the American merchant marine, and the operation of public ports in the 
United States the rates and charges for services rendered by public ports should 
not be subject to Federal price control, and 

2. This association advocates and urges that the Congress of the United States 
adopt legislation amending the Defense Production Act of 1950 so as to exempt 
from Federal price control all charges and rates for services rendered by any 
governmental or other public agency ; and 

3. That the general counsel of this association is hereby authorized and en 
powered for and on behalf of this association to appear in any legislative, ad 
ministrative, or judicial proceeding, whereby Federal price control over services 
rendered by public ports is involved, and to take such action necessary to carr) 
out the objects of this resolution. 

(Unanimously adopted, United States members only voting. 


STATEMENT IN SUPPORT OF S. 2722 ON BEHALF OF THE CALIFORNIA ASSOCIATION OF 
Port AUTHORITIF§ AND THE NORTHWEST MARINE TERMINAL ASSOCIATION 


The California Association of Port Authorities is an association Compose: 
of the publicly owned ports of San Francisco, Oakland, Stockton, Los Angeles, 
Long Beach, and San Diego, and the following privately owned marine termina 
companies: Encinal Terminals, Parr-Richmond Terminals, Howard Terminal, 
and the Outer Harbor Dock & Wharf Co. 

The Northwest Marine Terminal Association is an association Composed 
the publicly owned ports of Seattle, Tacoma, Port Angeles, Longview, and Van 
couver, Wash.; Portland and Astoria, Oreg.; and the following privately owned 
terminal companies: Alaska Terminal & Stevedoring Co.’; Albina Dock Co 
Ames Terminal Co.’; Arlington Dock Co.’; Baker Dock Co.2; Columbia Basin 
Terminals’; G. & S. Handling Co.’; Interstate Terminals *; Olympic Steamship 
Co! ; Salmon Terminals, Ine.’; Shaffer Terminals, Ine.*; Tait Tidewater Teri 
nals': Virginia Dock & Trading Co.’: West Coast Terminals *; and Willisms, 
Dimond & Co.’ 


' Seattle, Wash. 
* Portland, Oreg. 
* Tacoma, Wash. 
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The members of both associations are parties and signatory to agreements 
under section 15 of the Shipping Act of 1916, one for each association, which 
ereements have the authorized approval of the United States Maritime Com 
mission (now the Federal Maritime Board). 

Phe Office of Price Stabilization has recently issued an order denying protest 
(Docket Nos. 1G-—27-P and 1034-2-P and 1G—30—-P and 1034—-3—-P) in the matter 
of the ports of Seattle and Tacoma on the grounds that such ports are not 
appropriately classified as public utilities under applicable law and that their 
rates are not regulated by any independent governmental authority exercising 
ite regulatory powers. OPS has taken a like position with respect to rates 
fixed by the Board of Harbor Commissioners of the Territory of Hawaii. In 
both cases OPS has said that such public ports are subject to OPS price ceiling 
eculations and that such public ports are not exempt under section 402, sul 
section (e), paragraph (v), of the Defense Production Act of 1950 

That section reads as follows: 

(e) The authority conferred by this title shall not be exercised with respect 
to the following: 

“(v) Rates charged by any common carrier or other public utility : 

S. 2722 proposes to amend said paragraph (v) of section 402 (e) to read, 

is is here pertinent, as follows: 

‘(e) The authority conferred by this title shall not be exercised with respect 

the following: 

“iv) Rates charged by any common carrier or other public utility, 

tes charged by any person subject to the 


as 


including 
Shipping Act, 1916 (Publie Law 


* 


260, b4th Cong., Ist sess.), as amended ; . 
S. 2722 also proposes to amend said section 462 (e) by adding a new paragraph 
viii) thereto exempting generally the rates for all services supplied direct 

by governments, Federal, State, and municipal, or agencies thereof 
Each of the said two associations, the California Association of Port Author 
ties, and the Northwest Marine Trerminals Association, have in official 

ings adopted resolutions approving the exact language of S. 2722 and 

Congress to adopt that or similar legislation 
It is respectfully urged that your honorable committee report out 

said S, 2722, for the following reasons: 


meet 


urging the 
favorably 


1. Section 1 of S. 2722, amending paragraph (v) of section 402 | 
fies the expressed intent of Congress, so us to avoid further litigation and 
ntlict between OPS and public and privately operated ports and terminals 
2. Section 1 of S. 2722 would definitely prevent an interpretation 

102 (e) (v) that will and has resulted in a conflict of authority between the 

federal Maritime Board under the Shipping Act of 1916 and OPS 

Sections 1 and 2 of S. 2722 would clarify and amend the Defe 
of 1950 in a manner entirely consistent with the needs of 
trols, even as exemplified in existing regulations of OVS itsell 

S. 2722 would clarify the Defense Production Act of 1950, so as 

biv reflect the original intent of Congress. 

2722, in section 1 thereof, would clarify the meaning of the words “publi 
ity’ so that those persons who are subject to the Shipping Act of 1915 and 
e Federal Maritime Board thereunder would be definitely exempt from thi 
eration of the act and the regulation of OPS. Such persons that would be 
exempt would include public and private ports and terminal operators (Ca/ 

av. ULS., 820 U.S. 577). Wharfingers and wharf operators who offer their 
ilities generally to the public at fixed charges and rates have traditionally 
en cousidered as public utilities, affected with a public interest. (See Munn vy 
wois, M4 U.S. 113; City of Oakland v. El Dorado Terminal Co., 41 Cal. Opp 
~d) 320.) As such they are now actually exempt as public utilities from the 
eration of the Defense Production Act of 1950. The proposed amendment 
vould merely clarify this position of exempt status and prevent OPS from co 

ling that act in a different manner and contrary to the expressed intent o 

at act and of the Congress. 

OPS argues that a public utility under the act must not only be a publi 
ty but must be one that is regulated in its rates and charges by an inde 
dent governmental regulatory authority. The act does not so limit the 

eaning of the words “public utility.” Therefore, the amendment proposed by 

~. 2722 would expressly state that as to public utilities subject to the Shipping 

{, ho such limitation was intended. 
lo further illustrate that Congress, in adopting the Defense Production Act 
1990, did not intend to limit the phrase “publice utility” to a regulated publi 
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utility, it should be remembered that in 1951, in proposed bills to amend that 
act (the Kennedy amendment) it was proposed to amend section 402 (e) (vy) 
by exemption— 

“(v) Rates charged by any common carrier or other public utility whose 
proposed increase in any rate or charge is subject to control by a Federal, State, 
municipal, or other public regulatory authority exercising jurisdiction to 
approve or disapprove proposed increases in such rates or charges: * * *” 

This proposed amendment, to section 402 (e) (Vv) was deleted in committe: 
and never passed the Congress in the Defense Production Act amendments of 
1951. The only possible inference from such action that can be drawn is that 
the Congress did not desire to limit the exemption of public utilities to regulated 
public utilities and that the present act does not so limit that exemption. 

The Emergency Price Control Act of 1942, under which OPA operated during 
World War II, contained an exemption Clause identical in language with section 
402 (e) (v) of the Defense Production Act of 1950, with regard to “any comme: 
carrier or other public utility.’ The words “public utility” in this former act 
have been judicially construed to refer to any publie utility, whether regulated 
or not. (See Bowles v. Wieter, 65 F. Supp. 359; Fleming v. Chicago Cartage Co., 
160 F. (2d) 992; Dunham & Reid v. Porter, 157 F. (2d) 1022; In re Rice, 165 F. 
(2d) 617.) 

When the Congress reenacted the same exemption language in the Defense 
Production Act of 1950, it must have done so in the light of the judicial inter- 
pretations given to that language in the Emergency Price Control Act of 1942 
S. 272Z, serving as it does only to clarify this intent with reference to those 
public utilities subject to the Shipping Act of 1916, should receive favorable 
action by the Congress. 

To again illustrate that under the exemption clause pertaining to public utili- 
ties contained in the Emergency Price Control Act of 1942, OPA thereunder 
considered publicly owned ports and terminals exempt, we advert to Docket 
632 in the United States Maritime Commission. In 1944 certain members of 
the California Association of Port Authorities filed notices of proposed increased 
rates for wharfage and dockage. In that instance OPA, instead of issuing a 
cease and desist order under the theory that it had jurisdiction of the rates of 
publicly owned and operated ports and terminals, filed a protest with the United 
States Maritime Commission. The following quoted from that protest is very 
significant as illustrating the administrative interpretation in 1944 that publicly 
owned ports and terminals, as well as other persons subject to the Shipping 
Act of 1916, were exempt from OPA regulation: 

“In view of the foregoing considerations, this office is acting under the author- 
ity delegated from the President pursuant to section 1 of the Stabilization Act 
of October 2, 1942, to protect to the port authorities the proposed increases 
in their charges. We must, however, reckon with the possibilities that 
our protest, together with the protests of the agencies of the Government af- 
fected, may not suffice to dissuade the port authorities from taking the proposed 
action. Since the proposed increases will constitute what the protestants be- 
lieve to be an unjustified addition to the cost of the war and since there is 
substantial hazard that the action of California authorities may prove only 
the prelude to like action on all seaboards, I earnestly request the Maritime 
Commission to exercise to the full such authority as it may possess in the premises 
to prevent or cause a postponement of the proposed increases. 

“CHESTER A. BOWLES.” 

The United States Maritime Commission instituted an order to enter upon 
a hearing as to the lawfulness of the rate increases proposed, such increases were 
withdrawn, and the docket closed. The action of OPA, in that instance, 
amounted to an admission, that OPA had no jurisdiction over increases in the 
rates of public ports and an admission that the proper regulatory body with 
reference to public ports and private terminal operators was the United States 
Maritime Commission, under the Shipping Act of 1916. The proposed S. 2722 
merely restates clearly this same position and would prevent OPS, now, under 
identical language, from arriving at a contrary administrative determination 

It never has been the intent of the Defense Production Act that it should or 
ought to apply to publicly or privately owned ports or terminals, which are 
operated as public utilities or are subject to the Shipping Act, whether inde 
pendently regulated as to their rates or not. This is borne out by past proposed 
amendments in 1951 to the Defense Production Act of 1950 which were not 
adopted by the Congress, by judicial decisions construing identical exemption 





DEFENSE PRODUCTION ACT AMENDMENTS OF 1952 543 


language in the Emergency Price Control Act of 1942, and by past administrative 
action of DPA. 
S, 2722 is therefore justified in that it would clarify and make more certain 
that this correct construction of section 402 (e) (v) of that act be followed by 
OPS without involving other persons subject to the Shipping Act of 1916 in the 
extremely costly harassment of filing protests with OPS and litigating the 
construction in the courts, to the cost and detriment of the terminal industry. 


II 


S. 2722 would prevent an administrative construction by OPS which would 
result in a conflict of authority between Federal agencies. 

S. 2722 proposes to clarify the Defense Production Act of 1950 so that “persons 
subject to the Shipping Act, 1916” will unequivocably be exempt from regulations 
by OPS. OPS has administratively, in the dockets affecting Seattle and Tacoma, 
cited supra, declared that it does have control of all public utilities if their only 
regulation is under the Shipping Act of 1916 by the Federal Maritime Board 
Such a construction by OPS can only result in a conflict of authority betwee! 
OPS and the Federal Maritime Board under the Shipping Act of 1916. 

Congress never intended to give OPS such price control authority as would 
result in the impaired administration of regulatory rate control by other long 
established Federal agencies. (Davies Warehouse Co. v. Bowles, 321 U. 8. 144). 
Congress, in placing certain exemptions in the Defense Production Act of 1950, 
sought, among other things, to provide price controls only where none existed 
Even OPS recognizes this general congressional intent 

The following Case is described to show how such a conflict would exist be- 
tween the provisions of the Shipping Act of 1916 and the Defense Production Act 
of 1950, if the present construction of section 402 (e) (v) of that latter act by 
OPS should prevail, and to illustrate why it is desirable to enact S. 2722 so as to 
obviate any such conflict by definitely exempting persons subject to the Shipping 
Act of 1916. 

On November 7, 1989, the United States Maritime Commission, on its own 
motion, insituted Docket 555 to investigate the acts and practices of the ports 
of San Francisco, Oakland, Stockton, and others relating to free time allowed 
and wharf demurrage and storage rates. After extensive hearings, the Commision 
found that the respondent ports were guilty of violating the Shipping Act of 
1916 and ordered that the respondent ports adopt certain minimum raes for 
demurrage and storage (some of which were double the existing rates) and 
certain maximum free time allowances. The Supreme Court of the United 
States (California v. U. S., 320 U. S. 577) on certiorari upheld the decision of 
the United States Maritime Commission and held that the charging of noneom 
pensatory rates by a port or terminal operator was a violation of the Shipping 
Act of 1916 and that minimum compensatory rates could be ordered established 
by the Commission. 

If the Federal Maritime Board should now find such a violation of the Shipping 
Act of 1916 to exist as to any port or terminal and. to correct the violation, should 
order a minimum rate of twice or even in excess to any extent of the existing 
rate to be charged, then under the construction of the Defense Production Act 
of 1950, administratively assumed now by OPS, such an order would in effect 
authorize a violation of the ceiling price established for such a port or terminal 
S. 2722 would remove persons subject to the Shipping Act of 1916, from the pur- 
view of OPS regulation, and thus eliminate any administrative OPS construction 
of the Defense Production Act of 1950 that would lead inevitably to conflict 
between the two acts and between the two Federal agencies administering said 
acts. 

It is urged that S. 2722 should be adopted so as clearly to exemplify the intent 
of Congress that OPS should not invade the province of the Federal Maritime 
Board with reference to its existing powers of regulation over persons subject to 
the Shipping Act of 1916. After all, the Federal Maritime Board and its prede 
cessor have been long established and are thoroughly conversat it} 
charges, and practices of publie and private ports and terminals. Tt would not be 
consonant with the best interests of the terminal industry nor wih the national 
economy that there should be any derogation of any of its powers and authority 
by an inconsistent construction by OPS of the Defense P 
2722 is designed to express unequivocably for the guidance of OPS and the 
terminal industry that the Federal Maritime Board is its regulatory body to the 
extent of the provisions of the Shipping Act of 1916. 


s t with the rates, 
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S. 2722 would clarify and amend he Defense Production Act of 1950, so as to 
exempt those services the rates for which are, in the interests of the nations 
economy, not necessary to be controlled and which, if controlled, would lead 1 
administrative difficulties and hardships far in excess of any benefits. 

S. 2722 would exempt from price control services supplied by the United State 
States, municipalities, etc.. and any agency thereof. Generally speaking, go\ 
ernmentally supplied services should not be subject to control by OPS. Th 
rates and charges for such services are already under direct public control, an 
are fixed by governmental bodies, agencies, or boards directly responsible to tly 
people. There is no profit motive in the operation of governmental services. On, 
of the purposes of governmental ownership or operation is to eliminate excessiy: 
profit from the operation of public utilities or services so that the public ma, 
benefit therefrom through low rates, better improvements, and adequate servic 

Governmental utility and service rates and charges are almost universally 
low as compared to comparable privately owned utilities. There is, therefore 
less need to regulate governmentally owned utility or service rates or charges 
than privately owned ones. Privately owned utilities are, even under OVS inte: 
pretation of the exemption of the act, not generally subject to price contro 
because most are otherwise independently regulated. To require approval by 
OPS before any charge in governmental utility or service rates or charges cai 
be made, would in effect, be discriminating against governmentally owned utili 
ties and services by requiring more rigid control thereof than for private publi: 
utilities. 

These principles are reflected and recognized in existing OVS regulations 
General Overriding Regulation 14, as amended, exempts among other sery 
ices (see sec. 3 (89)), “Services supplied directly by the United States, the 
States, Territories, and possessions of the United States, and their politica! 
subdivisions and municipalities, the District of Columbia, and any agency of 
any of the foregoing.” 

Except for the exceptions following the above language in G. O. R. 14, as 
amended, this regulation is identical with section 2 of S. 2722, and henc 
S. 2722 would give congressional recognition on a more permanent basis of that 
which OPS has already by regulation determined that it is unnecessary and 
inexpedient to control. 

In G. O, R. 14, as amended, however, OPS has seen fit to assert continued con 
trol of “services supplied in connection with terminals, docks or warehousing 
facilities by any such Government or governmental agency.” It should be re 
membered that in general .the considerations requiring noncontrol of all othe: 
governmental services, apply at least with equal force to terminals, docks, and 
warehouses governmentally operated. As a matter of fact, the attempted re 
tention of controls over terminals and docks is less justified than over most 
other governmental services, for of all “overnmental services, those connected 
with docks and terminals are those which were already subject to the Shipping 
Act of 1916 and the Federal Maritime Board, and hence were less in need of 
OPS control than other governmental services. An analysis of G. O. R. 1l4, as 
amended, will lead to the conclusion that S. 2722 is justified in principle and 
precept, and actually coincides with the thinking of OPS. S. 2722 is further 
needed, however, to prevent the discrimination inherent in regulations lik: 
G. O. R. 14, as amended, where controls are sought to be retained over those 
governmental services, viz: terminals, docks, and warehouses, concerning whic! 
controls are least necessary, and are voluntarily relinquished as to all other such 
services on the broad fundamental basis that such are unnecessary. 

Even as terminal and dock services, OPS has in G. O. R. 14, as amended, ré 
laxed certain controls by exempting rates for pilotage and stevedoring done for 
the account of a water carrier. Again discrimination in such a regulation js 
inherent, for the rates for stevedoring done for other than the account of a water 
carrier are predicated upon the same considerations as when done for a vessel's 
account. In order to eliminate such inequal application of controls and to recog 
nize that controls of such nature are actually unnecessary, S. 2722 should be 
adopted. 

In order to clarify the Defense Production Act of 1950, to the end that adminis 
trative interpretation by OPS shall not frustrate the intent of Congress hy 
asserting controls inconsistent with and contrary to the Shipping Act of 1916 
and the jurisdiction of the Federal Maritime Board, and in order to treat gov 
ernmental services as not requiring controls, as exemplified generally even in 
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existing OPS exemption regulations, S. 2722 should receive favorable approval 
by your honorable committee. 

This statement has been prepared in a minimum of time, because the under 
signed have had only a day’s actual notice of this hearing. The undersigned 
therefore respectfully request, at the time of presentation of this statement to 
your honorable committee, the privilege of amplifying and documenting this 
statement in those particulars which they may deem necessary to adequately 
present their views. 

Respectfully submitted. 

Rosert H. Wy Iz, 
Manager, Port of San Francisco, Calif 
JOHN F. L. Bares, 
Port Director, City of San Diego, Calif. 
CHARLES P,. Howakp, 
Howard Terminals, Oakland, Calif. 
G. J. ACKERMAN, 
Executive Assistant, Commission of Public Docks, Portland, Oreg. 
V. W. KILLINGS WORTH, 
President, Alaska Terminal & Stevedoring Co., Scattle, Wash 
ARTHUR W. NORDSTROM, 
ittorney for Port of Los Angeles, Calif 
Special Joint Committee representing the California Asso 
ciation of Port Authorities, and Northwest Marine Termi 
nals Association. 


The CHatrman. The next witness is Mr. Russell B. Brown of the 
Independent Petroleum Association of America. 

The South Carolina Oil Jobbers Association has written me with 
refere nce to your testimony, and I am going to place a letter from Mr. 
Heinz, whom you probably know. in the record. 

(The letter referred to follows :) 


SouTH CAROLINA OIL JOBBERS ASSOCIATION, 
Columbia, S. C.. March 10, 1952 
Hon. BuRNET R. MAYBANK, 
Chairman, Senate Banking and Currency Committee, 
Senate Office Building, Washington, D. C. 

DEAR SENATOR MAYBANK: We note in the trade press that the Senate Banking 
and Currency Committee will hear a petition from the Independent Petroleum 
Association of America requesting the decontrol of the price of crude oil. This 
report also states that decontrol of crude oil would probably result in an increase 

f about 1 cent per gallon in 1952 and an additional increase of three-fourths 
cent per gallon in 1953. This would mean an ultimate increase of about 26 per 
cent. 

Crude oil has increased in price from 97 cents per barrel in 1935 to $2.60 per 
barrel in 1952, an increase of 189 percent or about 4 cents per gallon. During 
this same period, the jobbers’ margin has remained practically the same, al- 
though their costs have risen in the same proportion as have the costs of the 
producers. 

Any increase in the price of crude oil will have to be passed on to the consumer, 
unless it is the intention to further squeeze the margins of the jobbers, and other 
divisions of the oil industry. The jobbers cannot stand any further squeeze and 
stay in business. 

It would be sincerely appreciated if you would see that our position in this 
matter is also considered in any hearing or record of testimony to decontrol the 
price of crude oil, 

Sincerely, 
W. L. Hetnz, Secretary. 


The Cuatrman. Mr. Brown, if you will high light this, we would 
ippreciate it. 
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STATEMENT OF RUSSELL B. BROWN, REPRESENTING THE INDE- 
PENDENT PETROLEUM ASSOCIATION OF AMERICA 


Mr. Brown. I havea rather long statement, Mr. Chairman, in which 
I have tried to go into some detail which I do not think will be neces- 
sary at this time. 

The Coamman. We will put the whole thing in the record. 

Mr. Brown. If you will, please. 

Our position, Mr. Chairman, is—I may have to apologize because 
we do not try to go into the whole act. We do not know enough about 
its effect on the general economy, but we do comment on the effect on 
the petroleum industry, and I want to make that clear. 

We think the act as now applied to the petroleum industry is im- 
proper, and that there should be mandatory provisions provided in 
the law to make mandatory certain provisions that are now discretion- 
ary with OPS. 

The reason for that is, first, there is no shortage of crude oil in the 
United States. Therefore it is in sufficient supply. Therefore its 
price should be set in its natural competitive market which would 
assure that there would be no run-away prices. 

There has been no unreasonable increase in the price of crude oil, 
and there is no threat of any. 

The fact is there has been no change in the general price level of 
erude oil since December 1947. 

We were operating under those conditions when this law went into 
effect. 

The third point we want to raise is that crude oil is of basic impor- 
tance not only to the expanding economy made necessary because of 
the defense program, but it is a basic necessity to the defense organ- 
ization itself, and therefore it becomes one of the items under the law, 
and under any economic interpretation of which would require an in- 
crease in the supply rather than a reduction in the supply. 

The national interest, therefore, requires that we build an expanding 
production program. 

Our experience has been that this cannot be done under the rigid 
application of the law as it is now being applied. As an illustration, 
during the years 1941 to 1945, when we had rather frigid controls 
similar to this, the total wells drilled in the ery States fell off. 
In the vear 1941 we were drilling at the rate of 82.510 wells a year. 
The next year the rate dropped off to 21.990, T We next vear to 20,349. 
The next year it went back up to 25,000, and in 1945 it got back to 
26,000 wells. 

In other words, at a time when we needed an increased, expanded, 
productive capacity we were reducing that capacity so that at the 
end of the war we were faced with a near shortage of essential petro- 
leum, so much so that many of the committees of Congress concerned 
themselves with the possibility of our being able to maintain an ade- 
quate supply. 

Now, to avoid that this year, the defense authorities, that part of 
it that affects petroleum in the Defense Department, the Petroleum 
Administration for Defense, have set up a program of expanded 
development work for the domestic producing industry. That pro- 
gram provides for an increase of our producing wells. The wells we 
drilled last year were some 44,700. PAD plans provide for this year 
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for us to be drilling in the last half of this year at the rate of 50,000 
wells a year, and that for next year we should be drilling at the rate 
of 55,000 wells. 

In order to meet that expanded economy, I should be perfectly 
frank with you; it is expected that there will be fluctuations in prices. 
Historically we drill the wells on the funds we get from the sale of our 
product, and if we are going to expand and drill more wells, we must 
continue to sell oil, either more oil, or the oil we sell must be at a higher 
rice. 

I have attached a chart at the end of the statement which indicates 
that forecast, and what might be if we continued to operate at the 
present price level. It is estimated that we will be ~ behind this 
program that the defense authorities have indicated as being abso- 
lutely necessary to the maintenance of sufficient oil a athy to assure 
the national defense and the domestic economy. 

In the face of that——— 

The Cuatrman. What will it cost to make that assurance possible, 
in your judgment 2 

Mr. Brown. That I do not know. We do believe that under a free 
economy the price goes up, which stimulates drilling, resulting in 
more oil, and the effect is that the price goes back down: it fluctuates. 
It is that freedom of fluctuation of price that assures adequate supplies 
of crude oil. 

Now, we have indicated in here something that would look like 
40 cents, but that does not mean we are indicating that as a price in- 
crease. Our philosophy has been that price increases for crude 
petroleum should take their course either up or down, gradually, 
small amounts at a time until you strike the level of production that 
is basic and essential to the economy of the country, and we believe 
that under a freedom of price operation prices would do that. 

Senator Scnorrret. Mr. Brown, as a matter of fact, the price in- 
creases have come, when they have come, by rather small stages be- 
cause of the competitive situation in the industry. 

Mr. Brown. That is correct. In that connection I want to stress the 
importance of competitive situation. Under a controlled economy, in 
an industry where there are as many individuals as there are in the 
crude petroleum industry, the number of people engaged in it is 
important to the maintenance of the competitive situation, and that 
is destroyed under controls. 

I can illustrate that. At the beginning of 1941, just taking the 
larger companies, the only purpose being to show the main number 
was in the other group—26 companies produced 55 percent of our oil. 

At the end of the war, they were produci ing 65 percent. In other 
words, there was a 10-percent fluctuation. That meant that 10 percent 
of your competitive element was taken out during controls. So if we 
are to maintain the safest economy, it is to encourage as many indi- 
viduals as possible to stay in it, and they certainly cannot st: Ly In under 
a controlled economy as well as the few larger groups. 

Senator Carrnarr. Mr. Brown, is crude oil now selling at the ceil- 
ing or below the ceiling / 

Mr. Brown. It is selling at the ceiling, because that is the price at 
which it has been selling. 
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Senator Carenarr. What about gasoline / 

Mr. Baown. Gasoline fluctuates. Most of it I think is under the 
ceiling now. I am not sure. I am not fully informed as to gasoline, 
but I have been informed fuel oil and gasoline in most places i is belo 
the ceiling. 

Senator Carenarr. And we have more production than we have 
ever had, 

Mr. Brown. More than we have ever had. 

Senator Carpenart. What about inventories / 

Mr. Brown. Inventories are up some 30 million barrels. 

The CaHarrMan. What percent is that / 

Mr. Brown. About 8 percent. It is up. Inventories are in good 
shape. 

Senator Carenartr. Crude oil has increased 8 percent since Kores / 

Mr. Brown. Eight-tenths of 1 percent since Korea. 

Senator Capenarr. And what about the price of gasoline / 

Mr. Brown. That I am not familiar with. 

Senator Capenmart. You just represent the producers / 

Mr. Brown. Yes, sir. 

Senator Carenart. The price of crude oil has only increased eight 
tenths of 1 percent since the beginning of the Korean war, and pro- 
duction is greater than it has ever been, and inventories are larger 
than they have been before, even greater than they were in World 
War IT? 

Mr. Brown. They are greater than they were in World War 
There is one thing we are short of, and that is reserve producing 
capacity, and that is important to the defense authorities, and that is 
why they are insisting on more wells. 

When we started in the World War IT, we had, in addition to the oil 
we were producing each day, an ability to produce another million 
barrelsa day. That meant that we had in the ground capable of being 
produced overnight an extra million barrels a day which was called 
on immediately when we entered into the war. 

Now, at this time when we need more oil, in that same position, w 
only have less than 800,000 barrels a day, and at that time we were 
exporting more than we were importing. Now we are importing more 
than we are exporting, so we are in a more precarious position than in 
World. War II, and that is the cause of the concern by the defense 
authorities who want us to drill more wells to get a wider reserve area 
so in the event we get into a fighting war, with transportation by 
tankers being cut off we could turn on our American oil just as we had 
to in 1943 to take care of our demand. 

Senator Bricker. That 800,000 barrel capacity, reserve capacity, do 
you include in that the amount that is possible to produce in the 
States where they have limited their quota production 

Mr. Brown. That is what reserve productive capacity really rep 
resents. That is different from the storage above ground. Reserve 
capacity is in the ground, capable of being produced. 

Senator Bricker. That is production capacity. 

Mr. Brown. That is capacity not now being utilized. 

Senator Capenartr. You recommend we take price and wage controls 
off the petroleum producing industry ¢ 

Mr. Brown. We are recommending that industries, where the prod 
uct of that industry is basic to the national security, and when it is in 
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sufficient supply, as we have set out in our statement, where there has 


been a sustained supply situation, that you write a mandatory formula 
nto the law. 


Senator Capenarr. You believe Congress ought to write a formula 
requiring OPS to suspend or decontrol under certain circumstances. 
Mr. Brown. If you do not, I am afraid we will not have it. I think 
hey have authority now to decontrol, quite sufficient under the law 
that Congress provided them, but they are not going to do it, I do not 


] 


believe, unless the ‘y have some definite instructions. That is what we 
re asking for. 
The CuatrMan. Are there any further questions, gentlemen ¢ 


Thank you, Mr. Brown. 
(The prepared statement of Mr. Brown follows :) 


STATEMENT OF Russeur B. Brown, GENERAL COUNSEL, INDEPENDENT PETROLEUM 
ASSOCIATION OF AMERICA 


I. INTRODUCTION 


Petroleum Association of America which is a national association of independent 
‘il and gas Sahara including land and royalty owners. Every producing 
area of the Nation is represented in the association’s membership which is suf 
ficiently large to be representative of the independent domestic producers of oil 
ind gas in each area. Although some members of the association are engaged 

all branches of the petroleum industry, the principal interest of the ember- 
ship is in the domestic production of petroleum. 

The Defense Production Act of 1950 in section 402 (f) provides the President 
with discretionary authority to exempt material from price controls whenever 
(1) such exemption is necessary to promote the national defense or (2) price 
controls are unnecessary as to such materials. 

The association appears before your committee to recommend that the Con 
eress make mandatory this exemption provision of the act and establish such 
standards as may be required to assure that such exemptions be granted 

rhe evidence presented here has been submitted to the Office of Price Stabiliza 
tion requesting exemptions of crude oil and natural gas from price controls as 
wrovided for under section 402 (f) of the act. This matter is of such importance 
o the defense effort that it should not be left to the discretion of the agency 
oncerned only with price control authority. 


My name is Russell B. Brown. I am general counsel of the Independent 


Il. THE APPLICABLE LAW 


A. Basic objectives.—The Congress of the United States in enacting the De 
fense Production Act of 1950 recognized the essentiality of expansion of pro 
luction to the attainment of the objectives of the act. The law lays emphasis on 
expansion of productive facilities in order that the military and economic 
strength of the Nation may be developed and maintained 

In the declaration of policy of the act the Congress outlined the purposes 
ind objectives of the act as follows: 

“Sec. 2. It is the policy of the United States to oppose acts of aggression 
nd to promote peace by insuring respect for world law and the peaceful settle 
ient of differences among nations. To that end this Government is pledged 

support collective action through the United Nations and through regional 
irrangements for mutual defense in conformity with the Charter of the United 
Nations. The United States is determined to develop and maintain whatever 

litary and economic strength is found to be necessary to carry out this purpose. 
Under present circumstances, this task requires diversion of certain materials 
ind facilities from civilian use to military and related purposes. Jt requires 

pansion of productive facilities beyond the levels necded to meet the civiilan 
lemand, In order that this diversion and expansion may proceed at once, and 
hat the national economy may be maintained with the maximum effectiveness 
ind the least hardship, normal civilian production and purchases must be cur 
tailed and redirected.” [Italies supplied. } 

In dealing specifically with price controls in title IV of the act the Congress 
further emphasized that “interferences with the effective mobilization of natura! 
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resources” should be prevented; and further that the administration of price 
control authority should be done in a manner that will give consideration and 
emphasis to “the maintenance and furtherance of the American system of com 
petitive enterprise, including independent small-business enterprises.” 

With regard to petroleum the goals for expansion, mobilization, and neede:| 
economic strength of this natural resource have been outlined by the Petroleum 
Administration for Defense, the governmental agency having direct responsi 
bility for oil and gas under this act. 

The administration of price controls under this act, as hereinafter will be 
shown, are in conflict with and are serving to defeat the attainment of thes: 
basic policies and objectives. 

B. Pricing standards.—In delegating the authority for price controls the Con 
gress, in title IV of the act, set forth legislative standards by which such an 
thority shall be administered. The standards provided in title IV of the Defense 
Production Act of 1950 with respect to the exercise of price controls authority are 
as follows: 

1. In section 402 (b) it is provided that “A ceiling may be established with 
respect to an individual material or service only when the President finds that: 

“(i) the price of the material or service has risen or threatens to rise unrea 
sonably above the price prevailing during the period from May 24, 1950, to Jun: 
24, 1950; 

“(ii) such price increase will materially affect the cost of living or the 
national defense ; 

“(iii) the imposition of such ceiling is necessary to effectuate the purposes of 
this act, 

“(iv) it is practicable and feasible to impose such ceiling, and 

“(v) such ceiling will be generally fair and equitable to sellers and buyers of 
such material or services and to sellers and buyers of related or competitive ma- 
terials and services.” 

2. In section 402 (c) it is further provided : 

“(c) So far as practicable, in exercising the authority conferred in this sec- 
tion, the President shall ascertain and give due consideration to comparable 
prices, rentals, commissions, margins, rates, fees, charges, and allowances, and 
to comparable salaries, wages, or other compensation, which he finds to be repre 
sentative of those prevailing during the period from May 24, 1950, to June 24, 
1950, inclusive, or, in case none prevailed during this period or if those prevailing 
during this period were not generally representative because of abnormal or 
seasonal market conditions or other cause, then those prevailing on the nearest 
date on which, in the judgment of the President, they are generally repre- 
sentative. The President shall also give due consideration to the national effort 
to achieve marimum production in furtherance of the objectives of this Act. 
In determining and adjusting ceilings on prices with respect to materials and 
services, he shall give due consideration to such relevant factors as he may 
determine to be of general applicability in respect of such material or service, 
including the following: Speculative fluctuations, general increases or de 
creases in cost of production, distribution, and transportation, and general in- 
creases or decreases in profits earned by sellers of the material or by persons 
performing the service, subsequent to June 24, 1950. In stabilizing and ad- 
justing wages, salaries, or other compensation, the President shall give due con- 
sideration to such relevant factors as he may determine to be of general ap- 
plicability in respect of such wages, salaries, or other compensation. Any 
regulation or order under this title shall be such as in the judgment of the 
President will be generally fair and equitable and will effectuate the purposes 
of this title, and shall be accompanied by a statement of considerations in- 
volved in the issuance of such regulation or order. The President, in estab- 
lishing and adjusting ceilings with respect to materials and services, and in 
stabilizing and adjusting wages, salaries, and other compensation, shall make 
shuch adjustments as he deems necessary to prevent or correct hardships or 
inequities.” [Italics supplied. ] 

C. Eremptions from price controls.—The Congress in the Defense Production 
Act of 1950 recognized that in certain circumstances and under certain conditions 
that the exercise of price control authority would not be necessary. In section 
102 (f) it is provided as follows: 

“(f) The President, in or by any regulation or order, may provide exemptions 
for any materials or services, or transactions therein, or types of employment, 
with respect to which he finds that (1) such exemption is necessary to promote 
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the national defense; or (2) it is unnecessary that ceilings be applicable to such 
materials or services, or transactions therein, or that compensation for such 
types of employment be stabilized, in order to effectuate the purposes of this 
title.” 

The exemption of petroleum (crude oil and natural gas) from price controls, 
as hereinafter will be shown, is critically necessary to promote the national de 
fense. It is unnecessary that price ceiling be applied to petroleum. In fact, the 
purposes of the Act are being defeated through the imposition of ceilings. 

III. APPLICATION OF THE LAW AS TO PETROLEUM 

The Office of Price Stabilization, under the Defense Production Act, has in 
posed general price ceilings on petroleum. Ceiling Price Regulation 52, Crude 
Petroleum, dated May 7, 1951, and Ceiling Price Regulation 17, Amendment 1, 
Natural Gas, dated April 11, 1951, together with any and all other regulations 
pertaining to crude petroleum and natural gas are harmful to the production ot 
oi! and gas and should be rescinded 

The association alleges that these regulations are not in accordance with law 
and are arbitrary and capricious. It is believed that crude petroleum and nat- 
ural gas should be exempted from price controls in order to effectuate the pur- 
poses of the Defense Production Act. 


l- 


IV. ESSENTIALITY OF PETROLEUM 


Petroleum is essential to both the country’s safety and economic welfare. Oil 

a bulwark of national security and increasing quantities will be required in 
the future to meet the needs of our expanding economy. Two world wars 
have shown that victory is impossible without an adequate and accessible supply 
of petroleum products. In October 1951, the Secretary of the Interior recalled 
this fact with the significant statement that: “But, if another full-scale war 
should come, make no mistake about it, petroleum will be more vital to victory 
than ever before in our history.” 

The success of the entire defense program is dependent upon accomplishing 
the necessary expansion of oil facilities. ‘The weapons of war are useless with 
ut suflicient quantities of aviation gasoline, motor fuel, Diesel fuel, Navy 
special fuel oil, lubricants, and the hundreds of other essential products derived 
from crude petroleum. The wheels of industry would grind to a stop without 
oil. The Nation’s transportation system would be largely immobilized. The 
civilian economy would be disrupted. The United States would be an easy and 
defenseless prey to any aggression and unable to discharge its world responsibili 
ties toward the maintenance of peace. 

Che prevention of inflation is an important and integral part of the def 
effort It would be national suicide, however, to lose perspective as to 
ultimate objective of all phases of defense planning. First and foremost is 
and must be an adequate supply of the basic materials, such as oil, without 

hich there would be no defense, This requires all Government agencies to 
sive paramount consideration to supply and productive capacity. The National 
Security Council, the top-level defense planning group in the evecutive branch 
of Government, is reported to have recognized that petroleum supply is of first 

nportance in the defense program, the maintenance of Which must be of primary 
concern to industry and Government. There can be no excuse for arbitrary and 
narrow price decisious that fail to recognize the essentiality of adequate 
petroleum supplies. 


V. Oil, SUPPLY STTUATION 


First consideration must be given to the adequacy of oil supplies—both present 
and prospective. A shortage of oil would create intlationary pressures but, 
what is far more important, it would impair our industrial progress and would 
ender this country defenseless in the event of war. A careful and realistic ap 
praisal of the oil supply situation is of utmost importance in the national in 
terest. 

Vo current shortage 

Currently, there is no shortage of crude petroleum. Both domestic and export 

requirements are being met. Above-ground inventories are adequate. Produc 


m is below the maximum productive capacity under sound engineering and 


= 
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conservation practices. These conclusions are substantiated by the followii 
data from official Government sources for the latest calendar year (1951) : 


United States petroleum demand: Barrels da 
RPORONEN On ie ka 5 — beget ntseatanaeen ieee: OOO 


OS ae saris: he ; 23, MK) 


Total ae, , , : ’ 7. 467, O68 


Supply : 
United States production: 
Crude oil as eet : 6, 149, 0009 


Natural gas liquids ___- TO, Oy 


Total United States production 6, 713, 000 
linports, crude and products : S44, O00 


Oe MUONS ns ie eos . : 7. ODT, OM 


It will be seen that petroleum demand during the past vear averaged 7,467,000 
barrels per day while the total supply from both domestic and foreign source: 
amounted to 7,557,000 barrels daily. The excess of supply over demand average 
80,000 barrels daily. This excess was added to above-ground stocks with the r¢ 
sult that total stocks of crude oil and retined products at the end of 1!91 wer 
abeut 33,000,000 barrels above the level at the beginning of the year. Stocks « 
crude oil alone on December 31, 1951, equalled 255,800,000 barrels, or slight 
above the level that had been anticipated by Government and industry economist: 

The above tabulation shows an average United States production of crude oi 
and natural-gas liquids of 6,713,000 barrels per day during 1951.) The mos! 
authoritative information available on total United States productive capacity 
shows that 1951 average capacity was in the range from 7,400,000 to 7,566,000 
barrels per day. This would indicate a shut-in production between 696,000 
nnd 853,000 barrels per day during the latest year. Had necessity demanded it 
oil output in this country could have been increased accordingly. The importa 
tion of 844,000 barrels daily from foreign sources supplied a portion of tot; 
demand, however, and domestic production at full capacity was not used. 

Supply-and-demand conditions in the early part of 1952 show approximately thi 
same relationship as existed during 1951. There is no shortage of crude petro 
leum to meet present national requirements. Instead, there is an unused margi 
of capacity above the current rate of production. Many other critical materia 
are in immediate short supply: are being allocated: and would be subject 1 
inflationary price increases. This is not true as to crude oil. 

Insufficient reserve productive capacity 

While there is no current shortage of crude oil, the situation does not warrai! 
complacency. This is apparent when the supply-and-demand position is examined 
in the light of future requirements and a possible emergency. 

Prior to World War II the domestic petroleum industry had built up a sub 
stantial reserve productive capacity of approximately 1,000,000 barrels daily 
The significant factor in that reserve, that differentiates it from the shut-in 
production of today, is the change that has taken place in the Nation's import 
export trade balance. In 1941 petroleum exports averaged 298,000 barrels dail) 
while imports averaged 266,000 daily. The United States was a net exporte) 
therefore, by 33,000 barrels per day. This called for domestic production at 
rate equal to domestic consumption plus net exports. The reserve producti\« 
capacity of 1,000,000 barrels daily, therefore, was over and above the quantil 
needed to meet national demands. Or, putting it another way, the loss of in 
ports would not have impaired seriously the reserve capacity available to meet 
emergencies in 1941. 

Today the situation is far less favorable than in 1941.) As shown above, the 
shut-in production during 1951 averaged 696,000 to 853,000 barrels per day. Bul 
imports of 844,000 were used to supply a portion of the 1951 needs. The loss of 
these imports would have imposed an additional demand upen the domestic in 
dustry of 844,000 barrels per day. This would have created a critical supp!) 
problem that could have been resolved only by the narrowest of margins, if at a! 
The Independent Petroleum Association of America has warned on numerous 


1 Petroleum Productive Capacity, National Petroleum Council, January 29, 1952. 
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occasions of the danger inherent in the trend toward this position of dependency 
upon foreign sources of supply. Even in times of peace there is reason to ques 
tion the soundness of national policies leading to this end. Under a defense 
effort in the shadow of world war III, it becomes a matter of urgent public 
necessity to take whatever steps are required to restore the country’s self-suf- 
ficiency as to oil. 

In short, the reserve productive capacity of the domestic industry today is in 
adequate to insure the Nation's safety and provide for its future needs. There 
s no reserve over and above present consumption—only shut-in production about 
equal to imports. The seriousness of this situation from a defense and security 
viewpoint is generally recognized by officials charged with public responsibility 
as te petroleum supplies 

Bruce K. Brown, Deputy Petroleum Administrator for Defense, on March 2s, 
1951, stated: 

To a greater extent than any other major industry, the petroleum industry 
has sought in the past to expand its plant and to stay well ahead of growing 
demands for its products. These demands have grown so rapidly since the end 

World War II, however, and particularly since the outbreak of hostilities in 
Korea, that the industry no longer has the comfortable backlog of excess Capacity 

produce crude oil that it had at the time of Pearl Harbor. Our unused reserve 
apacity then amounted to more than a million barrels a day Today we are 

porting crude oil from foreign sources in amounts almost equaling our entire 
rewar backlog. The fact that there is very little slack to take up in the way 
excess productive capacity makes the petroleum industry's materials problem 
ery much more serious than it otherwise would be.” 

On January 14, 1952, Cecil L. Burrill, Director of the Program Division of the 
PAD, said: 

“In conclusion let me say two things. First, while the supply situation will be 
tight during the next few months and although we may experience spot shortages 
ere and there, the situation is not unmanageable, and we should be able to meet 

e expected demands. Secondly, and of extreme importance from a securit) 
wint of view, we have consumed practically all of our reserve Capacity and are 

a much worse position today to fight a major war than we were in 1940, when 

e had 25 percent spare retining and crude oil capacity. We desperately need 

build spare capacity in producing, refining, and attendant facilities. At pres 

t we have no flexibility with which to meet even the possible peacetime emer 
eucies, let alone those demands that would result from a full-scale war.” 


VI. EXTENT OF REQUIRED EXPANSION 


Recognizing the urgent need for additional productive capacity, the Petroleum 
\dministration for Defense has approved a greatly expanded program of ex 
oration and development. This program calls for a total of 25,000 wells dm 
ng the last half of 1952, an annual rate of 50,000 per vear. For 1953 the present 
’AD plans have as their goal the completion of 55,000 wells. The extent of this 
(pansion is evident from the following comparison: 


\verage number of wells completed per year during years 1946-49__ wells 30, 404 

inual rate of 1952 oO 50, O00 
Percent increase over 1946-49 $1 
1953 program W nD, GOO 
ercent increase over 1946-49 he) 


These figures show that 1952 drilling activity should be 41 percent above the 
verage rate during the 4-year period 1946-49, inclusive. As compared with the 
14.826 wells drilled in 1951, the 1952 rate represents an increase of about 12 per 

nt. The increase for 1953 over the 1946-49 level will be 55 percent. Even these 

mparisons fail to tell the full story as to enlarged activities. The search for, 
nd development of, new petroleum reserves and added producing capacity is 
coming more and more difficult and costly. There are many evidences of this 
‘act. The average depth of the wells drilled is steadily incressing, with the 195! 
erage 13 percent deeper than those drilled during the period 1946-49. — In addi 
ion, a greater and greater proportion of the wells are failures or dry holes 

In 1951, 41 percent of all wells were dry, as compared with 36 percent during 
IN46-49. Because of these trends, to increase drilling to the rate of 50,000 wells 
uring 1952 and 55,000 during the next vear will involve more than a propor 
onate increase in activity, expenditures, and materials 
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VII. REQUIRED EXPANSION CAN BE ATTAINED 


Enlarging the petroleum productive capacity of the United States is costly and 
difficult but practical of accomplishment. Given adequate prices, sufficient mate 
rials, necessary Manpower, and proper tax provisions, the domestic industry has 
the proven ability to attain the goals established by the Petroleum Administration 
for Defense. There is no basic or physical shortage of oil. The difficulties a: 
the increased costs can be overcome. 

A comprehensive report * on future petroleum supplies was released on Fe 
ruary 20,1952. More than a year was spent on that intensive study. Thousands 
of hours of work by scores of industry experts were involved. The conclusions 
reached are as follows: 

“The present study of petroleum availability leads to the following conclusions 

“1. Available supplies of oil and gas will continue to increase rapidly for the 
near future. 

“2. Large quantities of oil and gas remain to be found in the United States 
and foreign countries 

“3. Techniques for finding and producing oil have improved greatly, are cu 
rently being improved, and will continue to improve. 

‘4. Increasing availability of petroleum can be counted on in the United States 
and world-wide, provided reasonable economic incentives and a favorable climate 
for private investment are maintained. 

“D. Mnergy from other sources at attractive prices may finally bring about 
decrease in petroleum demand before any lack of prospects Causes a decrease of 
available supplies. 

“6G. Competition among fuels is the best way to supply our needs for energy at 
the lowest cost. 

“In short, the United States and the world can count upon increasing supplies 
of oil and gas not only for the next few vears but for the foreseeable future pro 
vided that reasonable economic incentives and a favorable climate for private 
investment prevail.” 

While the above-mentioned report is probably the most authoritative reference 
in existence, there is much additional evidence that there is no need for a shortage 
of oil in this country. In August 1951 the Petroleum Administration for Defense 
issued a report entitled “Forecasting Crude Oil Productive Capacity.” That re 
port showed that productive capacity can be increased substantially. It also 
developed the basically important fact that productive capacity is directly related 
to drilling activity. The following chart pictures the findings of that report, 
showing that the estimated future capacity varies with the number of wells 
drilled: 

The report of the Petroleum Administration for Defense, on which the pr 
ceding chart was based, contains the following comments with regard to future 
supply : 

“The rising trend in productive capacity may eventually end and a period of 
static or declining capacity may ensue, but there is no evidence to indicate 
that this time is approaching. Old is still being found in new geologie provinces, 
and other large provinces are as yet practically untested. Furthermore, large 
potential reserves undoubtedly exist even in the more highly developed areas 
at depths which have in the past been beyond reach of the drill. As drilling 
technique improves, it will be possible to discover and develop these deeper 
reserves, 

“Probably the most significant factor in present-day discoveries, howevet 
is the increasing application of subsurface geology within the highly developed 
areas. This method gains in usefulness as more wells are drilled in an area 
because each well drilled furnished geological information which may provide 
the clue needed to unravel some obscure structural or strategraphic problem 
For this reason it is inconceivable that discoveries based on subsurface geology 
will suddenly cease.” 

Historicaliy, the industry has fully demonstrated its ability to find and 
develop additional proved reserves and enlarge productive capacity. On the 
average, 25.6 barrels of new reserves were found for every foot drilled during 
the postwar years. This compares with 24.6 barrels per foot during World Wat 
IT and 25.1 during the prewar years. 





* Petroleum Productive Capacity, National Petroleum Council, January 29, 1952. 
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been no over-all increase in crude-oil prices for more than 4 years, the last 
general change taking place in December 1947. 
Since Korea, the official figures of the United States Bureau of Labor Statisti: 
show the following wholesale-price increases : 
Percent increase in wholesa'; 
prices, June 20, 1950, to 
Feb. 19, 1952 
Chemicals and products___-~- 1 
reads... ee ] 
Textile products aden ae 1 
Farm products__— me i caste tha ct ee : i 
Metals and products 1 
Building materials_ Secs ep 1 
Fuel and lighting (includes petroleum ) ' 
Average, all commodities —_- 11 
Crude petroleum 


- ------ -- - S 


In contrast to all other prices, the average price of crude petroleum has in 
creased only eight-tenths of 1 percent. The price of all commodities has increas: 
11.3 percent. 

It is of interest to noté in the above tabulation that the lowest item is fu 
and lighting. The inclusion of crude oil in this group contributes to the dis 
parity with the general increase in prices. In addition, the competition of low 
priced crude oil with other fuels included in this category has depressed the 
entire group. 

Crude-oil prices have lagged behind other prices. The price of all goous 
boucht by the oil producer have increased without a proportionate increase 
in the sales value of oil. This is further illustrated by the fact that during 
the period from December 1947 to November 1951 the following increases have 
taken place: Petroleum production wages and salaries, 38 percent; cost of equip 
ping wells, 51 percent; prices of equipment and supplies, 26 percent: cost © 
services, 19 percent; and composite price of finished steel, 31 percent, 

This can mean only higher costs of oil exploration, development, and produ 
tion as the oil dollar is worth less and less for labor, equipment, supplies, an 
materials. 

These facts demonstrate that the administration of price controls as to petrs 
leum has been inequitable and discouraging to the expansion of oil activil 
as required for defense, 


Ix. NATURAL GAS 


The production of natural gas is intimately associated with the productio 
of crude oil. Both crude oil and natural gas are essential to the Nation's ec: 
nomic strength and security. Combined, they supply over half of the energ 
requirements of the United States. 

In the exploration activities of the petroleum industry, no distinction can ty 
made between crude oil and natural gas. Exploratory efforts may be producti) 
of oil or gas or both. As a result many of the consideratons hereinabove dis 
cussed as to crude oil apply with equal force to natural gas. 

The situation as to crude oil supply, demand, and availability, as set ou 
above, shows that crude oil is in ample supply to meet current requirements 
The supply position as to natural gas is even more favorable. 

A recent authoritative report * reviews the accomplishments as to natural-gas 
supply during the 5-year period 1946-50 as follows: 

“1. Produced 29.7 trillion cubic feet of natural gas. 

“2. Increased proved reserves by 37.8 trillion cubie feet, after replacing wit 
new reserves the 29.7 trillion cubic feet produced during the period. 

‘3. Increased net production of natural gas from 4.9 trillion cubie feet in 1946 
to 6.9 trillion cubic feet in 1950. 

“4. Increased availability to an estimated 8.1 to 9.5 trillion cubie feet annual) 
in 1951." 

This report points out that even the deliberate use of conservative estimates 
results in a finding that “the current availability of natural gas substantially 
exceeds the combined tetal of local consumption plus the capacity of existing 
large pipelines.” This ample supply of gas directly reflects the large build-up 





’Petroleum Productive Capacity, National Petroleum Council, January 29, 1952. 
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of reserves developed prior to the postwar construction of transmission lines. 
In addition it is attributable to the discovery of substantial new gas reserves 
coincidental with the expansion in exploration and development that Was re- 
quired to meet the postwar increases in oil demands. 

In view of the fact that natural gas is not only adequate but in surplus supply 
ind that field prices are generally recognized to be far below its intrinsic value 
s a fuel, there is no reason, necessity, or justification for the exercise of 
price-control authority. In fact, present ceilings have frozen inequities, cre- 
ated serious hardships, and will disrupt the Nation’s fuel economy, thereby 
fostering shortages. 


X. OPS METHODS AND PROCEDURES IMPRACTICAL AS TO OTI 


lhe procedure and methods prescribed by the OPS for seeking adjustments 

amendments of ceiling price regulations are impractical as to crude oil. 

Historically in the oil industry, the pricing of crude oil has been on an in- 

istry basis, not on an individual preducer basis, or even a regional or area 

isis. Early in the industry's history there developed the practice of the 
posted field price. In any given field or area the purchasers of crude, usually 
the pipeline or refiner, offer or post what they deem to be a proper price for 
rudes of specified gravity and quality. The individual producer, under this 
ethod, has not been the dominant factor—rather it has been the field or area 
hat forms the unit for pricing practices. Likewise, posted prices in all fields 
nd areas have been related and established by industry-wide economic forces 
Exceptions have been few and limited to particular conditions such as exist 

the Pennsylvania grade area. 

It would be impractical and futile to establish different price ceilings for 
ndividual operators within the same field. Similarly, it would be impractical 
to establish separate and unrelated ceilings for each of the many fields produc 
ng competitive grades of oil. The methods and procedures prescribed by the 
OPS contemplate that the individnal is the controlling factor. They provide 
for correcting some inequities within the existing price structure. They give 
no recognition to correcting inequities in the general price level As a result, 
the practices and methods prescribed by the OPS fer seeking adjustments or 
amendments to ceiling price regulations are impractical in affording the oil 
producing industry reasonable and fair means in obtaining needed adjust 
ments in price ceiling regulations 

The procedures established by OPS under such standards as the “Johnston 
earnings formula” and the “Capehart amendment” are obviously designed for 
ndividuals engaged in manufacturing or distributing businesses. Extractive 
ndustries, and particularly crude petroleum, present entirely different problems 

to prices and costs. No recognition has been given to this fact by the Office 

f Price Stabilization. If every condition existed beyond any question as to 
he need for an over-all adjustment in crude oil prices, there is no OPS procedure 

ler which such adjustment could be made. It is obvious, therefore, that 


ent ceiling regulations are impractical and inequitable 
XI. SUMMARY 


Che facts and evidence as to petroleum price controls under the Defense 
duction Act may be summarized as follows: 
Basic objectives of the Defense Production Act are (a) development of the 
Nation’s military and economic strength, (0) expansion of production facilities, 
1 (¢) the prevention of any interference with the effective mobilization of 
itural resources. 
The administration of price control authority must effectuate the basic 
bjectives of the act: must serve to achieve maximum production; and must be 
actical, fair, and equitable 
The act contemplates and provides for discretionary exemptions from price 
ntrols where (a) such controls are unnecessary to effectuate the purposes 
fthe act, and (0) such exemption is necessary to promote the national defense 
+. Petroleum (oil and natural gas) is one of the most important of basic mate 
s essential to economic welfare and national security 
Adequate supplies of petroluem, developed and available 
ing factor in the success of the defense program. 


use, IS a Con 


( 


. There is no shortage of oil to meet current consumption and no condition 


would cause or threaten unreasonable price increases During the past 
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year supply exceeded demand and above-ground inventories increased by 33 
million barrels. At the same time there was an unused productive capacity 
ranging above 850,000 barrels daily. The adequacy of current supply is demon 
strated by the fact that there has been no Civilian allocation of oil products. 

7. Crude oil reserve productive capacity of the domestic industry today jis 
inadequate to insure the Nation’s safety and provide for its future needs. The 
situation is far less favorable than at the beginning of World War II. While 
unused productive capacity during 1951 ranged above 850,000 barrels per day 
imports of about the same amount were used. This results in the Nation being 
barely self-sufficient as to oil today, an unwise and dangerous position as ty 
Ineeting security requirements and future needs, 

8. There is an urgent need for a greatly expanded program of petroley 
exploration and development. The Petroleum Administration for Defense, thy 
Government defense agency directly concerned with oil and gas. has demandes 
such a program geared to a drilling rate of 50,000 wells in 1952 and 55,000 wells 
in 1955, representing increases of 12 and 23 percent, respectively, over 195] 
The need for expansion has also been recognized by other governmental agencie< 
including the military and the National Security Council. 

9. The required expansion program is costly and difficult but practical of 
accomplishment. Historical performance fully demonstrates the industry's 
ability. The extent of expansion is limited only by the extent of exploratior 
and development activity which depends upon the adequancy of funds. 

10. The wholesale price level of all commodities in the United States has 
increased 11.3 percent since Korea. In contrast, the ave rage price of crude 
petroleum has increased only eight-tenths of 1 percent. The price of labor 
equipment, supplies, and materials used by the oil producing industry has 
increased without a proportionate increase in the sales value of oil. The admin 
istration of price controls as to petroleum constitutes inequity and is discouraging 
the expansion required for defense. 

11. Current availability of natural gas substantially exceeds the combined 
total of local consumption plus the capacity of existing pipelines. In view of 
the fact that natural gas is not only adequate but is in surplus supply and that 
field prices are generally recognized to be far below intrinsic value as a fuel 
there is no reason, necessity, or justification for the exercise of price controls 
over natural gas field prices. 

12. Price control methods and procedures prescribed by the Office of Price 
Stabilization are impractical as to crude oil. Crude petroleum costs and prices 
present peculiar problems that have not been recognized by the Office of Pric« 
Stabilization. The Office of Price Stabilization methods ‘and procedures are 
designed for individual cases whereas the basic issue as to petroleum prices is 
the general price level, not individual ceilings, necessary to implement th. 
objectives of the act 


XIT. CONCLUSIONS AND RECOMMENDED ACTION 


Any impartial study of the erude-oil situation as regards prices will show 
beyond question that no conditions exist which justify the imposition or continn 
ance of price ceilings on crude petroleum and natural gas. 

Crude petroleum prices have not risen unreasonably above the period fron 
May 24 to June 24,1950. In fact, there has been no general rise above that period 
or any other period in the past 4 years. The adequacy of oil to meet curren! 
consumption demonstrates that there is no threat of unreasonable price increases 
No evidence exists that would support a finding or a threat of unreasonable pric 
increases. No such finding has been made, although price ceilings have been 
imposed in disregard of these facts. 

It is unnecessary and impractical to impose price ceilings on petroleum. The 
ceilings that have been imposed are unfair and inequitable. Prices of other com- 
modities and the cost of materials, services, and labor have risen substantial], 
during the past year and a half. Every element that goes into the cost of a 
barrel of crude oil has increased while the ceiling on crude oil has been held 
rigid. There is no evidence that would substantiate a finding that crude oil pric 
ceilings are fair and equitable. Again, no such finding has been made. 

As previously referred to in this statement, the United States can count upor 
increasing supplies of oil and gas for the foreseeable future provided that reason 
able economic incentives and a favorable climate for private investment prevai 
This matter was given long and considered study by the National Petroleun 
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Council, the official petroleum industry group advisory to the Government. 
fe Pursuant to a request from the Secretary of the Interior, the Council submitted a 
! report on this subject entitled “A National Oil Policy for the United States.” 
Unanimously approved by the Council on January 13, 1949, the report read in 
part as follews: 

“1. The national security and welfare require a healthy domestic oil industry. 

“Continuing supply to meet our national oil needs depends primarily on avail- 

bility from domestic sources. Due consideration should be given to the develop- 

ment of foreign oil resources, but the paramount objective should be to maintain 
onditions best suited to a healthy domestic industry which is essential to 
national security and welfare. To this end adequate and equitable availability 
if essential materials is a fundamental requisite.” 

Referring specifically to price, the report stated: 

“The oil economy is acutely sensitive to governmental interferences with the 
free market. As long as a free market prevails price functions effectively as a 
egulator of supply and demand and as an allocator of supply to the channels 

f greatest need. It also provides the necessary incentives 
ncreased efficiency, and technological improvement, and 
ormation necessary to continued progress. 

These conditions assure a vigorous industry prepared to meet a real emer 
vyeney if it arises. In the two world wars the industry's readiness was a decisive 
factor in our victories.” 

Finally, as to bational security the report concluded : 

é “The maintenance of a vigorous oil industry in time of peace is the best 
o assure the reserves and facilities needed in time of war.” 

To accomplish this end and carry out the mandate of the Defense Production 

Act the Petroleum Administration for Defense has demanded a greatly expanded 

program of oil exploration and development. This program the industry is ready 

' und able to fulfill, but is prevented from doing so by the unreasonable restrictions 


for exploration, 
permits the capital 


way 


i now being exerted through price controls. The attached chart demonstrates 
heyond question that the continuation of present price controls make it impos- 


sible to accomplish the expansion goals established by the Petroleum Adminis- 
tration for Defense. 
: rhe chart shown is not an exact measurement of future requirements. It is a 
projection of industry experience. It indicates more funds will be required. 
Part of this money undoubtedly will come from additional volume of sales. Much 
the rest will have to come, as it has in the past, from improved technology, 
ecreased costs, or adjustments in unit prices. Price is a matter over which the 
lomestie producer has no control as he does not fix the price received for his 
product. That is the function of a competitive economy. Whatever it takes to 
accomplish the defense expansion should be done. Competition in an industry of 
dequate supply will avoid unreasonable prices 
The industry must have adequate materials, sufficient manpower and the 
freedom to make competitive adjustments through which the funds required 
for expansion are generated. With this problem, the industry has a history of 
ecomplishment and experience in making needed price adjustments to increase 
supply restrained by the forces of competition within the industry. 
inder this system, the industry has never failed to provide ample 
needs at reasonable prices. 
\ll the evidence conclusively proves that: 
1) Present price ceilings on crude petroleum and natural gas are unnecessary, 
nequitable, and impractical to administer. 
(2) The exemption of crude petroleum and natural gas from price ceilings is 
ecessary to promote the national defense. 
lo enable the petroleum industry to meet its responsibility in providing ade- 
juate supplies and to assure the attainment of the objectives of the Defense Pro- 
inetion Act, it is recomended that the Congress in extending the act establish 
wh standards as are necessary to make mandatory the exemption from 
ntrols where such exemption is necessary to promote the national defense or 
here price ceilings are unnecessary to effectuate the purposes of the prepared- 
SS program. 


Operating 
supplies for 


price 


The Cuatrman. Mr. Schreiber, you may proceed, sir. 
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U.S. Dritting Activity vs. INCOME From CrubE-OIL PRODUCTION 
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STATEMENT OF JOHN SCHREIBER, SECRETARY, EASTERN STATES 
RETAIL SOLID FUEL CONFERENCE 


Mr. Scuremer. My name is John Schreiber. I am the secretary 
ot the Eastern States Retail Solid Fuel Conference, an association of 
associations that represents on a national scale approximately 5,000 
retail coal dealers who operate in the primary anthracite burning 
territory, namely, the States of Maine, New Hi: ao Vermont. Mas- 
sachusetts, Rhode Island, Connecticut, New York, New Je ‘rsey, Penn- 
svivania, Delaware, and Maryland. These retail dealers are small- 
business men, In many instances, one-man concerns. 

In amending the Defense Production Act, Congress evidently 

itended to give relief to all indus try for it adopte “cl sections 102 (4) 
2) and sections 402 (IX), known respectively as the Capehart amend 
ment and the Herlong amendment. While OPS has interpreted the 
Capehart amendment as applicable to manufacturers and oo Her 
long amendment as applicable to retailers and wholesalers, it denies 
relief to retail solid fuel dealers on the ground that they have custo 
marily operated on a dollars-and-cents margin rather than on a per 
centage mark-up. 

The Herlong amendment reads in part as follows: 

No rule, regulation, order or amendment thereto shall hereafter be issued 
under this tilte, which shall deny to sellers of materials at retail or wholesale 


their customary percentage margins over costs of the materials during the period 
May 24, 1950, to June 24, 1950 * * * 

The conference report on this subject reads as follows: 

The amendment was further changed to provide that the percentage margins 


ure required to be preserved only if shown by the sellers, upon the basis of their 
records, to be the percentage margins over cost of materials during the period 
May 24-June 24, 1950. 

The President of the United States in his message to Congress of 
February 11, said: 

The Herlong amendment guarantees pre-Korean percentage mark-ups to 
wholesalers and retailers. 

The President certainly meant all retailers else he would have quali- 
fied his statement. But he did not. He made it all inclusive regard- 
less of how that percentage margin was arrived at, whether by a per 
centage mark-up or a dollar-and-cents margin. 

Our contention 2 that Congress intended to give relief to all In- 
dustry. Certainly it is inconceivable that Congress intended to pick 
out for relief nw hy our wealthiest manufacturing corporations like 
General Motors and Chrysler or the largest department stores in the 
country and deliberately deny that relief to the depressed retail coat 

ndustry simply because a great number of them operated on a 
dollar-and-cents margin instead of a percentage margin. Yet that is 
what OPA says. It maintains that the Herlong amendment applies 
only to that segment of the retail and wholesale industries which cus 
tomarily through the years spoke of and referred to their margins 
or mark-ups as a percentage mark-up rather than a dollar-and-cents 
margin. 

How absurd. Every dealer who operates on a dollars-and-cents 
margin is also operating on a percentage margin. His dollars-and- 
cents margin is not absolute. It changes with the seasons as do his 
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percentage margins. To assume that Congress felt that if you re- 
ferred to your margin percentagewise you were in need of and en- 
titled to relief, whereas if you referred to it dollars-and-cents-wise 
you were not, is preposterous. We respectfully submit that by this 
interpretation OPS is thwarting the will of Congress and is in effect 
deliberately vetoing the act of Congress. 

Senator Carrnart. It never was the intention of Congress but 
what it was to apply to all retailers and wholesalers regardless of 
size, or what they sold. 

Mr. Scureter. But Mr. DiSalle in October of last year, before this 
committee, said that is the way he was applying it, and that is why 
OPS now says they must apply it. 

Senator Carenart. Before the committee, when ? 

Mr. Scureiser. In October. 

Senator Carreuarr. Before this committee ? 

Mr. Scureter. No; before a Senate committee. I imagined it 
must be this committee because I had a conference with OPS a couple 
of weeks ago. 

The Cnatrman. He said what? 

Mr. Scureiner. He said he was applying the Herlong amendment 
only to those retailers who customarily have operated on a percentage 
mark-up, and not to those retailers who operate on a dollars-and- 
cents mark-up. 

Senator Carenarr. He made that statement before this committee ? 

Mr. Scuremper. I cannot say he made it before this committee, but 
he made it before a congressional committee. 

The CHairman. He may have; I do not know. We have so many 
meetings here. 

Senator Moopy. Your point, as I understand it, is you feel you 
should have the same considerations as any other dealer. 

Mr. Scurerser. That is correct, sir. 

Senator Moopy. You are undoubtedly aware of the fact that there 
was a view in the Senate that the Herlong amendment should apply 
on a dollar and cents rather than a percentage basis. 

Were you conscious of the fact that there was a feeling among some 
of the Senators that the Herling amendment would have been more 
properly written had it applied to dollar-and-cent mark-ups rather 
than to percentage mark-ups? 

Mr. Scurerper. I am not familiar with that. 

Senator Moopy. That was the case, and I think it bears on what 
you are saying this morning. 

Senator Capenart. The amendment reads: 





No rule, regulation, order, or amendment thereto shall hereafter be issued 
under this title which will deny the sellers of materials at retail or wholesale 
their customary percentage margins over costs of materials during the period 
May 24, 1950, to June 24, 1950. 


There is certainly no exemption in the wording of the amendment. 

Mr. Scureiser. Let us see what OPA did under similar cireum- 
stances, Senator. 

The amendment in 1946 by Congress states this: 

In establishing maximum prices applicable to wholesale or retail distributors, 
the Administration shall allow the average current cost of acquisition of any 


commodity, plus such average percentage mark-up as was in effect on March 
31, 1946. 
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Please note the words “percentage mark-up.” 

At that time the industry was almost wholly on a dollars-and-cents 
margin basis. Yet OPA, certainly never regarded as having adopted 
a soft policy toward industry, did not look for a technical out as 
OPS now does but accepted ‘the will of Congress and immediately 
translated the then existing dollars-and-cents margin into a percentage 
mark-up and promptly gave the dealers the relief directed by Con- 
gress. OPS should have: done likewise. 

It is a matter of record and certainly requires no proof, that the 
retail solid fuel industry is in a most de ‘pressed condition. OPS, itself, 
admits it, for on February 2, 1951, in permitting coal dealers to pass 
along mine price increases, OPS said: 

In order that there shall be no disruption in the retail solid fuels industry, 
especially since a good part of the heating season remains, it is imperative 
that provision be made that a mine price increase may be added to retail prices. 
Otherwise many of the retail dealers will undergo serious financial hardship 
The immediate relief contemplated is based upon actual advances in mine 
prices and does not change the retailers’ Inargins. 

Later in its statement of considerations accompanying its order of 
October 3, 1951, permitting dealers to pass along increased freight 
costs, ¢ yPS said ; 

Office of Price Administration surveys in the period of 1942-46 disclose 
that the industry operated at a loss on an over-all basis during the period of 
1936-39, that the net-profit nargin of the industry in 1941 was 7 cents per net 
ton, and that the net-profit position in 1945 was 18 cents per net ton. The 
Office of Price Administration found it necessary and provided in its maximum 
price regulation 122, applying to the retail-coal industry, to permit the retail-coal 


industry to add to retail Maximum prices all mine maximum price increases 
and freight-rate increases made effective during the OPA period 
Information presently available indicates that the retail-coal industry has 


continued in a depressed financial condition. The absorption of the 2 percent 


or 6 cents per net ton increase would have the effect of forcing a substantial 


number of retail-coal dealers to operate at a loss and to reduce profit margins 
to the vanishing point for a further substantial group of coal merchants. It 
is clear that in every case the 2 percent or 6 cents per net ton freight-rate 
increase is an amount which constitutes a very substantial percentage of the 
entire net profit per ton earned by the retail-coal industry The Director is 
convinced that in the case of this particular industry it would be inequitable 
to compel the retail-coal industry to absorb the amount of these freight-rate 
increases, 

The situation in the industry is getting progressively worse. 
Throughout the ballet union contracts have been renewed at sub 


tantial increases in labor costs up to the very limits permitted . 
the Wage Stabilization Board. In New York City I dare say that 
> percent of the coal dealers are operating at a loss. No wonder, 
since their tonnage in anthracite has shrunk from 10,000,000 tons per 
year to less than 5,000,000 tons per year in about 5 yi ars. Certainly 
ours was an industry that had every right to feel that the Herlong 
amendment was passed to give it relief. 

So much at the moment for the Herlonge amendment. 

Senator Carenartr. Mr. Chairman, I offer a motion that we asl 
Mr. Arnall to give us a memorandum on w hy he excluded coal dealers 
from the Her long amendment. 

The Cuarman. Without objection, we will ask the staff to have 
that done today, and we will let you know, (See pt. 2.) 
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You are going back to New Yerk ? 

Mr. Scurerper. On the first plane; yes. 

The Cuarrman. We will send you the memorandum as soon as we 
get it. If you want to answer it, you can, 


Mr. Scureiser. The President in his message of February 11 to 
Congress said : 


Wholesalers and retailers have a right, under these other provisions, to obtain 
treatment that is fair and equitable for all concerned. 


One would think so from a reading of the act which says in section 
402 (B) (2) (V): 

Such ceiling will be generally fair and equitable to sellers and buyers of such 
material or service and to sellers and buyers of related or competitive materi:!s 
and services. 

But has OPS acted fairly and equitably and without diserimina 
tion’ Definitely not. It has utterly ignored this section in it: 
regulation of retail coal dealers. 

This is a serious charge and I assure vou that I do not. make it 
lightly. In fact I make it reluct: antly. But the refusal of OPS to 
right this wrong, compels me to. 

‘In OPS there is a Fuels Division which has a Petroleum Branch 


and a Solids Fuels Branch. The Petroleum Branch in its regulation 
CPR-17, section 25, staked 


There may be added to the applicable ceiling prices determined under other 
sections of this regulation an amount not in excess of the following: 

(1) The increased costs to the seller or his reseller customer resulting from 
transportation rate increases after January 25, 1951, permitted by Federal or 
State regulatory bodies or by the Office of Price Stabilization. 

In other words, the fuel-oil dealer can automatically add to his cei! 
ing price the increase in his transportation cost. The fuel-oil dealer 
is in competiiton with the coal dealer so you would think he too would 
be treated in the same fashion. And that is where you would be 
wrong. The coal dealer must absorb such increase until OPS ce 
cides otherwise. The coal dealer must cut his gross margin. He 
gets a roll-back. It took considerable persuasion and long argument 
to convince OPS on April 11, 1951, to permit the coal dealers to pass 
through the 6 cents per ton freight-rate increase. When the increase 
of 14 cents per ton, effective August 28, 1951, was put into effect. 
OPS refused to permit us this pass-through and thus rolled back 
our margin to the extent of 14 cents a ton. 

This despite the fact that during OPA days, OPA permitted auto 
matic pass-throughs of all mine prices and freight-rate increases on the 
theory that the gross margin should never be reduced and despite the 
fact that Mr. DiSalle, in his earlier days in office, had publicly stated 
that he would not reduce gross margins. It was only after submis 
sion of figures from the industry twice and after we had come hat in 
— several times and pleaded with OPS and ate our heart out doing 

, that the permission was finally granted, about 6 weeks after the 
increase went into effect. 

But what happened with the affluent oi] industry? That indus 
try, as everybody knows, has never been so prosperous. That indus 
try did not have to bring in figures; that industry did not have to 
argue; that industry did not have to eat its heart ont; that industry 
did not have to absorb the increase; that industry did not have to cut 
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its margin—it just automatically passed the increase on. But the retail 
coal dealer, whose plight now is worse than it ever has been in history, 
he is the one who had to take it on the chin and absorb the increase. 

What is this magic in oil that extends its power and influence into 
the halls of OPS? Now do not get me wrong. I am not implying 
that the oil dealer is getting something he is not entitled to. On the 
contrary. He is entitled to the automatic pass-through. But so is the 
coal dealer. And he has not got it. 

It is no secret that the competition from fuel oil and natural gas 
has put the retail coal dealer in a precarious state. First, fuel oil 
knocked him down, then natural gas began stepping on him—and now 
OPS wants to bury him. 

We respectfully submit that the retail coal dealer, although in a 
depressed state, is still a vital factor in the economy of this country 
and he is entitled to the same consideration as any other citizen or 
ndustry. The only reason for the creation of OPS is because of our 
determination to rearm hastily to protect democracy against totali- 
tarianism. It is ironic that an agency created because of this deter 
mination, itself violates the principles of democracy by grossly abus- 
ing its power in that. its regulations insofar as the retail coal industry 
are concerned, are unfair inequit: able, and discriminatory and_ fail 
to give it the relief intended by Congress. 

We respectfully submit that Congress should either amend the Her- 
long amendment or in a conference report make it clear that the Her- 
long amendment applies to all retailers and wholesalers, not only those 

who speak of their mark-up as percentage mark-ups, but those who 

speak of their margins as dollars-and-cents margins. Also, if OPS 
raaule in its discrimination between the fuel oil dealer and the coal 
dealer, Congress ought to abolish the Office of Price Stabilization or 
exempt our industry from its control. 

The Cuatrman. There isa quorum call. Weare going to have to go. 

Mr. Scureiser. They treat one industry one way and treat another 
industry another way. I would lke to get the answer on that. 

Phe Cuarrman. The committee will meet at 2 o'clock this afternoon. 

(Whereupon, at 12:25 p. m., a recess was taken until 2 p.m.) 


AFTERNOON SESSION 


The CuHatrrMan. The committee will come to order. 

Mr. Goldberg has been shown a copy of Governor Arnall’s letter 
and would like to take 5 minutes to answer it. 

That letter was in connection with Senator Knowland’s resolution 

{ not in connection with what you had originally started talking 
ibout. 


STATEMENT OF DANIEL B. GOLDBERG, REPRESENTING THE AMERI- 
CAN ASSOCIATION OF PORT AUTHORITIES—Resumed 


Mr. Gotpperc. I had started with Senator Knowland’s resolution 
because it has what. we wanted to accomplish. 

The CuatrMan. Is there a copy of Governor Arnall’s letter here? 
[ want tosend Senator Knowland a copy right away. 

Mr. Gotpperc. There were four main points in that letter. 
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First, they object to the exemption of the Federal Government 
from the OPS jurisdiction. Naturally we should not be carrying ; 
brief for Federal exemption. Basically I suppose Senator Know): and 
considers it ungracious to recommend State and local agencies with 
out adding the Federal Government. 

My personal philosophy would indicate that the various specialis' 
Federal agencies did not really need a duplicative control by the Office 
of Price Stabilization on the prices they should charge for their 
services, or commodities, but frankly from the point of view of the 
State groups and certainly of the American Association of Port Av- 
thorities, we would have no objection to omitting the United States 
from the exemption as it is presently carried in Senator Knowland’ 
bill. 

The second point that is made is an objection to the exemption of 
the sale of commodities as distinguished from the sale of services. 

On that point I have personally the same philosophy that T indi 
cated against the duplication of governmental supervision so that if 
there are at the present time governmental agencies which do deter- 
mine in their judgment the prices that should be charged for com 
modities, I would suggest the possibility that again there was no 
necessity of duplicating with OPS regulation. But again from the 
point of view of the American Association of Port Authorities, whic 
only deal in services, that would not be an objection which we woul 
have to clash with the OPS on. 

The third point made by the OPS is a desire to restrict the exemp 
tion to fields where there is no competition with private business, and 
they argue that the port operators are in competition with privat 
business. 

To that T would like to say, first, that this is a reverse twist. ] 
would suppose that in general competitive operations needed les: 
regulation, whereas apparently the OPS has the opposite view. 

To that, secondly, IT would like to say that most of the competitis 
private operations in the port field are ‘already exempt because of tli 
common carrier exemption in section 402 of the Defense Productio 
Act. Also, the Supreme Court of the United States has decid 
that at least certain warehouses, private warehouses, or siantel 
owned warehouses, that is, are also exempt under section 402 s 
that at the present time many of the private operators are alread 
exempt. : 

Thirdly, T would like to say on that point of the competition anes : 
tion that the OPS ignores the absence of profit motive in the ea- 
of public operators. The reasons which would push a price structi 
upward in the case of private business do not exist in the case of pub 
lic agencies. 

I have also pointed out, particularly in the case of port operators 
that most of the commissioners who do establish the charges for port 
services throughout the country are themselves nonpaid public ser 
ants. 

There is also another element in that on the need of control 
port prices, in that the history of those price levels in this country 
has shown that there has been an absence of inflationary tendency. 
even under the most aggravated conditions. 

The fourth main point made by the OPS is the principal one. | 
think. Mostly they are trying to persuade you gentlemen that they 
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have a better view of your intention in the public utility exemption 
of the Defense Production Act than you have yourselves. 

On that they argue from preconceived notions of what a public 
utility is, ignoring our entire purpose of clarification of that intention. 

Secondly, they argue from the Davies case, a case decided by the 
United States Supreme Court. To that I would like to say initially 
that the Supreme Court in that very case deplored the fact that the 
term “public utility” was undefined, and I would say practically wel- 
omed or invited a type of clarification such as would be proposed in 
the bill we support. 

Also in connection with the Davies case, I could say that it specifically 
eft open the question of the definition of the term “public utility.” 
The Supreme Court held that the warehouse they had there was 
overed by the term “public utility,” but it did not go so far as to give 
usa definition. It is that absence of a definition which has germinated 
the litigation ae I referred to this morning which we feel would 

better omitted between public officials at the Federal and State 
evels, 

Also, naturally, in our opinion, the OPS misinterprets the Davies 
ase and if we do have to have a litigation, in that Congress m: Ly not 

vive us the clarification we ask for, we hope to prove to the courts 
that they have misinterpreted, but we prefer to be spared that 
difficulty. 

Also on the Davies case, I think the colloquy we had this morning 
s most significant. Whatever the Supreme Court said in that case 
preceded the history of 1951, which we discussed this morning, the 
history of the Kennedy amendment. The Supreme Court did not 
have, in treating the Davies case, which was a case which arose under 
similar language with regard to the OPA, the intention which was so 
clearly expressed in the Senator Knowland’s colloquy with Senator 
Maybank in which Senator Schoeppel took part, and which Senator 
Knowland recently introduced in the record. 

Basically, the Kennedy amendment was one in which the House 
ctually adopted the point of view of the OPS that outside regulation 
nust exist to have a utility exempt under the act. 

Phe CuamMan. Suppose the committee just put public utilities 
ind port authorities in the report. Would that not handle it‘ 

Mr. Gotpperc. That would cover us, Senator, I think clearly, ves. 

The CuHarrMan. That is what the staff member has suggested who 
as been studying the letter referred to. He seemed to think that to 

merely put it in “the port authority, publicly owned,” or whatever it 
may be—I believe in your case one of the troubles is the d fated 

Mr. Gotpperc. T have a different view of the meaning of the defi- 
nition from the OPS version. 

The Coamman. That is what I also agreed with, that the definition 
would have to be made in the re port of the committee so as to show 
that a port authority was a public utility. 

Mr. Gotpprre. Senator, on that I think then you would have opened 
the door to the proper request by other State and municipal agencies 
for similar treatment. They would say that the language of Senator 
Knowland was a better proposal than just one limited to port author- 
ties. 

The Cuarrman. I would not want to commit myself on Senator 
Knowland’s amendment today without further study because of the 
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other things that came in there. However, I do commit myself ani 
I did commit myself when Senator Knowland raised the question i) 
the last control bill that it was this committee’s thought as I under 
stood it, that a public-utility-owned power authority was just tly 
same as a public-utility-owned power company, or I should say regu 
lated body or power company, a telephone company or anything else. 

Mr. Gotpperc. I would certainly agree we would be covered | by it. 
I think possibly other State and municipal representatives would 
fee]—— 

The Cnairman. I am reminded of scavenger organizations or con, 
panies. Scavengers are regulated in some cities by the municipal 
laws. We will have to do the same thing for them. 

I do not remember the name of all the cities but we will use New 
York or Charleston or Seattle as examples. They have to have relief. 

I would not want to commit myself now but after the staff studied 
it they did seem to think the definition in the report would certain] 
clarify your particular problem. : 

Mr. Goipperc. It would, Senator. There is a certain appeal to me 
at least in the approach of reinforcing our dual form of government, 
and having Congress express the opinion that State and municipal 
organizations should be exempt. 

The Cuamman. That is the opinion of this committee but when you 
go into an amendment that goes beyond that, you may not believe it 
goes beyond that, but there is some question in the staff's mind. 

I do not know how the rest of the committee feels about it but | 
would certainly put it into the report. 

You believe if we did that it would certainly clear your situation. 

Mr. Goupperc. Yes. 

The Cuarrman. Now we have to clear the scavenger situation. 

Senator Carprnarr. Why can we not say it was our original inten 
tion that the port authorities were to be exempt and we will either 
put it into the report or write it into the law so you will be taken 

care of. 

Mr. Goxtpnera. I will be delighed. 

Senator Carruarr, That was the original intention. 1 do not know 
why anyone should have changed their ‘minds in the meantime. 

The Cuaiman. What about the privately owned ones 

Mr. Goipensera. The American Association of Port Authorities 
itself does not have in its corporate members private port operators. 
So in the capacity as representative of the Association of Port Author- 
ities, I really do not have that problem, either. However, the case of 
the private operator is stated in a statement which I did submit this 
morning, by the California Association of Port Authorities and 
Northwest ‘Terminal Operators, and I think their position is covered 
adequately in that statement. 

The Cuarrman. We thank you for the information. 

Mr. Gotpserc. Would it be your idea, Senator, that I might confer 
with staff members on an appropriate amendment ? 

The Cuarrman. We would be glad to have you dothat. We will try 
to put it in the law that the port authorities shall have the same 
exemption as other organizations that are State or municipally owned 
or operated or whose rates are set by State regulatory bodies. 

Mr. Gorpperc. Thank you, Senator. 
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The Cuatrman. Mrs. Wright, will you come forward, please. 

By the way, I have a list of a few items that have been decontrolled 
by Mr. Fowler, or the NPA, which I will place in the record. Also a 
letter from Mr. Fowler. 

(The letter and list referred to follow :) 


DEPARTMENT OF COMMERCE, 
NATIONAL PropuCcTION AUTHORITY. 


Washington 25, March 10, 1952. 
tion. BURNET R. MAYBANK, 


Chairman, Committee on Banking and Currency, 
United States Senate, Washington, D. C. 


DEAR SENATOR MAYBANK: I understand there is some general interest in the 
hearings being conducted by the Committee on Banking and Currency on the 
extension of the Defense Production Act of 1950, as amended, in the possibility 
of the relaxation or suspension of controls. While most of the questions and 
comments up to date may have had to do with the question of price-and-wage 
controls, the topic of the suspension of production and material controls may also 
be the subject of comment. 

You will recall that Mr. Charles E. Wilson, when he appeared before your com- 
mittee on Tuesday, March 4, made the following statement : 

“You know my position—I have always opposed controls unless they were 
absolutely necessary. As far as this situation is concerned, any regulation that 
can come off without hurting the defense effort will be taken off.” 

It occurred to me that it might be useful for ready reference by you and the 
committee members to have a listing of actions already taken by the National 
Production Authority in removing controls on production and materials where it 
was determined administratively that it could be done without hurting the de- 
fense effort. Accordingly, I attach a list of instances of removal and relaxation 
of controls effected by NPA. It will be noted that in a number of instances there 
has been an outright revocation of orders imposing controls. In addition to the 
instances listed. I would like to point out that non-nickel-bearing stuinless steel 
lias been removed trom the category of controlled materials under the controlled 
maerials plan, so that it can be purchased now without an authorized controlled 
materials order. Furthermore, similar action is now being taken to relax controls 
on secondary steel products. 

I should also mention the converse of this situation. While the National! Pro- 
duction Authority is able to remove or suspend Controls on Some materials, it is 
confronted by the necessity at the same time of effecting new controls on certain 
other materials for which the demands of the mobilization program are increas- 
ing to the point that they cannot be met on schedule if their distribution is not 
properly channeled, 

1 trust the instances cited in this letter and the attachment will illustrate the 
administrative feasibility of the present act and Mr. Wilson’s statement that we 
attempt to follow the practice of removing controls that Can come off wihout hurt- 
ing the defense effort. 

Sincerely yours, 
Henry H. Fow ter, Administrator 

Enelosure. 


REMOVAL AND RELAXATION OF CONTROLS ALREADY EFFECTED By NPA 


1. Deerskins.—Order M-29, revoked October 1, 1951. Decline in military de 
mands for combat gloves resulted in revocation of order which reserved deer- 
skins for military uses. 

2. Sole leather.—Order M-34, revoked July 31, 1951. Rescheduling of military 
procurement and increase in domestic and foreign hides assured adequate supplies. 

3. Cattle hides, calfskins, and kips.—Order M-—35, revoked effective February 29, 
1952. Military and civilian demand had fallen sharply and supplies increased. 
Allocations were increased to 100 percent or more of base since September while 
purchases sharply declined. 

4. Horsehides, cabrettas, sheepskins, shearlings, and kangaroo skins —M-62, 
revoked effective February 29, 1952. Decline in military and civilian demand 
plus soft supply situation and inventory holdings indicated necessity for revo- 
cation, 
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5. Glass containers—Order M-51, Simplification and Use, revoked December 

29, 1951. Sound demand estimates for 1952 indicated that a sufficient level of 
‘ production could be achieved despite increased use stemming from limitations 

imposed in active container areas. 

6. Poly tetra- fluor ethylene-—M-45, schedule 2, revoked February 20, 1952. 
The sole producers’ limited supply capacity was increased slightly during the 
summer of 1951 and military demands dropped because of design changes incor- 
porating other materials. Future Munitions Board schedules remain at low 
levels. 

7. Plastic type nylon.—M—5, schedule 4, revoked January 15, 1952.  Installa- 
tion of additional facilities during the summer of 1951 and the overcoming of 
raw material shortage in October 1951 resulted in a supply sufficient to meet al) 
demands. 

8. Methyl chloride.—M-—45, schedule 8, revoked January 15, 1952. Increased 
efficiency of operations and installation of new production facilities during the 
fall of 1951 overcame the estimated shortage (at the time of issuance of order) 
of 500,000 pounds per month. Supply and demand balance achieved. 

9, Rubber—M-2, effective January 1, 1952. Eliminated control over total 
quantities of new rubber which can be consumed. This action was due to tre 
mendously increased production of synthetic rubber and to improvement of in- 
ventories of finished rubber goods. Manufacturing specifications in the order 
continue to maintain a given ratio between natural and synthetic consumption. 
GR-I, butyl synthetic continues under allocation. 

10. Sulfuric acid.—Schedule 3 to NPA Order M—45 was revoked on December 
29,1951. Under this schedule sulfuric acid had been subject to full allocation in 
11 Western States. On the same date NPA Order M-—94 was issued, retaining a 
minimum control over sulfuric acid. This order simply requires that each pro- 
ducer of sulfuric acid who is also a user of this material must maintain the same 
ratio between his monthly production and use of acid which he maintained during 
the calendar year 1950. Thus sulfuric acid has been substantially decontrolled. 

11. Storage batteries —M-—93, revoked effective February 26, 1952. Increase in 
lead supplies due to break in world prices and settlement of strike, together with 
suspension of import duty has resulted in a great easing of the supply. 

12. Cadmium.—M-19, effective July 30, 1951. Order was relaxed on July 30, 
1951, by adding about 9 new classes of permitted items, relaxing specifications 
on a few more, and permitting 60 percent base period use in production of pig- 
ments instead of 40 percent. 

13. Lead.—M-3s8, effective March 3, 1952. Limitations on use of lead removed. 
Inventory control retained. Order M-76 covering distribution of pig lead will 
be continued but allocations are being increased and system liberalized. 

14. Construction—CMP Regulation No. 6, revised, effective March 6, 1952. 
Relaxes limitations on construction by (1) increasing the amount of steel that 
may be obtained by self-authorization for smaller commercial, school and other 
nonindustrial construction; (2) increasing the amount of steel that may be 
obtained by self-authorization for road and highway construction; and (3) 
permitting use of foreign and used steel in addition to quantity which builder 
may obtain by allotment or self-authorization, provided that he will not thereby 
require greater amounts of copper or aluminum controlled materials than those 
for which he has received an allotment. 


The Cratrwan. Go ahead Mrs. Wright. 
S 


STATEMENT OF MRS. C. D. WRIGHT, CHAIRMAN, LEGISLATION 
DEPARTMENT, GENERAL FEDERATION OF WOMEN’S CLUBS 


Mrs. Wrieut. Mr. Chairman, to save time I see no reason to read 
my statement. It is just a formal statement. The federation is made 
up of lay people. We are not economists. Being only consumers we 
do not have enough money to hire economists and expensive lobbyists 
so I am here to speak for the 5 million consumers in the club. 

The Cratrman. You may file anything you wish to for the record 
and if you wish to file an additional one before March 21, I will be 
pleased to have it. 
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Mrs. Wrieutr. You all have the statement and I thought I would 
save time by not reading it. 

Would you care to have me read it? 

The CuarmMan. Whatever you wish. 

Senator Carenarr. I suggest you read it. 

Mrs. Wrieut. My name is Mrs. Clarence D. Wright. I am legisla- 
tion chairman of the General Federation of Women’s Clubs holding 
this unpaid office by appointment of the president of our federation. 

Senator Carenarr. Who is the president ? 

Mrs. Wricut. Mrs. Hiram Cole Houghton, of Iowa. Incidentally 
she is a Republican but she goes along with all our policies for the 
National Defense Act because she thinks it is right. 

Senator Carenarr. You are a Democrat, then / 

Mrs. Wricutr. Yes. I think it is good to have the right kind of 
Democrats and the right kind of Republicans. 

Senator Carenarr. Do you have any southern Democrats in the 
organization ¢ 

Mrs. Wrigut. Well, I always said I was a Jeffersonian Democrat 
but I like some of Mr. Truman’s policies just the same. I like the 
National Defense Act without these amencm>nts. 

Senator Carpenart. Do you think Jefferson would approve of what 
is going on today ? 

Mrs. Wricut. He probably would. He was a very smart man. 
He would approve of some of it. I do not think he would approve 
of all the lobbies you have had up here trying to fight the consumer. 

Senator Carenarr. Do you think we ought to deny these people 
the right to be heard ? 

Mrs. Wricur. No: I think it is very good to hear them but I think 
you should evaluate, Senator, their testimony, and give the consumer 
a break once in a while, do you not ? 

Senator Carrnarr. Do you not think we do evaluate it? 

Mrs. Wricut. I do not think when you got that amendment that 
bears your name in this National Defense Act; no, sir. 

Senator Carenarr. Who do you think wrote the act? 

Mrs. Wrieur. Well, I would hate to say who I thought wrote 
some of it. I suppose it had the aegis of this august body but I 
do not think if some of you gentlemen had time to think that you 
would have put some of these things in the act which went in, and 
I know they went in probably because you were all too busy 

I hope this time you will have longer to think. 

The CuHatrrman. That is why we started going into the matter in 
March. 

Mrs. Wricur, The General Federation of Women’s Clubs, founded 
in 1890, is a national and international organization comprising an 
over-all membership of approximately 514 million women in the 
United States. This total membership figure includes 803,400 per 
capita paying members in 15,000 clubs and States, national and 
international organizations affiliated with the general federation. 

The purpose of the General Federation of Women’s Clubs as defined 
in its constitution is: 

To unite the women’s clubs and like organizations throughout the world for 
the purpose of mutual benefit, and for the promotion of their common interest 
in education, philanthropy, public welfare, moral values, civics, and fine arts. 
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The governing body is the board of directors of some 200 won 
A convention is held annually. One of our major programs is to f\\- 
ther the national defense program including interest in consumer 
problems especially inflation and means of combating it. 

Policies are determined by the delegate body by means of resolutions 
adopted at annual conventions or by the board of directors. Before 
action is taken on a controversial issue, the general federation makes 
every effort to disseminate information on both sides of the question. 
The general federation supports national legislation only after ado), 
tion of a resolution embodying the principle of the proposed leg:- 
lation. 

In accordance with action taken by the general federation at its 
annual convention in Houston, Tex., May 1951, and by the board of 
directors meeting in Washington, D. C., October 1951, we respect- 
fully urge extension of the Defense Production Act as embodied in 3. 
2645 and without limiting amendments. 

To make our position quite clear, I quote here two pertinent reso- 
lutions coseael by the general federation. 

The first resolution reads as follows: 


Whereas inflation is second only to war as a menace to the national economy) 
and to individual welfare; and 

Whereas the United States now faces grave danger of uncontrolled inflation: 
and 

Whereas temporizing with the situation undermines our whole economi 
structure as a Nation and brings disastrous and unjustifiable hardship to our 
people: Therefore 

Resolved, That the General Federation of Women’s Clubs in convention assem 
bled, May 1951, urges the Government of the United States to act with prouipt 
ness and firmness in this emergency by adopting and enforcing control measures 
without regard to partisan, political considerations or the interests of speci:! 
groups; and further 

Resolved, That the General Federation of Women’s Clubs declares its con 
viction despite difficulties involved that food prices should be rolled back to 
those prevailing on or about November 1, 1950, and all vital consumer items to 
levels relatively in balance with the food prices of that date. 


The second resolution reads as follows: 


Whereas the General Federation of Women’s Clubs is deeply disappointed that 
the Congress has not enacted into law certain measures which have been de 
clared by the convention action to be necessary, in the opinion of the Genera! 
Federation of Women’s Clubs, to the national security and well-being, such 
measures including the effective controls of inflationary trends, spiraling wages 
and prices, roll-back of cost of food and other commodities necessary to ever) 
day living, and universal military training: Therefore 

Resolved, That the Board of Directors of the General Federation of Women's 
Clubs in conference assembled October 20, 1951, urges its member State federa 
tions, member clubs and individual members to contact their own congressional 
delegations during the congressional recess, explain the position taken hy the 
federation, seek endorsement of these measures, if possible, and assure the 
Members of Congress of enthusiastic support of their efforts to secure passug 
upon the reconvening of the Congress. 


We request your favorable report on S. 2645 because, in addition 
to extending the Defense Production Act, it omits the so-called Cape 
hart and Herlong amendments. We oppose these amendments because 
they are inflationary and tend to increase prices paid by the con 
sumer. We also oppose the Butler-Hope amendment which likewise 
is omitted from S. 2645. 

We have studied these amendments and are convinced that our 0} 
position to them is on solid ground. The so-called Capehart amend 
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ment requires the Office of Price Stabilization to adjust manufac- 
turers’ and processors’ ceiling prices to reflect changes in virtually all 
costs through July 26, 1951. Before the passage of this amendment, 
OPS had allowed for increases in material and factory labor costs only, 
up to a date earlier than July 26, 1951. 

This amendment requires the computation and inclusion of indirect 
and overhead costs. We have talked with economists and accountants 
and are impressed with the difficult problems involved in the com 
putations required by the amendment. Moreover, we learn that many 
business firms do not have records adequate to ascertain their costs. 

The Defense Production Act requires that ceiling prices be fair and 
equitable. This is sufficient protection. American business has grown 
great through competition and competition has always required that 
a firm absorb some costs not priced on a cost-plus basis as this amend- 
ment makes possible. 

For an effective price-control program, some cost absorption must 
be permitted, or we will have a steady increase in prices. 

We have been interested in getting specific instances of how the so- 
called Capehart amendment has permitted prices to go up. We quote 
only two illustrations of special interest to the consumers : 

A company making bedroom furniture under the original Defense 
Production Act would have had its prices rolled back 3.2 percent. 
Under the so-called Capehart amendment its price ceiling had to be 
rolled forward 2.4 percent. This makes for inflation. 

Another company making plastic housewares would have had a 
roll-back of 4.3 percent. Under the amendment it had to be permitted 
increase of 10.5 percent. The lower prices would have been Pair to the 
business. The higher prices under the amendment are hard on the 
consumer, 

Likewise, the Herlong amendment which requires that pre-Korean 
percentage margins be maintained, with respect to all increases in 
costs, results in higher ceiling prices. For example, we cannot see why 
a retailer should take a pre-Korean percentage mark-up on the in- 
creased excise tax. Surely, a price increase covering the exact amount 
of the tax is fair to the retailer. Giving the retailer a profit on the tax 
is hardly fair to the consumer. 

Our board of directors has also voted in favor of repeal of section 
104. Weare glad to see it is not included in S. 2645. 

The general federation has devoted its energies toward furthering 
the defense program. Our members have as their great goal, the 
achievement of peace. Price stabilization is the first essential step 
toward our goal. We commend the administration of price control 
to date. Under difficulties the price spiral has been halted. 

We most earnestly ask this committee to report favorably on S. 
2645 without crippling amendments so that the price stabilization pro- 
gram may go forward. This is no time to risk playing with partial 
decontrol. Let us have patience. Let us continue to produce at a 
high level as we have been doing so that our defense program may go 
forward and in the not. too distant future we will be in a position to 
give up controls. Today S. 2645 provides the machinery we need 
and we urge the committee to give it a favorable report and have it 
accepted by vote of the Senate. 
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I would like to say, Mr. Chairman, that we feel the failure of the 
Congress to roll back the prices on food has been a disastrous thing 
to the United States. 

The Cuamman. What foods would you roll back? 

Mrs. Wricut. Well, I think beef is the thing we all talk about— 
meat. 

I went to a meeting of the women’s auxiliary of a farm organization 
and they got up and said that we could eat substitute meats like, | 
think, beef hearts and stuff like that. There is no reason why the 
American people should eat food like that at all. 

The CHamman. That may be true but what would the farmer do 
if we roll the price back. 

Mrs. Wrieut. The farmer is getting plenty of money just now. He 
is getting more than the Government t girls who tell me they can only 
afford to eat meat once a week, on Sundays. I have had many girls 
tell me that who work in the Government. I know many widows and 
people on pensions who cannot afford meat. I have been down in the 
Argentine where I have been eating filet mignon this size and this 
thick for 50 cents a piece and it was really ‘wonderful to get some 
place where you could get plenty of meat to eat once again. It took 
us back a few years ago ) when everybody in America practically could 
get meat to eat. 

I do not think it is fair to us. 

I would like to say that the people who voted for our resolutions 
were without exception, even the women from the Texas federation 
voted for it although I do not suppose they really liked it a lot, but 
they all voted for it because they are people who believe that every- 
body in America should have a break. This is a democracy. 

I know the Capehart amendment was put in by the arguments of 
one of the big chain stores here, Mr. Chairman, and the big chain 
stores are not the cheap stores for the housewife. We are getting 
fed up with all this talk about the chain stores being cheap and they 
just are not cheap. 

Senator Carenart. What is your name? 

Mrs. Wricut. My name is Leslie B. Wright. 

Senator Carenartr. Now repeat what you said a minute ago about 
the chain stores being responsible for the Capehart amendment. 

Mrs. Wricur. I say I think they had a lot of influence on it. 

Senator Carrnarr. You did not say that originally. 

Now let me give you the truth. There was not anybody who knew 
anything about the Capehart amendment except 13 conferees, oecause 
it was written at night, it was written in the committee, and nobody 
knew anyhing about it whatsoever. 

Mrs. Wricur. I do not mean to influence the writing of it, but 1 
know they testified on it. 

Senator Carenart. They did not even testify to it. 

Mrs. Wricir. What did the Washington papers say? They said 
the chain stores were up here supporting it. 

Senator Carenart. The Capehart amendment was written by the 
conferees between the House and the Senate, eight Democrats and 
five Republicans. 

Mrs. Wricur. But they do support it though, do they not ? 

Senator Carenarr. I do not know whether they do or not, but that 
is no reason for you to make a false statement. 
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Mrs. Wricut. I am sorry, and I apologize, but I took it from the 
Washington papers, though. That is where we read it and we were 
upset abc put it. 

Senator CapenArr. It was written and approved by 13 Members 
who were conferees. Who wrote this statement for you? 

Mrs. Wricut. I wrote part of it in consultation with our research 
consultant at headquarters. As I told you, I am just a layman and 
1 know very little about it. 

Senator Capruarr. That is no reason, just because you are a lay- 
man, that you should come up here and make statements that just are 
not correct. 

Mrs. Wricutr. I just apologized for that, but I got it out of the 
Washington papers and I will send you a copy. 

The CHatrMan. I presume what you read in the Washington papers 
was about the chain stores coming up here and testifying for a modi- 
fication of the Capehart amendment. There were no chain stores 
who came here before the amendment was written and there was no 
one who knew anything asout the amendment when it was prepared, 
but they did come afterward and testified for modification. 

Mrs. Wricut. Yes. I am sorry. 

The CuairmAn. That was in the paper? 

Mrs. Wricur. Yes. 

Senator Carenartr. You say: 

The Herlong amendment which requires that pre-Korean percentage margins 
be maintained, with respect to all increases in costs, results in higher ceiling 
prices. For example, we cannot see why a retailer should take a pre-Korean 
percentage mark-up on the increased exeise tax. 


Well, the automobile dealers, they do not take a mark-up on the 
excise tax. 

Mrs. Wricut. Some of them do, do they not? Some of the people? 

Senator Carenartr. That is what the President said in his message 
to Congress, but so far, we have not been able to find out whether it is 
true. That is why you get so much propaganda today and so much 
false information. 

For example, you talk about rolling food prices back. Here is a 
chart that shows the increase in the price of commodities from the be- 
ginning of the Korean war up to the time the President of the United 
States put price controls into effect. That is the black line |[indi- 
cating |. 

After he put them into effect, this shows what happened to them. 
They went back down. 

My point is, you would not have theses high prices today, had the 
President of the United States put into effect the Defense Production 
Act passed by this committee and this Congress on September 6, 
1950, 

You knew that, did you not ? 

Mrs. Wrient. I knew that, but supposed he did make a mistake 
in not putting it into effect. 

Senator Carenarr. It is perfectly all right for the President 
make a mistake, but all wrong for everybody else. 

According to the vote up in New Hampshire yesterday, he may 
not be here very long. 
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The black lines represent the increase in prices from the begin ijo 
of the Korean war up to that point, up until the time he put price 
controls into effect. 

This line here indicates what happened since that time. TT), 
have gone down. This is retail prices. 

You will notice how much they went up. These are wholesale 
these are retail prices. 

Some of these have declined. 

Mrs. Wricur. Mr. Senator, do you not think a great deal of thie 
decrease was due to all these people who did their scare buying 1) 
filled their cold freezers with meat and everything like that? T))y 
had a lot to do with it ? 

Senator Carenartr. I would have loved to have had your support, 
but we could not find you, back in July 1950, when I was trying to 
get an act through Congress here to freeze all prices and wages as of 
midnight the night we went to war. I could not get any support 
for it all. The President of the United States was opposed to it. 

In fact, I can show you a letter which has been “a a part of the 
record here in which the President of the United States wrote a letter 
to this committee when we were considering the Defense Production 
Act, and asked us not to put any price and wage controls in it. Yet 
we went ahead and put them in and passed the bill on September 6, 
If he had had his way about it, there would have been no price or 
wage controls in the original Defense Production Act. 

Mrs. Wricur. The general federation knows that you have done a 
great job, as has all this committee, in trying to help us, but we want 
to make sure that the job is continued. 

Senator Carenarr. You do not have to come up here and misrep- 
resent what has happened, and you do not have to come up here and 
say that the chain stores wrote certain amendments, because there is 
no truth in it. 

Mrs. Wricur. The prices have not gone down sufficiently. Why 
should we spend a dollar and a quarter a pound for beefsteak now‘ 
I am a housewife. Why is it that children all over this country are 
going without meat? There issomething wrong. 

Senator CareHart. They evidently are not because we are consum 
ing more meat per capita than we ever did. 

Mrs. Wricur. Who is consuming it? Not the Government girls: 
not the people on the pensions and not the widows. 

Senator Capenart. Are you employed by the Government / 

Mrs. Wricut. No, sir; Iam not. I am just a housewife. 

I am an unpaid lobbyist. I am the only unpaid lobbyist in Wash 
ington, I think. 

Senator Caprnart. Was this a vacation to Argentina ? 

Mrs. Wricut. We took a group of people down to meet the other 
women in the world. We feel if the people can get together perhaps 
we will not have so many wars. We went down to talk to the people 
of other countries. 

Senator CarpeHart. This committee passed the law you have. It is 
this committee which tried to get the President to invoke the law 
long before he did. If you have any protection by law today, it is tls 
committee that gave it to you. 

I voted for it and everybody else around here supported it. 


1) 
al 
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Mrs. Wricut. I know then we can rely upon this committee not to 
put these amendments in again. 

Senator Carenart. Let us talk about them. I know I am not going 
to vote to repeal the Herlong amendment because it is a fair and 
equitable amendment. The Capehart amendment for all practical 
purposes, expired on last July 26, because nobody can use any increase 

n costs that occurred since last July 26. 

Now, wasn’t that a good thing, to write that in ? 

Mrs. Wricur. Well, we thought things ought to go back a little 
further. It seems to us you all took the highest point of prices for 
everything. We want them to go back to November 1950. 

Senator Carenart. My dear lady, Mr. Truman did that. He did 
not invoke the law until January 26, 1951. He is the fellow who did 
that and not us. 

Mrs. Wricur. But the people of the Congress of the United States 
‘an do what they want. 

Senator CarprHartr. We can pass laws. If the President will not 
invoke them, we cannot do anything about it. 

Senator Bricker. You say you have 200 members of your board? 

Mrs. Wrieur. That is right. 

Senator Bricker. Have they read this presentation that you have 
made? 

Mrs. Wrieut. They do not have to. They have read the resolutions. 

Senator Bricker. That is not what I asked you. I have no criti- 
cism. I just wanted to know. 

Mrs. Wricut. We never send these statements to them. 

Senator Bricxrr. You do not send them out at all? 

Mrs. Wricut. We send them out afterward. 

Senator Bricker. You say you prepared a part of this. What part 
of it did you prepare ? 

Mrs. Wrigur. Well, our research analyst took our resolutions and 
handed it tome. She came up to me on consumers’ interests, which 
was held up here in the Senate. 

Senator Bricker. Who is your research analyst? 

Mrs. Wricut. Mrs. Brice Claggett. 

Senator Bricker. Where does she live ? 

Mrs. Wricut. She is at our headquarters, 1734 N Street. She came 
to this meeting on consumers’ interests. 

Senator Bricker. Is she a full-time employee? 

Mrs. Wrieur. She is a paid employee. She listened to the discus- 
sion up here and we had a consultation afterward and between us we 
got this statement up. She is a much smarter woman than I am. 

Senator Bricker. You say you are not an economist, but just a 
layman? Isshe an economist? 

Mrs. Wrieut. No; she is not. None of usare. We cannot afford to 
employ economists. 

Senator Bricker. You and she alone prepared this then? 

Mrs. Wrient. Yes. I beg your pardon. With the few questions 
that I called up Mrs. Woodhouse’s office—at that meeting up here we 
asked where we could get help and they said we could call them up and 
ask them for any facts. 

Senator Bricker. Who is Mrs. Woodhouse? 

Mrs. Wrieut. The Office of Price Stabilization. 
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We did not have any specific instances and I wanted some instances 
and she gave me those two instances. 

Senator Bricker. Now, who are those dealers ? 

Mrs. Wricur. I do not know the names of them. 

Senator Bricker. You do not know who they are? : 

Mrs. Wricur. No. I relied on the information. 

Senator Bricker. You relied on Mrs. Woodhouse’s information. 

Mrs. Wricur. I did not think a Government office would give me 
wrong information any more than Congress would. 

Senator Bricker. I would not think so; no. 

Now, did you talk to Mrs. Woodhouse about the Capehart amen 
ment too? 

Mrs. Wrieur. I did not talk to her personally. I talked to one of 
the clerks. 

Senator Bricker. And also about the Herlong amendment ? 

Mrs. Wricut. Yes. 

I did not talk about the amendments; I simply asked for some 
specific instances because I had a statement on them which I prepared 
months ago which went out to my clubs. 

Senator Bricker. Are these the only two incidents she gave you! 

Mrs. Wricur. Yes. 

You might be interested, Senator, here is a copy of the statement 
I sent out last fall and all the amendment, the three amendments. 

Senator Bricker. We have that. 

I just wanted to see who prepared this, how many people had seen 
it and whether or not your organization has information with regard 
to it, whether they passed a resolution supporting it, and so forth. 

Mrs. Wricur. Senator, I am the one who comes up here all the 
time to present these statements. As I say, I would be as smart as 
you gentlemen if I knew all about these things. I can only rely on 
our office staff and on the information I have, on my friends in the 
Congress of the United States, and sémebody in a Government depart- 
ment who might give me expert information. 

The Cuarrman. Are there any further questions? 

Senator Frear. Mrs. Wright, if you think this is an unfair ques- 
tion, I do not expect you to answer it, but would you rather eat filet 
mignon at 50 cents a poeee: with Mr. Peron, or meat once a week with 
Mr. Truman or Mr. Taft? 

Mrs. Wricur. Of course, I would rather eat anything in the United 
States. 

Senator Frear. You said also that the girls in Washington were 
unable to eat meat but once a week. Do you know what the average 
hourly income is of the farmer? 

Mrs. Wricnrr. No. 

Senator Frear. Do you know what the average hourly income is 
of the Government employee or girl that you spe: ak of ? 

Mrs. Wricnr. No; I do not, but I know she has to pay rent here, you 
know, in Washington. The rents in Washington are awful high. 

In the case of one girl I know she is a gr: ade 5 and she said the only 
time she could eat meat was on Sundays. 

I hear this all the time. We get it all the time and they ask what 
are people with children going to do. I just do not see why beef 
should sell for a dollar and a quarter and a dollar and a half a pound. 
There must be some reason. 
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Senator Moopy. I would like to congratulate you for coming in here 
and speaking for the consumers. I think it is about time we had more 
people come in here to say a word for the consuming public. 

Mrs. Wricur. I am sure all the members of this committee are 
interested in the consumer, but unfortunately the consumer is not 
as vociferous as some of these people who may have offices in Wash- 
ington and we represent probably one group who can se up here 
and then we do not know a great deal about it as Senator Capehart 
has said, 

Senator Scnorrret. Do you know anything about farming at all, 
raising cattle, raising chickens, raising hogs, sheep? Do you know 
anything about it at all? 

Mrs. Wricur. Well, I was raised in Washington and the only thing 
[ know much about in gardening is the time I tried to train some 
spinach to come up as tomatoes, so I do not know much about it. But 
we do have members who do, Senator Schoeppel. 

Senator Scnorrret, Do not get me wrong now. I respect you in 
whatever your position is. I just want to get a little background as 
to some of the views that you are expressing before this committee, on 
some pretty important aspects of our economy. I note what you said 
about the Butler-Hope amendment. Where did you get that informa- 
tion? Did you get that from Mrs. Woodhouse / 

Mrs. Wricur. Oh, no. When the act first came out, I went to many 
meetings of consumers’ groups. I do read, you know, and I have 
discussed it. 

As I say, I am not an expert at any of this, but I think this amend- 
ment was one upon which I appeared before the committee when the 
bill was up before the House and at that time I really knew more about. 
it than I do now. 

We did have quite a little bit of opposition from some of our mem- 
bers, but we felt, in discussions in the board meetings, that that amend- 
ment had hurt to a certain extent, that it had kept the price of meat 
up. That was one reason we were against it. 

Senator ScHorrreL. You were against it because someone told you 
that that kept the price of meat up / 

Mrs. Wrienrt. I think I discussed it with certain Members of the 
Senate up here at the time; I am not sure. I believe I talked to Sen- 
ator Gillette about it and people like that. 

Senator Scnorrrent. There was a controversy at the time the slaugh- 
tering quotas were up as to the effect it would have upon the supply of 
slaughter animals in certain packing-house areas. 

Are you familiar with the testimony that went in the other day 
I do not suppose you had any opportunity to read this record; most 
of us have not as yet—to the effect that there was no difficulty deve lop- 
ing as a result of slaughtering quotas having been taken off, and you 
know sl: wughter quotas shave been off for a long while. 

Mrs. Wricut. I believe Senator Gillette was for the amendment. 
It seems to me I talked to him at the time. 

Senator Scnorrren. I do not just now recall, but I was just inter- 
ested in knowing whether you or your organization had the back- 
ground of the various parts of our economy that are affected here 
about which you are testifying and making some certain specific rec- 
ommendations to those of us here who are on this committee in the 
Senate. 








580 DEFENSE PRODUCTION ACT AMENDMENTS OF 1952 


Mrs. Wricut. We know nothing about the mechanics of anythiny. 
All we know is the effect of the thing, and it seemed to us that that 
amendment did really hurt. 

Senator Bricker. In what way; do you know? 

Mrs. Wricut. All I know is that we had a discussion at headquar- 
ters. As I said, we had been to consumers’ meetings, and I know 
that the Office of Price Stabilization said that the quotas were neces 
sary to prevent black marketing in beef. I know that came up at the 
time, among other things that we discussed. We felt that it did not 
limit the marketing of the beef at all, that that was the impression 
that we got, that produce would not help it, that it would be a more 
fair and equitable distribution. We heard the argument that it worked 
a great deal of hardship on people who had animals in the feed lots. 
We were frantic about the price of food going up, and we grabbed at 
anything which would idieeie bring food down again. It seemed 
to us this was an added piece of legislation and must have been one 
of the causes that was forcing it up. 

Senator Scnorpre.. I was particularly interested, and I know you 
are very fair and I appreciate your coming up before the committee, 
but when you made the statement that the farmers are making plenty 
of money—— 

Mrs. Wricut. I did not mean to state that. 

Senator ScHorrrrL. You said you were paying $1.25 for beef, or 
beefsteak, or something. 

Mrs. Wricur. I do not pay it very often, Senator. 

Senator ScuorpreL. | think you made the statement that it was 
costing that. 

Mrs. Wricut. It is. 

Senator ScHorrreL. Do you know that 37 to 38 or maybe 40 cents 
a pound is the very highest they can get on the hoof at Chicago now / 
Somebody else must be getting that big spread between 40 cents a 
pound at the very top for choice animals and the $1.25 that somebody 
socks you for in this great city of Washington, our great Capital City. 

Mrs. Wricut. Well, why do you not all find out about it and stop 
it? That is for you all up here. You are our great statesmen. You 
know more about the mechanics of these things; you know more about 
our economy, or you would not be elected. I know the reputation of 
every one of you. I know you are outstanding men in your States. 

We consumers are appealing to you to do something to bring down 
the cost of living for us. The white-collar workers do not get the 
money the labor people get and all those people. 

As I said, the widows and people like that are living on a fixed 
income—something has got to be done. 

Senator ScnorpreLt. Mrs. Wright, those are the people who are 
really being ground between these things in this whole picture. 

Mrs. Wricut. They are constituents of yours, just as much as the 
farmers. 

Senator ScnorrreL. That is correct, but I happen to represent some 
folks out in the midwestern part of the United States who, when they 
produce something, it has to be taken to market, processed, sold, trans- 
ported, put into coolers ; it must meet. all the requirements of the health 
and sanitation laws. 

Now, wages and costs of transportation, costs of processing, and all 
of those things, they all go into that pound of beef. 
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[ am sure you ladies can appreciate all those things, and somew here 
down the line someone else tacks something else on, and it all adds 
up to the final price that you have to pay, which is higher in this see 
tion than it is out in our section. 

But you cannot blame any one segment of this economy for it. 
It is unfair to blame the farmer, just the same as it is unfair to blame 
somebody here in Washington who has to put that, under certain 
reoulations, on the meat counters. This job that you say the legis- 
jators ought to do, the Members of Congress, write the ticket and give 
you cheap food, that is just sheer folly and is silly. It cannot be done 
that easily. 

Mrs. Wricur. Do you not think if you had quotas on meat it would 
give the packer his fair share of the distribution of it, so one packer 
would not be getting more and his would be divided up a little more 
evenly ¢ ¢ 

Senator ScHorrreL. That is decidedly not the case. I do not believe 
that would happen at all. That is contrary to the history of the 

situation. I do not think you will get a reput: able packer who will tell 
you that today or who would tell you that in the last 4 to 6 months. 
‘At least. 1 checked them, and I have not been able to get them to tell 
me that. 

Mrs. Wricut. Well, somebody must do something about it, and 
we cannot do it. We are just the ultimate consumer. You are the 
gentlemen at the top. 

Senator ScHorPreEL. Do not put me at the top. I do not belong 
there. 

Senator Doucias. Mrs. Wright, I regret that I was unable to be 
here when you presented your formal testimony. I have read it. how 
ever, and I congratulate you upon it. I thank you for appearing, 
and I want to say that it is not always easy to get representatives of 
consumers to-speak who are informed. 

I appreciate your testimony very much, and I would say that the 
clot underneath the harrow appreciates the sh: arpness of the prongs, 
perhaps more than those who ride upon the harrow itself or who have 
sharpened its points. 

Senator Moopy. As I understand it, Mrs. Wright. you do not pro- 
fess to be an expert on the mechanics of the law and the mechanics 
of manufacturing or pricing, but you are somewhat of an expert on 
the problems of the housewife and the consumer, and you are simply 
testifying here that the pr ice of food is too high. You do not know 
exactly why, but you say it is too high, and you are asking the Con- 
gress to do something; i is that correct ? ; 

Mrs. Wricur. We are asking them to do something. and we feel. 
Mr. Se snator, that perhaps, if these amendments had not been in the 
Defense Production Act, prices might have been cheaper 


After all, this is a national-defense act, and it is the defense of not 
only the national security but the consumer who is to contripute 
through their labor and through their sons to defend t [ 
states. 

Just as section 104, which we have also talked about. i 
great deal to hurt the defense of the United States through not giving 
our allies abroad a chance to sell the products here, just so, when the 
— of the commodi ties go up to the consumers, we Q 


tional defense. 
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Senator Moopy. I expect, Mrs. Wright, you represent the view- 
point of more people than perhaps all the other witnesses who hay e 
appeared here together, and I congratulate you on your appearance 
here and what you have said. 

Mrs. Wrieur. Thank you. 

Senator Carenarr. You, of course, know that the Capehart amend- 
ment does not apply to agricultural products. It does not apply to 
meat and agriculture products. 

Mrs. Wricur. I was not blaming you for that, Senator. I think 
you have done a fine job for the United States alw: ays, 

Senator Cargenart. So the Capehart amendment has nothing to do 
with the price of cattle. 

Mrs. Wrienr. We still do not like it, though. 

The Carman. Thank you so much. 

The next witness is the National Association of Food Chains, Mr. 
Selby. 


STATEMENT OF MILTON L. SELBY, NATIONAL ASSOCIATION OF 
FOOD CHAINS 


The Cuarrman. I presume you would like to read this. 

Mr. Sexey. I will try to high-light it, Senator. I know you are 
awfully busy, and I will try to ymake it as short as possible. 

My name is Milton L. Selby. I am seécretary-treasurer of Safeway 
Stores, and I am appearing here as spokesman for the National Asso- 
ciation of Food Chains to lay some of our food retailers’ problems 
as a result of price control before you. 

The Cuarrman. You say you are the head of Safeway Stores / 

Mr. Setsy. I am secretary-treasurer of Safeway Stores. 

The Cuamman. They will appear here tomorrow, will they not? 

Mr. Sexpy. On one particular aspect ; yes. 

The impact of price control has been felt not only by food chains 
but by all food retailers. This was evidenced by a resolution recently 
adopted by the four large retail food associations, the Cooperative 
Food Distributors of America, the National Association of Food 
Chains, the National Association of Retail Grocers, and the Super 
Market Institute. 

These four associations represent about 125,000 stores and do the 
bulk of the retail grocery business in the country. They represent 

both chains and individuals. 

The spokesmen for the other groups are to appear before you to- 
morrow to tell you of specific problems which they themselves have 
encountered. 

Our industry has been seriously hurt by what we feel are unneces- 
sary and ineffective price controls by the completely inadequate pro- 
test and appeal machinery and by the maladministration of the law 
by the OPS. 

We want to emphasize right at the start that in our opinion food 
price controls are not needed and that they are harmful. 

Senator Doveias. Your statement says “almost all.” 

Mr. Serzy. Yes. We feel that, as far as food is concerned, practi- 
cally al items are in ample supply today. Supplies are increasing. 
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Senator Doveias. Are you proposing to retain the word “almost” 
or to strike it on page 1 of your statement, the next to the last para- 
graph ¢ 

Mr. fe I would be willing to strike it as far as food was con- 
cerned. I do not know of anything that is in a sufficiently short 
supply to justify price controls at this time. 

Specifically, we recommend three things. 

The first is a suspension of price controls on food commodities and 
products, so long as there is any shortage in supply. 

Senator Carenarr. No shortages? 

Mr. Sevsy. There is no shortage in supply. 

Next we recommend changes in the Capehart and Hertong amend- 
ments that are required to make these amendments apply to the retail 
grocers in this country. At the present time they are not receiving 
the benefit of either one of these amendments. 

The CuatrrmMan. What good would it do to put in the cut-off deal 
on the Capehart amendment? It has expired. 

Mr, Setpy. We have not received the benefits of the price increases 
that occurred before that time, or cost increases. 

Senator Caremarr. Are you saying that the retail grocery stores 
and meat markets of America do not come under either the Capehart 
or Herlong amendments ? 

Mr. Secsy. We think it would come under both of them, but we 
have not been able to convince OPS. 

Senator Carprnartr. OPS has not permitted you to come under any 
of them. 

Mr. Sevsy. It said the Herlong amendment would apply to us, but 
it has insisted we furnish information that we have not as yet been 
able to do. 

The CuamrMan. It is before the courts, is it not ? 

Is that the Capehart or the Herlong? 

Mr. Setsy. On both. 

Senator Bricker. What is the nature of that information ¢ 

Mr. Serpy. Going to the Herlong amendment, the first interpreta- 
tion was that it applied only to regulations that were issued after 
the date of the amendment. 

The next interpretation was that it did not apply to any amend- 
ments to regulations, amendments or supplements that were issued 
after that date. 

The next interpretation was that it would not apply unless we 
could show, on an industry basis, that all members of the industry 
were suffering. 

We thought we furnished that information. They said it was not 
substantiated by surveys. They themselves have been promising a 
survey ever since price controls went into effect. It still has not 
started. 

Senator Capemart. Then are you saying that the ¢ Capehart or Her- 
long amendments have had no bearing whatsoever on either increases 
or decreases in the price of foodstuffs in America. 

Mr. Seipy. As far as the retail stores are concerned that is true. 

Senator Caprnart. As far as the retail stores are concerned. In 
other words, it has not applied one way or the other. As prices have 
gone up, you cannot credit or debit the Capehart or Herlong amend- 
ments; they just have not applied at all. 
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Mr. Sexiey. They have not. 

Senator Bricker. Where has the OPS applied the Herlong amend- 
ment ? 

Mr. Sevpy. I do not know. It has given—not through the Herlong 
amendment, but through a regulation issued before the Herlong 
amendment—it has given much the same benefit to other types of 
retailers. 

Senator Bricker. But not to the food peoplet 

Senator Bricker. But not to the food people ? 

Senator Carrenart. Is there a representative of OPS here, Mr. 
Chairman? 

Mr. Apams. I am from OPS. 

Senator Carenart. Is the statement that has just been made a true 
statement, that the retail grocery and meat een in America have 
not been permitted to come under the Capehart or Herlong amend- 
ments ? 

Mr. Apams. Senator, I would like to get that information for you 
if I can. 

Senator Carenart. In other words, what we are trying to find out 
is if all retail grocery and meat markets are operating under the 1950 
Defense Production Act. Is that your understanding, or do you not 
know ¢ 

Mr. Apams. I would like to get that information. 

Senator Bricker. What is your name? 

Mr. Apams. Adams, sir. 

Seantor Bricker. What is your position ? 

Mr. Apams. I am with the Congressional Liaison Section. 

Senator Bricker. Who is the head of your section ? 

The Cuamman. He works for Mr. O'Malley. 

Senator Roserrson. Mr. Chairman, my memory may be at fault, 
but it is my recollection that we intended the Capehart amendment 
to apply to manufacturers and that may be one reason why it does not 
apply. On the Herlong amendment, we used the word “hereafter 
meaning that, as I construed it, that after this time maybe all of them 
would be entitled to the historic mark- up. 

It has been technically construed that it did not apply to the regu- 
lations issued before. 

Now, this witness is confused on that issue. 

The regulations for the mark-up of chain stores were issued bi fore 
the Her long amendment, and they have not been changed. 

For the other stor es, with regulations issued after that tine, t ey 
gave them the full benefit of the Herlong amendment. 

Mr. Secsy. Not on the food stores. I am sorry to disagree on thi: 
We have not had any survey or any information to show we received 
‘he benefits of the Herlong amendment. 

Senator Rospertson. Are you not a chain store ? 

Mr. Sexpy. Yes. 

Senator Ronertson. Did they not issue the regulations on the chain 
store before the Herlong amendment ? 

Mr. Sevey. We are affected by the same regulations that applicd 
to the other stores. We are just a different class. Some were issued 
after the Herlong amendment and some were issued before. 
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Senator Ropertson. My information from OPS was that on the in- 


dependent dealers that they have been affected, but the chain stores 
have not. 


I would like to call on Mr. Hanson to speak on that. 
The Cuarrman. Without objection, we will hear from Mr. Han- 
son on the OPS legal matters in connection with chain stores and in 


the meantime, could you get that information from Mr. O'Malley, or 
someone. 


Mr. Apams. Yes, sir. 
(The information referred to follows :) 


IMPLEMENTATION OF SECTION 402 (K) (HERLONG AMENDMENT) 


The Herlong amendment provides that after July 31, 1951, no action shall be 
taken to deny to wholesalers and retailers of materials their customary percent- 
age margins over costs of the materials during the period May 24 to June 24, 
1950, or in the nearest representative period. That amendment did not apply 
to regulations in effect prior to July 31,1951. For that reason, this memorandum 
is concerned solely with regulations issued since August 1, 1951. 

Since the amendment was enacted into law, all pricing regulations of OPS 
governing the distributive trades have conformed to its requirement. A number 
of regulations have expressly provided for preservation of customary pre-Korea 
percentage margins. The following food regulations are examples: 

CPR 51, amendments 1 and 2—Fixed ceiling prices for retailers of beef and 
codtish in Puerto Rico, which give them their percentage margins customarily 
charged May 24 to June 24, 1950. 

CPR 74—Fixed ceiling prices for pork at wholesale which on the basis of 
available data give resellers pre-Korea percentage margins. 

GCPR, SR 65—Fixed retail ceiling prices for pork which on basis of available 
data give retailers approximately their pre-Korea percentage margins. 

CPR 25, revision 1—Fixed ceiling prices for retailers of beef on basis of per- 
centage mark-ups prevailing May 24 to June 24, 1950. 

CPR 78, SR 2—Fixed ceiling for wholesalers and retailers of distilled spirits 
and wine which reflected customary pre-Korea percentage mark-ups. 

CPR 92—Fixed ceiling prices for lamb at wholesale which on the basis of 
available data give resellers customary pre-Korea percentage margins. 

GCPR, SR 79—Permitted adjustment of retail ceilings for veal, lamb, and 
mutton which, on the basis of available data, preserve customary percentage 
margins. 

CPR 10, revision 1—Fixed ceiling prices for soaps, cleansers, and synthetic 
detergents which on the basis of available data give distributors pre-Korea 
percentage margins. 

CPR's 15 and 16, amendment 10—Fixed ceiling prices for white potatoes at 
retail which on the basis of available data give grocers pre-Korea percentage 
margins, e 

CPR 24, amendment 7-—-Fixed ceiling prices of beef sold at wholesale which 
on the basis of available data give wholesalers pre-Korea percentage margins. 

CPR 89—Fixed ceiling prices for distributors of industrial molasses on the 
basis of percentage mark-ups prevailing December 19, 1950, to January 25, 1951, 
a more representative period than May 24 to June 24, 1950, since in the period 
chosen all types of molasses were sold. 

CPR 117—Fixed ceiling prices for sellers of malt beverages which give whole- 
salers a wider margin than that prevailing May 24 to June 24, 1950, and give 
retailers an interim mark-up which is the best available estimate of pre-Korea 
ark-ups, 


MEMORANDUM ON WHETHER THE So-CALLED CAPEHART AMENDMENT APPLIES 
TO WHOLESALERS AND RETAILERS 
The legislative history of the Capehart amendment indicates that section 
102 (d) (4) of the act does not apply to retailers and wholesalers. Such per- 
sons are covered by the Herlong amendment, section 402 (k). During the de- 
bate in the House on July 30, 1951, Representatives Spence and Bolling made 
the folowing remarks (97 Congressional Record, p. 9358) : 
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“Mr. Botting. * * * IT should like to conform my understanding as to sec- 
tion 164 (e) of the conference substitute [Capehart amendment] which requires 
OPS, on application, to grant adjustments for cost increases up to July 26. As 
I understand it, this provision applies to manufaeturers, processors, and all who 
engage in selling services. Wholesalers and retailers of materials are goy- 
erned instead by section 104 (h) of the conference substitute, the so-called Her 
long amendment, which affords them protection against cost absorption. Under 
the Herlong amendment, OPS will be unable to require shrinkage of May—June 
1950 percentage margins over costs of materials. Is that correct—that this 
Herlong section governs the wholesalers and retailers of materials, while section 
104 (e) governs manufacturers, processors, and sellers of services? 

“Mr. Spence. That is my- understanding.” 

During the hearings before the Senate Banking and Currency Committee on 
bills to revise the amendment, the following pertinent remarks were made (pp 
3219-3220) : 

“Senator Roperrson. * * * The Capehart amendment, properly construed, 
relates only to manufacturers and processors. Is that not correct, Senator 
Capehart? 

“Senator CAPpEHART. To services, too, but it does not apply to retailers and 
wholesalers. 

“Sonator Ropertson. * * * it was not the intention of Senator Capehart, 
or the conferees to make that amendment apply to wholesalers and retailers, or 
servicemen. Wholesalers and retailers are taken care of by the Herlong amend- 
ment. The service people are taken care of by that portion of the 1950 act which 
the Capehart amendment does not amend.” 

Remarks during testimony of U-Tote-M Grocery Co. (p. 3256) : 

“Senator Ropertson. You are operating under the 1950 act, you are not in- 
cluded in the Capehart amendment. You ask in your prepared statement that you 
be included in that amendment, is that what you ask? 

“Mr. Kine. Inthe Capehart amendment we do not have the right of appeal from 
any injustice. 

“Senator Ropertson. That is the general law, too, but the Capehart amend- 
ment as we construe it does not apply to retailers, but you would like to have 
the Capehart provisions apply to retailers? 

“Mr. Kine. Absolutely. 

“Senator CaPpEHART. The Herlong amendment covers you. * * * 

“Senator CapeHaArT. We are not holding hearings on the Herlong amendment. 
We will check into it. The Capehart amendment, as written, only applies to 
manufacturers and processors, because retailers and wholesalers were supposedly 
covered under the Herlong amendment. 

“Mr. Kine. The Capehart amendment does apply to the retailers and distribu- 
tors to the extent that we can obtain our current increases in cost of operation, 
does it not? 

“Senator CapenArt. I do not think that. That comes under the Herlong 
amendment. Under the Herlong amendment you are entitled to your historical 
margin of mark-up.” 

Remarks during testimony of OPS Chief Counsel Leventhal (p. 3307) : 

“Mr. LEVENTHAL. There is a court case filed by Safeway Stores with respect 
to the Capehart amendment, section 402 (d) (4), in which they are asking for 
a mandatory injunction for the issuance of a regulation to permit it to file 
under section 402 (d) (4), which raises the question of whether a retailer is 
supposed to be under 402 (d) (4). That was just filed yesterday or the day 
before, I understand. 

“Senator CAPEHART. Do you think retailers come under 402 (d) (4)? 

“Mr. LEVENTHAL. No, I do not. 

“Senator Bricker. That is all, Mr. Chairman. 

“Mr. LEVENTHAL. As you know, there is a certain amount of confusion in the 
legislative history on that point. 

“Senator CAPEHART. They would come under the Heriong amendment. 

“Mr. LEVENTHAL, I think that is correct, Senator Capehart, but there is actually 
a reference in the legislative debate where at one point you said, in answer to 
a question, all sellers are covered by this regulation. That*+has been used by 
the lawyers for wholesalers and retailers as indicating a congressional intent 
that all sellers mean what it says. I do not think it is an appropriate reference, 
but the point is going to be litigated. It remains a moot question. I think it was 
a general statement which was taken out of context. 
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“Senator BricKER. It applies only to manufacturers and processors, and they 
have interpreted it as applying to everybody, because of the use of the word 
“all sellers.” 

“Mr. LEVENTHAL. This company interprets it that way; yes, sir. They pre- 
sented that petition to the Emergency Court the day before yesterday.” 

The Senate Committee on Banking and Currency, in its report of September 
94 1951, accompanying Senate 2170, which would amend section 402 (d) (4) 
of the act, stated on page 5: 

“The first sentence of S. 2170 beginning on line 6 makes no substantive change 
in the first sentence of section 402 (d) (4) as now in effect. It makes language 
changes only for purposes of clarification in order to make perfectly clear the 
intention of Congress. 

“Section 402 (d) (4) was not intended to cover wholesalers and retailers since 
they are already provided for in 402 (k). Nor are pricing procedures of this 
provision applicable to all services or importers. The committee did include, 
under this provision, industrial services. The intent of Congress, therefore, is 
made clear in S. 2170 by making this provision applicable to selling prices of 
manufacturers and processors and the charges for industrial services.” 


STATEMENT OF ELISHA HANSON, ATTORNEY, SAFEWAY STORES 


Mr. Hanson. My name is Elisha Hanson. I am attorney for Safe- 
way Stores and will testify more at length tomorrow, but after the 
amendments were enacted last August, Safeway filed a number of 
applications for adjustment under the Capehart amendment, on the 
basis of the increases of cost to it, prior to its shut-off date. 

The Director of the OPS wrote us that he would not apply the 
Capehart amendment to any retailer because it was not so intended to 
apply. 

We have now pending before the emergency court of appeals a 
complaint in which we ask that court to construe the precise language 
of the law, irrespective of what his contention was as to the intent of 
Congress. 

Senator Doveias. You are also processors, are you not ? 

Mr. Hanson. We process a number of things; also. 

Senator Doucias. In the Capehart amendment, were you interven- 
ing as a processor or distributor ¢ 

Mr. Hanson. We went in as a retailer only. 

Now in the case of the Herlong amendment, that has not been ap- 
plied to any chain store, and for this reason—— 

Senator Ropertson. I believe it was said that it has not been applied 
to any food ee: 

Mr. Hanson. I do not think it has, Senator, and I will tell you why. 
Beginning with the first regulations, the general ceiling price regu- 
lations and you CPA’s 14, 15, and_16, which dealt with dried gro- 
ceries at various stages; your 25, which dealt with beef—now under 
general price regulations up until July 28, I think it was—we had no 
relief on pork. “We had also a case on that. where the Administrator 
deliberately violated your mandate on fixing ceiling prices on agri- 
cultural commodities that were selling below parity, or at a certain 
price. When we protested that, he : said as long as we were not hog 
growers, but merely distributors, we had no legal right to protest 
in it, and the emergency court of appeals sustained him. 

Now late in July he issued a supplementary regulation No. 47, 1 
which he passed through ceiling prices on pork loins only, neice 
less than 16 pounds. That applied to all retailers. After the Her- 
long amendment went in, rather than issue new regulations he issued 
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what he called eeremnneey regulations to old regulations” «yj 
did not apply the Herlong formula, but expressed the opinion t}),1 
what he had done was the equivalent of applying. 

In other words, they were not amendments to regulations enaciod 
after August 1, but they were supplements to regulations promulgated 
prior to August 1, and therefore 1 in his opinion ‘they were not entitled 
to the benefit of the Herlong provision. 

That is your status, as far as the food stores are concerned, today. 
There are no new regulations that have been issued since the Herlong 
amendment went into effect. There are regulations which we think 
are new but which he says are merely supplements to earlier regu- 
lations. 

If there is anything more, I will try to answer it. 

Senator Carrnarr. Then outside of this $514 million in increases 
that Mr. Putnam put into the rec ord—$5 16,180,000 i is the sum total] 
of the Capehart increases; machinery, $93,000,000; dairy producis, 
$216,000,000; automobiles, $300,000,000; grocery products, $21,900, 
000; appliances and equipment, $62,900,000; home furnishing: 
$12,800,000; houseware and accessories, $10, 764,000; chemicals, 
$14,600,000; or a total of $516,180,000—that is on a yearly basis, the 

way it is computed. 

It has not amounted to much, has it ? 

Mr. Hanson. It has not amounted to anything as far as we are 
concerned, on the basis of the amendments adopted last August. 

Senator CarrHarr. You are speaking now of the retail food 
industry ¢ 

Mr. Hanson. Yes. 

Senator Carrnarr. Does that apply to meat markets also? 

Mr. Hanson. Absolutely, sir. In fact, they did something in meat, 
on the CPR 25, and CPR 25 Revised. They abandoned the mode e 
trimming methods ‘and ordered retailers to defraud the public by 
selling bone, gristle, and fat at ceiling prices to an individual instead 
of putting on “true ceilings on edible meats. 

Senator CareHArrt. The Herlong or Capehart amendments are not 
responsible for any price increases or decreases as far as retail foods 
and meat markets are concerned ¢ 

Mr. Hanson. That is right. 

Senator Moopy. Mr. Chairman, did I understand the question to 
be “Is most food selling below the ceilings?” 

Mr. Sexsy. Did I not say that? I said food was in ample supply. 

The Cuarrman. You are going to be here tomorrow ¢ 

Mr. Hanson. Yes, sir. 

Senator Moopy. Food is in ample supply and I know no food 
selling above ceilings. Are more of your things selling below / 

Mr. Setny. I would say 25 to 30 percent of our items are selling 
below ceilings. That is a larger percentage of our total dollar amount 
or total volume, than 25 percent. 

Senator Moopy. If you got an amendment of the ceiling under thie 
Capehart and Herlong amendments, how much would your price in- 
crease in food be? 

Mr. Setey. I doubt if there would be any real increase. 

Senator Moopy. Why are you asking for it under those amend- 
ments, then ? 
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Mr. Setsy. What we are asking is, first a suspension of price 
controls. 

Senator Moopy. I understand that, but you have also filed a peti- 
tion, as I understand your testimony, to have your ceilings lifted. 

Mr. Sexpy. That is right. We could take advantage of it on some 
items. 

Senator Moopy. On some items? 

If you are not going to raise the prices, why file the application ? 

Mr. Sersy. You will raise them on some items. There will be some 
increase. It will give you more ground for a flexibility of action. We 
will have some increases and possibly some decreases. 

Senator Moopy. Can you give us some examples of foods whose 
prices you would raise, if you could get OPS to approve it ? 

Mr. Sexey. You would raise some of your top grades. There would 
be some of your luxury merchandise, there would be some of your 
items like cookies and cakes that would be raised. 

Senator Moopy. Would you raise meat ? 

Mr. Secpy. I doubt if you could on most items, because competition 
would not let you do that. 

Senator Moopy. Are cookies and cakes the only things you would 
increase ¢ 

Mr. Sersy. You misunderstood me on meat. On an over-all basis, 
you would have no increase on meat. You would have a higher price 
on some and a lower price on others. 

What has happened on meat is that we have lost all of our flexibil- 
ity completely. We have some items like steaks which in some areas 
will sell at the ceiling price and might sell for a little more than the 
ceiling price. 

Senator Doveras. In this very interesting exhibit—you produce 
some very interesting things on the front page, and then on page 2, 
we have a statement on breakfast foods. 

understand therefore, that if you took off the ceilings, Fisher’s 
Zoom would go up whereas Cheerios might fall and the trade appli- 
cations of these two types of breakfast foods would describe their 
price behavior. 

Mr. Setsy. This was a chart made up from our own operations. 
The CPR 15 maximum is 15 percent on breakfast foods, and you will 
see the variation in the margin that was in effect at the time this chart 
was made up. 

Senator Moopy. In other words, Fisher’s Zoom would go up, and 
Cheerios would bring consolation to people by going down é 

Mr. Sevsy. That has been their historical practice. 

Senator Moopy. Is there some connection between the trade names 
chosen for these products and their price behavior ¢ 

Mr. Secsy. I do not think so. 

Senator Moopy. Why is there a difference in mark-up between 
Wheaties and Cream of Wheat # 

Mr. Setsy. Part of it is competition, and part of it is the way it is 
sold. I imagine this would be competition, probably. There would 
be a demand for it. 

It varies from a mark-up of 8 percent on Wheaties, up to 22 percent 
on Cream of Wheat 

The CuarmmMan, Proceed with your statement. 
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Mr. Sexsy. Our third recommendation is that the act be revised so 
as to place the Office of Price Stabilization under administrative and 
procedural rules, which are similar to those which govern other Fed- 
eral agencies and which will insure a prompt and a full review of 
OPS actions. 

Mr. Hanson related some of the troubles we ourselves have experi- 
enced, our own company. It has just been impossible to obtain any 
speedy relief. 

Going to the philosophy back of our recommendations, particular!) 
the recommendation for a suspension of price controls on food that is 
not in short supply. 

We want to point out that we are not asking for an end to all 
price controls. It may be that some price controls are nec essary. | 
do not know of any in the food industry. 

I think everyone agrees that controls over our economic system 
should not be continued one minute longer than is absolutely neces 
sary. If, then, almost all food products are in abundant supply, 
what excuse is there for keeping controls on them ? 

Food prices generally are low in relation to price ceilings, because 
of adequate supplies and competition, and not because of price ceil- 
ings; increasingly ample supplies plus the force of competition 
have kept hundreds of food items below the ceiling prices established 
by OPS. 

These same factors are continually causing further price decreases. 

Senator Moody asked, why do we wish to suspend ceilings? Is 
it because we want to raise prices? It is not. If that was what we 
wanted to do, we could obviously do it on the items that are below 
ceiling, if competition would let us. That same competition is going 
to be in effect if price ceilings are removed. 

All Government reports show that food supplies today are abundant 
and that production this year may reach a record-breaking level. 

If you look at beef, we have a record number of beef cattle now on 
the farm. Supplies are increasing all the time. On pork, there may 
be a small decline, but we still have a very high per capita supply. 
Poultry, fish, and eggs are all going to set a new record. Practically 
all other foods are in a position where the estimated production this 
year is going to be as ota higher than the record crops that we have 
had ree ently. 

Within the past 2 months, the food retailers have been requested 
by growers or processors of 12 different commodities to put on special 
campaigns to move them. Items that were in surplus supply and that 
were selling at a distress price. 

Senator Rorertson. Did you notice the recent action of the Man- 
hattan Shirt Co. to move their shirts?) They have cut their prices 
because, at the ceiling price, they just could not move them. 

Mr. Sevsy. Did you see what happened i in Florida citrus recently 
The crop there is large and is in a very distressed condition. All 
the food stores in the country have entered into a campaign to try 
to move that to help the farmers in that area. 

Fruits and vegetables are coming in. This is the season they are 
coming in in ever-increasing numbers. The first 2 weeks of February. 
last month, at that time the price broke 7 percent. 

Senator Frear. Is that on the wholesale or retail level ? 
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Mr. Sevpy. That would be wholesale. 

Conditions are quite different from the supply conditions that we 
had in World War II. At that time, there was a heavy diversion of 
- yplies to the military and to our foreign allies. It ran as high as 

13 percent of our Nation’s food output. 

At the present time, military and foreign needs take less than 4 
percent. The critical condition of supplies from the Second World 
War was shown by the need for rationing. There has been no talk 
of rationing during the present emergency. 

There has been heavy newspaper advertising and the charts that are 
attached to the statement. are evidence of the abundance of food sup- 
plies that are available at below ceiling prices. 

This chart here was made from a survey of newspaper advertising 
on February 28 and 29. There were 374 items advertised and 189 
of those were selling below the ceiling. 

Seventy-eight percent of the items that were in the BLS cost-of- 
living items that were advertised, were selling below ceiling. Those 
advertisements were for the larger stores here, and undoubtedly if 
you had a survey that covered all the stores, you would have found 
that even more items and a higher percentage of items were selling 
below ceiling. 

Senator Roperrson. Do you have any formula for decontrolling 
items below ceiling 

Mr. Se.sy. My suggestion is my own suggestion, and is not one 
for the association. My own suggestion is that all items should be 
decontrolled. I think that is the simplest formula. Decontrol all 
items and put back controls on items that the President finds spe- 
cifically are in short supply. 

Let him make that finding if he feels that items are in short sup ply. 

I do not think ceiling has anything to do with it. I think it ts 
supply, rather than ceilings. Your present ceilings go down—on i: 
grocery items they go down as your costs go down. 

Senator Rosertson. The Secretary of Agriculture to recommend 
to OPS the food items that are in ample supply and at the time of 
his reeommendation, selling below ceiling and taking off control of 
those items ? 

Mr. Setey. I think the important thing is, if the supply is ample, 
then they are going to be below ceiling. 

Senator Ropnertson. You can have the Secretary of Agriculture 
certify to that fact. 

Mr. Setpy. The Secretary of Agriculture or the President. I do 
not care who does it, as long as it is done on a specific basis where 
there are facts to justify it. 

I think that a decontrol formula should be as simple as possible 
and that seems to be the simplest one you could get. 

Senator Rosertson. Will this formula apply to canned goods? 

Mr. Serpy. I should think it would apply to anything. It is your 
commodity that is in long supply that would govern. 

Senator Moopy. Would you give the Secretary of Agriculture or 
the OPS authority to recontrol an item if the price should rise 
sharply ? 

Mr. Serr. If it was in short supply, yes. 

Senator Moopy. If the price rose sharply so that the public had to 
pay more ? 
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Mr. Sersy. I do not see how it could rise unless it was in short 
supply. 

Senator Moopy. Then why should one differentiate? Is the pra 
tical test on this thing what happens to the price of it? 

Mr. Sevey. That is right, and that will be governed by your supply. 

You may have an artificial situation in your price in one localit y 
or something like that, where you would have a shortage of supply. 
I do not think just because there is an artificial condition ‘that will las 
for a short period of time that you should reimpose controls because 
you will have to take them off again as soon as that condition is gone. 

Senator Moopy. If you were to do that, you certainly would not 
want to have a control reimposed because of a local condition, but if the 
price rose generally, do you not think that would be the yardstick fo. 
recontrol ¢ 

Mr. Setsy. I think practically it would; yes. If you leave it to the 
President or the Department of Agriculture to specify items that are 
in short supply, they know what commodities are in short supply or 
they can find that out. 

The CHarrman. Are there further questions, gentlemen ? 

Senator Carenarr. Will you turn to page 11 of your statement, 
please ? 

Mr. Sevsy. Yes, sir. 

Senator CaprHart. On page 11 you give the net earnings of “lead- 
ing food retailers.”” How many would that cover? 

Mr. Sey. These were earnings of the leading food chains. I 
would say it would be 18 or 19. 

Senator CapeHart. What percentage of the business would they do’ 

Mr. Sevsy. It is a good percentage of the chain business. 

Senator Capenart. Maybe half of the food business ? 

Mr. Sevsy. Probably half of the chain business; not half of the 
food business. 

Senator Carruart. These net profit figures are correct, are they! 
There is no reason to question them. 

Mr. Sersy. These were taken from the report that the National 
City Bank published, and they were taken from earnings figures from 
annual reports published by the various companies. 

Senator Carenart. In other words, in 1933, a depression year, you 
were making 2.4 percent on every dollar’s worth of merchandise sold, 
whereas in the year 1950 you made 1.7 ? 

Mr. Sexsy. That is correct. 

Senator CareHart. And the 18-year average was 1.4? 

Mr. Serpy. Yes. 

Senator Carenart. So if you gave all of your profit away during 
the last 18 years, it would have only reduced food prices by 1.4, is that a 
correct statement ? 

Mr. Sevsy. That is correct. 

Senator Carrnart. That is a small percentage, is it not ? 

Mr. Se.py. We operate on a very close margin. 

Senator Caremarr. That enables the American people to go in al 
most any hour and get their food and pay a little less than a cent and 
a half on every dollar's worth of food. 
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Mr. Sevsy. We are very proud of our industry because of what we 
have been able to do. 

If you will look on page 12, you will notice that the full effect of 
price controls was not felt until the last half of 1951. The price 
controls did not go into effect on food until February. 

An independent certified public accountant firm has just completed 
a survey for the last 6 months of 1951 of 24 of our large food chains. 

Senator CarpeHarr. Do you think there is any person in the United 
States who would feel that you ought to operate your stores on less 
than one and a half cents profit on every dollar’s worth of mer- 
chandise you handle? 

Mr. Setry. I hope there is not. If we get blamed for high prices, 
I do not think we are the ones getting the increase in profit. High 
prices hurt your retail grocers. 

Senator CapeHart. The woman just ahead of you talked about 
$1.25 and $1.50 steaks. They are not selling at that price at the 
moment, are they ? 

Mr. Se.sy. Not very often. You will find the steaks in this area 
at the time of those ads were selling from 89 cents to $1 a pound. 

Senator CaprHart. I see chuck roasts, 63 cents; sirloin steaks, 89 
cents, 

Mr. Se.sy. A porterhouse steak was less than a dollar. 

Senator CareHart. Where did this lady get this $1.25 and $1.50? 

Mr. Sersy. I do not know. I assume that is the ce ‘ling price or 
is probably the ceiling price in some of your smaller stores. 

The Cuatrman. Are there any further questions, gentlemen ? 

We thank you very much, unless you have something further. 

Mr. Sersy. There is one thing I wanted to point out and that was 

Safeway’s personal experience. I am more familiar with that. It 
will show what price controls have done to us during the last year. 

Our over-all gross profits—that is from our retail operations— 
shrank 1 percent. In other words, we had an over-all gross profit 
of 13.2 cents on each dollar of merchandise that we sold in 1950. That 
came down to 12.2 cents in 1951. 

At the same time, our cost of doing business—and this is why we 
feel that we must have some relief from cost increases similar to that 
given by the Capehart amendment—went up from 11.8 to 12.5 percent. 

Our net profit from our retail operations 

Senator Roserrson. Is this before taxes? 

Mr. Setpy. This is after taxes. Our taxes this year were less than 
they were the year before because we had a carry-back. 

Senator Dovenas. Is this after deduction of interest upon invested 
capital. 

Mr. Setpy. Yes; it would be after deduction of interest. 

Senator Capenart. All expenses? 

Mr. Serpy. That is right. The net gain or profit from our retail 
operations dropped from 1.4 percent to a loss of three-tenths of 1 
percent. 

Out of the period price control was in effect in 1951, we had 10 of 
the 12 periods where we actually operated at a loss. 

The Cuatrman. Thank you very much. 
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(‘The prepared statement of Mr. Selby follows :) 


STATEMENT BY Mitron L. SELBY, REPRESENTING THE NATIONAL ASSOCIATION 0} 
Foop CHAINS 


My name is Milton L. Selby. I am secretary-treasurer of Safeway Stores 
which operates some 2,000 grocery stores in 23 States and the District of 
Columbia. 

I am here as a spokesman for the National Association of Food Chains ¢ 
lay before you certain problems of the food retailer which result from pric 
controls, 

However, it should be made clear at the outset that the impact of the price 
control and other OPS regulations has not been felt by food chains alon 
by every food store—large and small—in the United States. 

This is evidenced by a resolution unanimously adopted on February 18, 1952 
by the four large retail food trade associations—the Cooperative Food D xs 
tributors of America, the National Association of Food Chains, the Nati 
Association of Retail Grocers, and the Super Market Institute. Together they 
represent about 125,000 stores which do the bulk of the retail grocery business 
in the country. 

I understand that spokesmen for these other groups are to appear before 
you here tomorrow to state their own specific views. 

Grocers throughout the country have been hurt—seriously hurt—by unneces 
sary and ineffective price controls, by completely inadequate protest and appeal 
machinery, and by maladministration of the law by OPS. We want to emphasize 
almost all food price controls today are not needed and are harmful. 

We believe the public interest has been hurt by price controls as they affect 
our industry. The enforced regimentation of the retail food business through 
OPS regulations has hampered the industry in its primary function of serving 
the American consumer efficiently and economically. 

This regimentation has put the industry in a strait-jacket—thus taking from 
it the freedom of competition which has enabled it to give the public food at 
the unprecedentedly small profit rate of from 1 to 2 cents on each dollar of 
sales. 

The public should realize that unnecessary price controls do not hold down 
the cost of living. Rather they raise it by hampering efficient production and 
distribution. The public should know that unnecessary price controls—palmed 
off as a cure for inflation—do not in any sense of the word get at the real causes 
of inflation. 

Specifically, we ask you for three things: 

1. Suspension of price controls on food commodities and products so long as 
there is no shortage in supply. 

2. Changes in the Capehart and Herlong amendments to the Defense Pro- 
duction Act, so that the principles of those amendments will apply to the more 
than 400,000 retail grocers in this country. 

8. Changes in the law to place the Office of Price Administration under the 
same administrative and procedural rules which govern other Federal agencies 


SUSPENSION OF CONTROLS 


I should now like to discuss the philosophy back of our request for suspension 
of price controls on food that is not in short supply. 

We are not here to ask for the end of all price controls. It may be that some 
controls still are necessary, although we do not know of any in the food field 

Almost everyone agrees that controls over our economic system should not 
be continued 1 minute longer than is absolutely necessary. 

If, then, almost all food products are in abundant supply, what excuse is there 
for keeping controls on them? 

As many of you know, food prices generally are low in relation to price ceil- 
ings. Many foods are selling below ceilings. This is because of adequate supplies 
and competition—not because of price ceilings. 

Many other items under controls, while selling at ceilings, nevertheless have 
ceiling nrices which are less than their former ceilings. The reason for this is 
that ceilings on those foods are determined by the price the retailers pay for them. 
plus the margin allowed by controls. Therefore, ceilings decline as prices paid 
by retailers go down. For example, the ceiling on end pork chops was 61 cents 
per pound on October 15, 1951; today it is 48 cents per pound, or 13 cents less. 
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Considering foods as a whole, both items under controls and those not under 
controls, we find today that more than half of them are selling at the lowest 
prices of the past 3 months. 

In other words, increasingly ample supplies, plus the force of competition have 
kept hundreds of food items below the ceiling prices established by OPS. Further- 
more, these same factors are causing further price decreases. 

You may ask, then—why do we wish to suspend ceilings? Is it because we want 
to raise prices? 

No: that is not the answer. If we wanted to raise the prices of foods now below 
ceilings there is obviously no reason why it could not be done—no reason, that 
is, except the ever present force of competition. 


ABUNDANCE OF FOOD SUPPLIES 


Food supplies today are abundant. 

Production this year may reach record-breaking levels. 

The United States Department of Agriculture says so in the January—March 
1952, issue of the National Food Situation. 

Today’s conditions are quite different from the supply conditions of World 
War Il. During that period heavy diversion of supplies to the military and 
allies required as much as 13 percent of the Nation’s food output. 

Today military and foreign needs take less than 4 percent. 

During World War II, food supplies were so critical that OPA had to use ration- 
ing as well as price controls. Today, rationing is not even contemplated. 

Let’s consider the 61 major food products in the Bureau of Labor Statistics 
consumer price index. 

These data also are from the United States Department of Agriculture’s the 
National Food Situation, to which I have previously referred. 

Wheat flour, bread, cake, and cookies—Wheat crop will be third largest on 
record if expected plantings materialize. Civilian supplies of wheat products 
expected to be at same high level in 1952 as prevailed last year. 

Corn flakes, corn meal.—Supplies expected to be same in 1952 as last year. 

Rice.—Supplies for 1951-52 of record size. 

Rolled oats.—Per capita supplies should be same as last year. 

Beef: Round steak, rib roast, chuck roast, frankfurters, and hamburgers.— 
More beef available per capita than last year. Record number of beef cattle 
new on fatms, 

Veal cutlets —Expanded cattle slaughter this year will lift veal production 
along with beef. 

Pork: Chops, bacon, ham, salt pork.—Although small decline expected from 
unusually high supplies of last year, per capita supplies should still run well above 
average for 1935-39. 

Lamb.—Fifteen percent more sheep and lambs on feed at first of year than 
1 year earlier. 

Poultry.—Per capita supplies set new record last year and will set another 
new record this year. Almost twice as much poultry as during late 1930's. 

Fish.—Fish supplies at record levels during last 2 years. Stocks on hand of 
record size, and per capita supplies this year figured to set still more new records. 

Dairy products: Cheese, fresh milk, evaporated milk, ice cream. butter—Cheese 
supplies per capita expected to exceed last year’s; fluid milk at least as great, 
more ice cream, slightly less butter, more canned milk. 

Eggs.—Egg supplies per capita will set new record this year at over 400 eggs 
per person, compared to less than 300 per capita in late 1930's. 

Frozen fruit.—Supplies about same as last year. Supplies of frozen vegetables 
expected to set new records. 

Fresh fruits.—Citrus fruits and few others now a glut on market, although 
fresh fruit supply may be slightly off from last year. 

Fresh vegetables.—Winter harvest above 10-year average, although below that 
of last year. Seasonal gluts of some items may be anticipated. 

Canned fruits —Canned fruit stocks on hand at turn of year much heavier than 
last year at same time. 

Canned vegetables.—Supplies large and adequate. 

Dried fruits and vegetables —Now many surpluses that Government is remoy 
ing from market. Supplies expected to be heavier this year than last. 

Lard, margarine, other fats and oils—Production last year set new record, 
and heavy stocks remained unsold at turn of year. Supplies this year abundant. 
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Sugar and sweets.—Record-breaking sugar crop in Cuba will make avail:})\e 
all the supplies our Government will permit to enter the country. 

Coffee and beverages.—Supply now adequate. 

Within the past 2 months food retailers have been requested by farmers 
put on special promotional campaigns to help move 12 different commoditi:s 
which are in surplus supply. 

As the reason progresses, fresh fruits and vegetables are moving to mar) 
in ever-increasing quantities. In the first 2 weeks of last month the marke; 
fresh fruits and vegetables broke 7 percent. 

The Bureau of Labor Statistics in its mid-February preliminary food 
report stated that throughout the country food prices on 61 key food items we: 
down 1.2 percent from the forepart of February, and down 2.1 percent 
mid-January. 


INFLATION SCARE TALK 


From time to time OPS spokesmen have predicted dire consequences if ( 
gress did not accept their proposals on price controls. Let’s take a look at whut 
happened after some of these predictions were made. 

On October 9, 1951, the then Price Stabilizer, Michael DiSalle, testified bet 
the House Committee on Banking and Currency, and I quote: 

“Cattle price ceilings may be unworkable without quotas. Cattle prices are 
running away from us.” 

Since that time cattle prices have declined approximately $2 per hundr 
weight in the Chicago live market, while dressed beef has gone down $3.25 
per hundredweight. 

Again, on August 15, 1951, just after passage of the so-called Capehart and 
Herlong amendments to the Defense Production Act, the New York Journal of 
Commerce carried this excerpt from a New York speech by Mr. Harold Leven 
thal, then Chief Counsel of OPS: 

“The new Defense Act will raise prices rather than guard against the effects 
of increased spending.” 

When Mr. Leventhal spoke, the BLS index of wholesale farm product prices 
was 10 percent above the level of June 1950. Today that same index is less than 
6 percent above June 1950. 

Charles E. Wilson, Director of the Office of Defense Mobilization, made a public 
prediction about much higher food prices right after the so-called Herlong and 
Capehart amendments became law. The Wall Street Journal, issue of August 
15, 1951, carried his prophecy and so did many other papers of that date. 

Wilson said that the changes in the Defense Act would bring a 10-percent 
increase in bread prices, and 3 cents per dozen more for eggs. 

Here is the retail record since then: 

Bread is unchanged in price. 

Eggs went down 16 cents per dozen. 

The record of the administration with regard to controls gives rise to the 
belief that it is interested in controls for other reasons than the prevention of 
inflation. 

There is a definite philosophy which favors the extension of State power over 
the entire economy. 

The President in 1948 and 1949 reiterated the familiar request for controls to 
combat inflation. 

In January 1948 the BLS Wholesale Price Index for all commodities stood at 
165.9. At the end of 1948 the index stood at 162.4. 

The down trend continued throughout 1949 and in December stood at 151.2. 

Perhaps his adyisers have misled the President, but the fact stands that the 
administration has asked power to control inflation on several occasions when 
the situation facing the Nation was a deflationary one. 

The record of the administration with regard to the prediction of economic 
events to come is not good. 


PRICES RELOW CEILINGS 


_” 


The heavy advertising of food in the Washington, D. C., newspapers gives 
plenty of evidence of the abundance of foods at low and usually below-ceiling 
prices. 


1 Pork, oranges, grapefruit, lemons, lamb, eggs, turkeys, dates, lettuce, cherries, frozer 
ducks, and avocados. 
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For instance, in the 2-day period February 28-29, some 374 food items subject 
to ceiling-price regulation were advertised. One hundred and eighty-nine of the 
three hundred and seventy-four items were below ceilings. Seventy-eight percent 


of the items which were in the cost of living index were below ceilings. 
I have a chart here that further illustrates this situation (chart No. 1). 


CHART 1 
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BELOW CEILING PRICES 
ADVERTISED FOOD ITEMS 
IN 370 WASHINGTON,D.C. STORES! 


FEBRUARY 28-29, 1952 


ITEMS ADVERTISED - 374 
ITEMS SELLING 

BELOW CEILINGS - 189 
BLS C.OF L. ITEMS* 

Proportion that ore below ceilings - 78 % 


*76% of BLS Cost of Living Items 
were odvertised. 


T Giant Food Stores, Acme Markets, Food Folr Supermarkets, 
Safeway Stores, Shirley Supermarkets, Sheridan Super - 
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This is good evidence of what abundant supplies and competition can do to 
hold down food prices. 


FOOD RETAILERS TREATED WORST OF ALL 


OPS regulations have forced many unnecessary and undesirable changes jy 
business methods on the food retailer—to the disadvantage of the customer as we!| 
as the retailer. One example is the widespread change in modern beef cutting 
and trimming methods forced on retailers by CPR 25, which will be referred to in 
more detail later by another witness for the food industry. I would simply say 
that in this case OPS regulations are costing the consumer money instead of 
saving him money. 

Food retailers have been hurt more by OPS than has any other industry. 

Although no other industry has consistently operated at the low profit rates 
of the retail food, OPS has not allowed us to maintain even these low rates 
For only three products—pork, lamb, and veal—has OPS permitted the food 
retailer to operate on margins based upon his own individual, historical margin 
experience. In the case of all other food regulations, comprising the great 
madsrity of the food items subject to control in the average grocery store, the 
retailer has been forced to use some standardized, national mark-up or price. 

OPS has not given the food industry promised relief. More than 20 meet- 
ings were held between representatives of the industry and officials of OPS 
during the first 10 months of price control. The retailers went with assurance 
away from some of these meetings confident that action would be forthcoming— 
but there was no action. 

Not only that, OPS has not given the food retailers the same treatment that it 
gives other retailers. 

The other retailers are covered, generally speaking, by Ceiling Price Regula- 
tion 7. 

This regulation, in effect, gives each retailer the privilege of fixing his own 
margin based on his experience during his base period. But a grocer is not given 
this privilege of fixing his margin based on his past experience. He is given an 
average margin by OPS, a margin which does not fit his situation and which 
destroys the flexibility so necessary to keep his operations competitive and 
responsive to the needs of the hour. 


EFFECTS ON PROFITS 


The effects of price controls on the grocery business can be shown by a look 
at the profits of food retailers. 

These have been declining steadily. 

The following table, published last October, shows typical profits after taxes 
earned by food retailers. These figures are based on the well-known reports on 
earnings published by the National City Bank of New York. 


Average net-projfit margins in cents per sales dollar for leading food retailers 


Food chains Food chains 
1933 0 
1934 . s 0 
1935 . ss ae 
1936 keen 
1937 
1938 
1939 : : .6 
1940 ; cq 
1941 


» 
» 
o 
> 
) 


The full effect of price controls was not felt until the last half of 1951. A 
special report just compiled by independent certified public accountants for the 
National Association of Food Chains covering the operations of 24 food chains 
during that period reveals that profits after taxes had sunk to only seventy-six 
one-hundredths of 1 percent on sales. 

I would also like to cite some specific facts about Safeway’s profit experience 
under price controls. I have available somewhat more detailed figures regarding 
my own company than are available on an industry-wide basis. 
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For the year 1951 Safeway’s over-all gross profits from its retail operations 
shrank to 12.2 percent from 13.2 percent the previous year. This is a direct 
reflection of the OPS squeeze on pre-Korean margins. Safeway’s experience in 
this respect is similar to that of a major part of the rest of the industry. 

At the same time OPS was squeezing the over-all gross profit, operating costs 
were mounting. From 1950 to 1951 Safeway’s retail operating costs increased 
from 11.8 percent of sales to 12.5 percent of sales. 

Thus a combination of lower gross profits and higher operating costs put the 
food retailer in a double squeeze. 

Safeway’s final net gain from retail operations dropped from a rate of 1.4 
nercent of sales in 1950 to a loss of 0.3 percent of sales in 1951. In fact, in spite 
of 20 percent higher sales volume, the company actually lost money from its retail 
operations in ten out of twelve 4-week accounting periods during 1951 when 
price controls were in effect. 


THE HERLONG AMENDMENT 


Changes in the so-called Herlong amendment to the Defense Production Act 
would help relieve food retailers from squeezes growing out of inequitable OPS 
regulations. 

Such changes also would help restore flexibility to our business and, as we have 
stated, flexibi'ity is an essential in our industry. 

The changes most needed in the Herlong amendment are as follows: 

(1) Make it apply to all orders of OPS presently in force, as well as future 
orders. 

(2) Require OPS to allow pre-Korean margins to each individual seller, 

There are very good reasons for changing the Herlong amendment. 

First, OPS is not now required to apply the principles of the Herlong amend- 
ment to regulations which were in effect before the amendment passed, regu- 
lations such as those covering dry groceries. 

Dry groceries comprise about 60 percent of the volume of the average grocery 
store. The squeeze on these items, which is severe, is an important cause of 
sharply reduced profits throughout the grocery industry. 

I know that in Safeway stores approximately 3 out of every 4 grocery items 
under CPR 15 have ceiling prices that return less than pre-Korean margins. 

As I have pointed out, OPS should be required to give margins to individual 
sellers based on individual experience. 

As long as OPS follows a policy of averaging, it will impose hardship on all 
grocers who doen't fit within the uniform national, standardized, theoretical, 
average mold. And very few grocers do. 

With your permission, T would like to present a couple of charts which illus- 
trate how actuai margins vary from the so-called averages (charts 2 and 3) 
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CHART 2 


OPS MARKUPS TOO BIG 
FOR SOME ITEMS, 
TOO SMALL FOR OTHERS 


VARIATION IN PRE-KOREAN MARKUPS FOR 
16 CEREAL ITEMS IN LOS ANGELES. CALIF. 
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*CPR 15 puts oll cereals in one commodity group. 


Source: Pre-Korean Morkup Dato from Sofeway Stores, inc. 
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CHART 3 


OPS MARKUPS TOO BIG 
FOR SOME CITIES, 
TOO SMALL FOR OTHERS 


VARIATIONS IN PRE-WAR MARKUPS FOR I9 CITIES 
ONE ITEM: KELLOGGS ALL BRAN CEREAL 











9 —$$——$— —__—____—_— — — — — —— — — —— = 
Spokane Kansas City Salt Lake City Phoenix Ookland Stockton Denver Omoha Tulsa 


——-@ @ © @ 6 @ 


C——e> Moximum allowed markup under CPR /5 


Portland _ Salina Oklahoma Dollas_ Los Angeles Fresno Washington, D.C. 





Source: Pre-Koreon Morkups from Safeway Stores experience 


ADJUSTMENT FOR OTHER COSTS 


It also is important for the retailer to have adjustments in his margins on 
account of increases in labor and other operating costs. 

Generally, the rates of pay for food employees and other operating cost factors 
have gone up faster than prices. This should require some kind of margin ad- 
justment. As Roger Putnam, Director of Economic Stabilization, told this 
columittee last Thursday : 


On an annual rate, prices have increased about 3 percent, wages about 5 per- 
cent under controls.” 


Secretary of Agriculture Brannan testified before the Senate Committee on 
\griculture and Forestry on February 29, 1952: 
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“The fact is that rising costs continued to plague both farmers and marketing 
agencies during 1951. Average wage rates in the distributive trades apparently 
increased steadily during 1951, averaging 9 percent more for the year than jp 
1950. Transportation charges were raised 6 to 9 percent in August 1951, and this 
was the ninth increase since June 1946.” 

The impression may prevail in some quarters that the wage earner has dropped 
behind as the result of price increases for the things he buys. I have two charts 
here which show this is not the case (charts 4 and 5). 


CHART 4 


INCOMES VERSUS FOOD PRICES 


PROPORTION OF WAGE EARNERS DISPOSABLE INCOME 
SPENT FOR FIXED QUANTITY OF FOOD 


1935-39 AVERAGE versus 195! 


1935-39 Average 


Source: U.S. Department of Agriculture, "The Marketing and 
Transportation Situation” 
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CHART 5 


ONE HOURS FACTORY LABOR 
BUYS MORE FOOD 


TODAY THAN PRE-KOREA 
FEBRUARY 1952 VERSUS JUNE 1950 


GR Feb. 1952 
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Sources: Ail Date per Bureau Lobor Stotistics 
Wages, June, 1950 = $1.45 per hour 
Wages, Dec, 195! = $164 per hour (\otest avoilable- wages today slightly higher ) 
Food prices os of 6/15/50 and 2/15/52 (prices today substantially lower ) 


The food retail industry operates on such a low margin of profit that it can 
nol long endure squeezes, whether they are caused by unfair margins or by regu 
lations which force absorption of rising costs, such as labor and transportation. 

The application of the Capehart amendment to food retailers, on a current cost 
basis, would solve this problem of the higher operating cost squeeze 


COURT PROCEDURE 


Just to clarify the Herlong amendment, and to provide for some cost adjust 
ment formula, will not go all the way toward insuring food retailers of equitable 
treatinent at the hands of OPS. 


96315 52—pt. 1 oY 
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We believe it is vital to provide that if OPS fails to carry out the letter and |: 
tent of the law, there should be a simpie, equitable, and speedy means of gettin, 
relief in the courts. As matters stand now, there is no way to get relief from 
arbitrary and illegal action by OPS within any reasonable length of time. 

The best guaranty of fair treatment by OPS is the knowledge that its action 
will be subject to a speedy and searching review by the courts. 


CONCLUSION 


Our industry, we feel, is close to the people and we have built it on our ability 
to serve consumers at the lowest possible cost. 

Our record, we feel, is a record of efficiency. We think we have the fines; 
industry of its kind in the world. We are proud of it and all it represents. 

We are opposed to inflation ; it levies upon the purchasing power of those whip 
keep us in business. We are opposed to high prices; these also take away the 
purchasing power of our customers. 

We are opposed also to discrimination, and to regulation for the sake of regu|, 
tion. We realize the power of competition and the benefits of our free-enterpris: 
system. We want to preserve that system and we want to preserve our industry 
as a part of that system. 


The Cuatrrman. The next witness is Mr. Capaldo, National Counc | 
of Salesmen’s Organizations. 


STATEMENT OF LOUIS A. CAPALDO, PRESIDENT, NATIONAL COUN- 
CIL OF SALESMEN’S ORGANIZATIONS, INC., ACCOMPANIED BY 
BENJAMIN SHAPIRO 


Mr. Caraupo. Mr. Chairman and distinguished members of the 
committee, my name is Louis A. Cspaldo. Iam a salesman and have 
been for over 35 years. I am president of the National Council of 


Salesmen’s Organizations, Inc. 

The Cnarrman. By the way, I notice you represent the Toy Knighi- 
of America. 

Mr. Caraupo. That is one of our affiliated groups. 

The Cuatrrman. They sent me a telegram which I want put in the 
record. 

(The telegram referred to follows:) 

New York, N. Y., March 10, 1952 
Senator Burnet R. MAYBANK, 
Chairman, Banking and Currency Committee, 
Senate Office Building, Washington, D. C.: 

The Toy Knights of America, a 350-member association of wholesale toy sales 
men, urges that your committee reimpose Federal rent control on transient hote 
accommodations and authorize the Salary Stabilization Board to protect whole 
sale salesmen against cuts in earnings without prior approval of the Board. 


Toy KNIGHTS OF AMERICA, 
J. V. DUNLEAVY, Secretary 

Mr. Capaxpo. I represent the National Council of Salesmen’s Or 
ganizations, Inc., and I am here with a committee of our association 

Senator Carenartr. How old is your association # 

Mr. Capatpo. Approximately 7 years. 

May I inject this, Senator, that while the national council has been 
in existence that long, some of these organizations have been in bus! 
ness for 40 or 50 years. 

Our organization was formed to serve the interests of the Amer! 
‘an wholesale salesmen. Its principal office is at 80 West Fortieth 
Street, New York City. 
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The national council is a nonprofit, voluntary organization char- 
tered under the laws of the State of New York, established and main- 
tained by its member groups. It is the parent body and national voice 
of more than 50 of the leading wholesale salesmen’s associations in 
various industries and geographical areas, constituting a representa- 
tive cross-section of American industrial life. 

Its aim and purposes are directed toward protecting and promoting 
the best interests of all persons engaged in the selling profession, 
other than retail. 

The National Council of Salesmen’s Organizations wants to focus 
the attention of this committee on the fact “that the defense mobiliza- 
tion program has placed the wholesale salesman in a serious economic 
freeze. The salesman in many industries today is faced with an ex- 
treme economic crisis due to having suffered from enormously high 
increases in the cost of selling with no compensatory increase in earn- 
ings because of the dec ee in numbers of units sold. 

The CuamrmMan. Now I do not want to hurry you, but the clerk 
just told me he had a message from the Senate that they did not think 
they were going to get a quorum. They will have a second quorum 
call here in about 15 yminutes and we will have to leave. 

We will be glad to put your whole statement in the record and you 
may highlight it as you desire. 

Mr. Caratpo. Mr. Chairman, may I be permitted to say this. I will 
not be very long. I will be about 15 minutes. 

Mr. C hairman, the statement that you have, that we have given you, 
is not being read here. I was only introducing myself in the proper 
fashion. 

The CHarrMAN. Very well. 

Mr. Capatpo. Due to the nature of their position in the framework 
of business, few, if any, wholesale salesmen can receive or can be ex 
pected to receive fringe benefits which other employees are paid. 

Now, gentlemen, the national council has submitted a complete de- 
tailed statement to your committee which no doubt will receive your 
careful attention and which I respectfully request be made a part 
of the record. 

In order to save time and avoid repetition, I am going to ask you 
ventlemen to please bear with me because I am not an attorney or 
professional speaker. I am only a Saleeusan representing salesmen, 
er make you realize just what we are up against and how deeply 

are concerned about having sioanetbsinng done by Congress that will 
ighten our burdens. 

| will refer to one or two specific items in the cost of selling mer- 
chandise that affect the economic life of a salesman. 

It is not quite understood by the public that a salesman or a com- 
mission man does not receive any compensation whatsoever aside from 
the commission which he receives in selling his merchandise. All 
expenses are borne by him: Hotels, tr aveling, entertainment, et cetera, 
et cetera, et cetera. 

a national council recommends strongly: 

A law to control the transient hotels of America. 

Now the reason I emphasize that, Mr. Chairman, is because it is 
the most serious problem affecting the salesman today. Room rates 
have gone up from 50 to 100 percent. You have an itemized list 
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covering every leading city in mostly every State in the United States 
of America showing you their rates. 

The CHarrman. | ask this for my own information: Are motels 
and accommodations of that kind used by your organization? Is ji 
necessary to stay in a hotel / 

Mr. Carano. It absolutely is necessary not only to stay in a hotel, 
Mr. Chairman, but to stay in the better kind of hotel. 

The Cuairman. I wanted that for the record. If you want to sell 
your goods, naturally you would have to be in touch with the people 
with whom you deal and they would want to be in touch with you 
by telephone or by personal call. 

Mr. Capatpo. Mr. Chairman, it would have to be in the center of 
the city. In the leading hotel, if possible, where sample rooms are 
available. 

The CHatirman. You do not have those things in motels? 

Mr. Caratpo. Well, we have a few. Most hotels have discontinued 
their sample rooms. 

Senator Carenarr. You could not get customers out there anyway. 

Mr. Caratpo. You could not get a customer out of the main street. 

The Cuairman. I said I thought that when I went into it. 

Mr. Capanpo. It is a terrific problem, gentlemen. 

The Chairman. How can we control hotel rates for salesmen and 
not for other people ¢ 

Mr. Capatpo. We do not asic that, sir. 

The Carman. That brings me back to this: The hotel people 
testified lots of people lived in those hotels under prices of 1940 and 
1941, and the expenses that they had had gone up so much that that 
Was the main reason why rates were raised. 

Mr. Capraupo, There is a difference between a tenant in a hotel and 
a commercial man who is out making a living and who has to get to 
a hotel at a certain time and in a certain period of the year. 

It is a very difficult matter unless he can reserve and occupy that 
room on that certain day, when appointments are made and customers 
come In. 

They do not always come on time. Sometimes there are cases where 
a customer is an hour late and you have to stay over until the next day. 

I say this without any fear of contradiction. You gentlemen have 
traveled. You are not treated the same as the ordinary salesman. 
When you gentlemen write “Senator” on the register, it is a little 
different than when a salesman comes in. 

Senator Caremart. My observation is that they have a tendency 
to raise the rates and the prices and the boys expect more tips. 

Mr. Suariro. My name is Benjamin Shapiro. I am president of 
the National Handbag Salesmen’s Association which is a part of the 
national council. T just wanted to remind him to tell you that check 
out time in the Raleigh Hotel in Washington is 3 o'clock and I left 
this hearing to ask the clerk to remove our baggage so We are not 
charged for another day. 

The Cuairman. Tam sorry to have kept yon. 

Mr. Suariro. That is all right. We will not be charged. He will 
take the baggage out. 

Senator Capenart. He is 100 percent right about that. When 
walk up and register and when I start talking about a room at a rea 
sonable rate they say. “Oh, yes; you want a suite,” and when I get 
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mv bill it has been $15, $20 or $25. When I travel it costs me more 
than it did years ago. 

Mr. Carapo. May I tell you gentlemen that I sat in the lobby of 
a leading hotel in one of the State capitals and saw a man ask for a 
room, a room to sleep in, for which I have paid $2.75 and $3 in the 
past, and he was asked $6 for it. 

He said, “Well, I would like a little cheaper room.” He went away 
but cime back within 5 minutes and that room was $6.50. One hour 
afterward, that room was rented for $7.50. I am here to witness that 
that room was rented for $7.50, from $6, within the course of 1 hour. 
This gentleman could not get a room in that hotel. 

Now, a salesman has to get up early in the morning, take a grip 
or bundle under his arm and go out and try to make a living. But 
this $6 or $7 is a minor thing in the life of a salesman. No matter 
how little he earns he can perhaps afford that. But, gentlemen, 
sample rooms are $15, $18, and $20 apiece, and you have to check 
out at 4 o’clock. It takes an hour or 2 hours to pack up your grips 
and if you stay later than 4 o'clock, gentlemen, you are charged for 
a half a day. 

Senator Caremarr. Another thing they will not do today that they 
did when I was traveling years ago and ran out of money. You could 
go up and sign a slip and get $5. You cannot even do that any more. 

Mr. Capatpo. Do you know why, Senator? Because $5 is only a 
nickel today. 

Senator Carenart. It used to be if you ran out of money you would 
go up and sign a slip and get $5 or $10 and now you cannot even get 
that. 

Mr. Caratpo. Well, I can continue and continue and continue, gen- 
tlemen, but you are all broad-minded men or you would not have been 
elected to this body. 

Senator Doveias. That is quite a compliment. 

Mr. Caratpo. Something should really be done, gentlemen. It is 
just simply, putting it very vulgarly, “highway robbery.” It is 
uncalled for. 

Senator Doveias. How many members do you have / 

Mr. Capatpo. We represent 35,000 in this particular group, but 
we also speak for the salesmen of America, in general. 

Senator Capruarr. You are recommending two things. One is on 
the problem of hotel rates, and the other is this decrease that you are 
getting in commissions ? 

Mr. Carano. Yell, yes. I will come to that very shortly. 

Senator Carenart. Those are just the two things. 

Mr. Capatpo. That isall. Thatisenough. If you can correct those 
two things, you will be doing a great favor for the salesmen. ; 

But, gentlemen, do not let this hotel condition pass you by. It is 
more important than you think. I have had letters upon letters from 
salesmen on the road. They just cannot making a living. They have 
to pay all the expenses. I reiterate that. There are 70 percent of 
the people who are selling goods wholesale, for retail, who work on 
commission only. 

Now let me give you an example, gentlemen: A man goes on the road 
and spends $200 a week, that is a minimum. I do not see how he is 
going to spend Jess, with a sample room. He will sell $5,000 worth of 
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merchandise, which in these times is pretty good. The boss wou) 
pat you on the back. His commission is 5 percent. He gets $250. 

But he is not getting $250. The discount must come off, adju-t- 
ments, cancellations, shortage of merchandise which is shipped, so |e 
is behind the eight-ball. 

Senator Carruarr. Is it harder to make sales today than it was 
8 months ago? 

Mr. Capatpo. Much harder. Much harder. 

Senator Carenartr. Can you make prompt deliveries today? 

Mr. Capatpo. We can make prompt deliveries. That is why it is 
more difficult to make a sale. You know how it is, when you have too 
much goods to sell, no one wants it. 

Senator Carrnartr. Do you know of any shortages today in Amey- 
ica, of any goods? 

Mr. Carvaxpo. I am mostly in the soft wares. I do not believe 
there are very many shortages there. I have had some experience 
with the steels because we happen to be in the umbrella business. 
There is no shortage in steel. We have not experienced any insofar 
as our production is concerned. Iam a member of the firm. 

The Cuairman. There is only one type of steel that is short. 

Mr. Caparpo. That is crucible steel. I do not know whether there 
isa shortage in that. There may be a shortage in copper or aluminum, 
but I would not know about that. That does not come into our 
category. 

The Cuamman. Generally speaking, sales are harder to make than 
they were 6 months ago? 

Mr. Caratpo. Much more; and it takes a longer time to travel. 

Here we are confronted with this situation: A man does not have 
the money to travel and cover the territory as he should because he 
cannot afford it. Secondly, his sales are less. Thirdly, the boss him- 
self is losing business and naturally he has got to lay off his help. 

Senator Capruart. And the commissions are frozen. 

Mr. Caparpo. The commissions are frozen, and here is where | 
want to get to the point, gentlemen : 

I want to conclude on the hotel situation, and I will do it in a few 
words: We want everyone to sell his merchandise at a profit, but 
there must be a limit. There must be something that can be done 
There must be, let us say, a watchman somewhere, or some sort of 
supervision.. You just cannot afford to go into a hotel in January and 
spend $10 for a room and in March, $13, and in August, $15. 

I will show you figures to substantiate everything that I am tell- 
ing you. 

We have gone into this very, very particularly. We have asked for 
the expense sheets of our salesmen who are on the road, and we have 
these for the record. 

We are not taking these figures from the air at all. The salesman 
is in a tough spot, gentlemen. You have to do something for him. 
There are a million of them throughout the United States of America. 
and they are a very, very important part of the economic system of 
this Nation. It is just too bad that they do not get together a little 
better. They are important. I think it would be worth while for you 
to delve into that situation. 

Senator Capenart. They are a pretty optimistic bunch. 

Mr. Caratpo. I grant you that. 
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As L said, I am not going to be very long. 

I would like to take the next few moments if I may, on the wage 
freeze. 

Senator Carenartr. I wish I had a dollar for every hour I have 
waited to see some buyer. 

Mr. Caraupo. I would like to talk it over with you in private to let 
you know what is going on in the industry. You would be surprised. 

Let us take this wage » freeze: Now here i is a very delicate situation. 

| appeared, with a committee of the national counc il, before the Salary 
Stabilization Board and we told them what had happened. We do 
not object to the freeze. We are sufficiently liberally minded to real- 
ize if it is 5 percent, it is 5 percent. But what we do object to is this, 
that it is a one-way road, that they did not make provision for a de- 
crease in commission, which is happening. 

Senator Carrnartr. Do you mean they are decreasing your com- 
mission ? 

Mr. Capaupo. Oh, yes. In other words, you have the roof, but they 
forgot to put the furnac e downstairs to keep the place warm. 

Senator Dovenas. The floor is sagging. 

Mr. Capatpo. I do not like to mention the floor. I was told not to 
say that, by a man who knows something of the ethics here. He said, 
“Don’t mention the floor.” 

I will say this, gentlemen. Weare not children. We are grown up 
men. We know what it is all about, but the nature of our business 
makes it difficult for us to really put up the fight that we should. 
‘Therefore we are trying to do the best we can through this organiza- 
tion, the national council, which represents them all. 

When I spoke of the decrease in commission, I say that that is hap- 
pening in more ways than one. It happens in this way, gentlemen: 
If you are a salaried man—some men are salaried men—and your 
earnings, for argument’s sake, are $100 a week, and your employer 
feels there is a shortage of merchandise. He will say, “Well, I will tell 
you what. I haven't got enough goods to go around. Go on com- 
mission and get whateve er comes along. . 

If you sell. $100 a week, you are only making $30 a week, and vice 
versa, 

Now we will go back to the Second World War. We did have a 
directive from W: ashington that before any salaries could be decreased, 
or a change of policy on earning was made, they had to have the O. K. 
of the OPA, I think it was. 

We mentioned that to the Salary Stabilization Board Chairman and 
he said, “Well, that is out of our juridiction. You will have to go to 
Congress and have Congress enact a law to govern this. We cannot do 
anything about it.’ 

I will say this to you, gentlemen, because a case was brought to 
court, and we have the court records, where a man was changed from 
one method of payment to the other. The salesman did win the case 
and he was compensated for all back pay. 

All we want is this: We ask for nothing, but take nothing away 
from us. The little we are receiving, and as difficult as it is for us to 
really go on and continue trying to make ends meet, try to leave 
that little that we have alone and not deprive us of it. We are not 
asking for anything, so do not take anything away. 
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If you have something like this frozen top, then protect us at the 
bottom. That is not asking too much. You gentlemen have solved 
problems here. 

Senator Carenarr. You say in World War IT that was handled 
by Executive order ¢ 

Mr. Capaupo. I think it was a directive from the OPA. 

The Cwatrrman. That is right. 

Senator Carrnarr. Will you get a copy of that order and place it 
into the record ¢ 

Could you put it in the record at this point / 

Mr. Capaupo. I will refer to it by section. It is section 4001.15. 

The Cuarrman. I will direct the staff to get a copy of it and put it 
in the record. 

(The information referred to follows :) 


STABILIZATION Act oF 1942 (56 Star. 765, 50 U. S. C. APPENDIX, SECS. 961, 971) 


Sec. 5 (a) No employer shall pay, and no employee shall receive, wages and 
salaries in contravention of regulations promulgated by the President under this 
Act. 


EXEcUTIVE OrDER $250, DATED OcTOBER 5, 1942, Tire II 


3. The National War Labor Board shall not approve a decrease in the waxes for 
any particular work below the highest wages paid therefor between January 1, 
1942 and September 15, 1942, unless to correct gross inequities and to aid in the 
effective prosecution of the war. 

6. No decrease shall be made in the salary for any particular work below the 
highest salary paid therefor between January 1, 1942, and September 15, 1942, 
unless to correct gross inequities and to aid in the effective prosecution of the war. 


TITLE 32. CODE OF FEDERAL REGULATIONS —CUMULATIVE 
SUPPLEMENT 


CHAPTER X VIII—OFFIcE oF ECONOMIC STABILIZATION 
Subchapter A—Office of the Director of Kconomic Stabilization 
PART 4001——WAGES AND SALARIES 


4001.2. Authority of National War Labor Board. The Board shall, subject 
to the provisions of sections 1, 2. 3, 4, 8 and 9 of Title IL of Executive Order 9250, 
of October 3, 1942, have authority to determine whether any 

(2) Wage payments or * * * are made in contravention of the Act or 
any rulings, orders or regulations promulgated thereunder : 

4001.7 Deercases in salaries of less than $5,000. In the case of a salary rate 
existing at the close of October 3, 1942, under which an employee is paid a salary 
of less than $5,000 per annum for any particular work, no decrease shall be made 
by the employer below the highest salary rate paid for such work between Jan- 
uary 1, 1942, and September 15, 1942, unless to correct inequities or to aid 
in the effective prosecution of the war. Any decrease in such salary rate after 
October 3, 1942, shall be considered in contravention of the Act and the regula 
tions, rulings or orders promulgated thereunder if such decrease is made prior 
to the approval of the Board or the Commissioner, as the case may be. 

4001.13 Statutory salaries and wages. The regulations in this part shall be 
applicable to any salary or wages, paid by the United States, any State, Territory 
or possession, or political subdivision thereof, the Distirct of Columbia, or any 
agency or instrumentality of any one or more of the foregoing, except when the 
amount of such salary or wages is fixed by statute. 
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Mr. Carano. If there is any change in compensation, let it come 
up for review before the Salary St: abilization Board. Hf it is within 
the good reasoning of good business. we are perfectly satisfied. 

I still reiterate, we are not looking for anything, gentlemen, but 
do not take anything away from the salesman. 

Senator Carenarr. Was there not also in World War II another 
directive that made it illegal to decrease anybody's salary or increase 
his salary ¢ 

Mr. Capaupo. Yes. 

Senator Carrnarr. Not only salesmen, but everybody else. 

Mr. Capatpo. That was the law at this particular time, but it is 
just one of those things. I just said I was not an attorney and I do 
not want to get myself involved because I have trouble enough read- 
ing English, gentlemen. 

Senator CarrHarr. You do pretty well. 

Mr. Capaupo. I have been asked by my colleagues here to try to make 
it as clear as I can. 

Gentlemen, what we are appealing to you for is this: Try to keep 
the salesman in a position where he can earn a living, support his 
family, within reason. Make it so that if they do have to travel on 
the road they have some sort of protection from these people who 
are always ready to gouge them out of whatever they can. That 
is all we want. 

The national council believes that it lies within the power of Con- 
gress to write these provisions at this time in the Defense Production 
Act of 1950, as amended. For the reimposition of Federal control 
on the rates charged for transient hotel accommodations and to write 
specific provisions preventing the decreases in salesmen’s earnings 
under certain circumstances by either clarifying the intent of the 
act as expressed in section 491, title TV, or, if necessary, by provid- 
ing a new section specifically granting authority to the President to 
issue such a ruling. 

In the light of the facts we have presented to the committee, we 
hope our lawmakers will see fit to take the necessar v steps to alleviate 
the economic crises in which salesmen find themselves today because 
of inadequate protection under the controls program. 

Now gentlemen, I do not know how to thank you. 

I am a very, very fortunate young man, being a naturalized citizen 
of this country, to be given the honor of presenting myself to you, 
representing the type of men that I represent—as I said to you before, 
| am not a professional. I am trying to, as a salesman, do the best 
job I can do for these boys. 

Senator Capenart. If I were a buyer, you certainly would be quite 
convincing to me. 

Mr. Caparpo. I would love to have you as a buyer, I promise you 
that, and you would get good value. 

Mr. Suarrro. Do not cut the price. 

Mr. Capaupo, It is important. There are many complications. I 
know what you gentlemen are up against. T have sat here and listened 
to everything and you have quite a problem. But the salesman’s 
problem is simple, gentle men, very, very simple. 

Senator Careuarr. You represent salesmen who are traveling and 
selling all the time. Do you think we need price controls today at all? 
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Mr. Capatpo. I think in some instances; yes. 

Senator Carenart. Do you think many items ought to be deco: 
trolled or suspended ? 

Mr. Carano. Definitely. 

Senator CaPpEeHaRt. Do you think it would be in the public interes) 
to do it? 

Mr. Capatpo. Not on everything, but in some cases I think it woul! 
be wise to keep controls on certain things, in the public interest. 

Senator Carenarr. Those things that are in short supply, of course / 

Mr. Capatpo. That is right. 

My reason for saying this, and I do not want to elaborate on it 
I see some things sold in some stores that are purchased at certai: 
prices and because of the freedom of not having a control on it, the 
same article, but in a different design or pattern, is $2 more than the 
other. 

Senator Carprnarr. Has that not always existed? 

Mr. Capaupo. Well, you know how it is, when you are told not to 
do something, you do it more often. I really mean it. I do not think 
that some price control is necessary, and I think that some decontro! 
is necessary. I do not know of a finer group or a more intelligent 
group of men than you, who are the ones to control as well as s decontrol. 

I want to thank you gentlemen. Iam thankful for the time. You 
have been very, very kind. Please accept the thanks of the Nationa! 
Council of Salesmen’s Organizations, and do not forget us when it 
comes to hotels and taking the things that we need most. 

Thank you very much. 

(The prepared statement of Mr. Capaldo follows :) 


STATEMENT OF THE NATIONAL COUNCIL OF SALESMEN’S ORGANIZATIONS, INc., Louis 
A. CAPALDO, PRESIDENT 


Chairman Maybank and members of the Committee on Banking and Currency 
of the United States Senate, I respectfully submit this statement to your com 
mittee on behalf of the wholesale salesmen of America. We are the men who 
earn our livelihood by selling at other than retail the products of our Nation's 
factories, ranging from raw materials to final finished products. 

Recent surveys and studies indicate that there are well over a million whole 
sale salesmen in the United States today. We believe that we are an important 
key to the stabilization and maintenance of a sound national economy, for it is 
through the fruits of our labors that the goods of our factories are sold, the 
assembly lines of industry kept rolling, and through our efforts merchandise 
reaches the consumer public at competitive prices that counteract inflation. 

The National Council of Salesmen’s Organizations, Inc., of which I have th 
privilege of being president, is a nonprofit membership corporation chartered 
under the laws of the State of New York, with its principal office at 80 Wes: 
Fortieth Street in the city of New York. 

The council is the parent body and national voice of leading wholesale sales 
men’s associations and clubs in various industries and geographical areas con 
stituting a representative cross section of American industrial life. We address 
your committee on behalf of the following organizations: 

Amigos of Syracuse, Inc. 

Associated Millinery Men 

Boot and Shoe Travelers Association 

Drug Salesmen’s Association of Pennsylvania, Inc. 
Empire State Furniture Manufacturers Representatives 
Fabric Salesmen’s Association of Boston, Inc. 

Fabric Salesmen’s Club of Chicago 

Food Products Salesmen’s Association, Inc. 

Garment Salesmen’s Guild 

Handbag Supply Salesmen’s Association 
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Infants and Children’s Wear Salesmen’s Guild, Inc. 

Luggage and Leather Goods Salesmen’s Association 

Men’s Apparel Guild of Wholesale Salesmen 

Mid-Atlantic Commercial Travelers 

National Handbag and Accessories Salesmen’s Association, Inc. 

National Paint Salesmen’s Association 

New England Negligee and Lingerie Association 

New York Association of Hosiery Mill Salesmen 

New York Corset Club 

New York-Penn-Ohio Travelers Association, Inc. 

Philadelphia Textile Salesmen’s Association 

Philadelphia Corset Club 

Professional Sales Club of New York 

Rocky Mountain Trade Association 

Southern Travelers Association 

The Far Western Travelers Association 

The Piece Goods Salesmen’s Association 

Toy Knights of America 

Underwear-Negligee Associates, Inc. 

Wash Frock Salesmen’s Association, Inc. 

Women’s Apparel Club of New England 

Women's Apparel Club of New York 

Work Clothes and Sportswear Salesmen’s Club 

The National Council of Salesmen’s Organizations, Inc., desires to focus the 
attention of this committee on the fact that the defense mobilization program 
has placed the wholesale salesmen in an anomalous economic “squeeze.” The 
salesman in many industries today is faced with an extreme economic crisis 
due to his having suffered abnormally high increases in the costs of selling with 
no compensating increase in earnings because of the decrease in the number of 
units sold. 

The present administration of governmental economic controls has given rise 
to many inequities as far as the wholesale salesmen of America are concerned. 
On the one hand, they are given little or no protection against the sharp and 
continuing rises in the cost of selling their merchandise, which they must absorb 
entirely out of their commission earnings, and, on the other hand, they are sub- 
ject to the restrictions of Government controls on the rate of commissions which 
they may earn. Furthermore, the very same controls which limit their rate of 
commission affords them no protection against those few unscrupulous employ- 
ers who, unfortunately, do exist and who, in times of shortages of civilian goods, 
profiteer at the expense of their salesmen by indiscriminately cutting the ssles 
men’s earnings through various and devious employment practices which have 
no economic justification. 

It lies with the power of this Congress to make provisions at this time in the 
Defense Production Act of 1950, as amended, for means of affording relief to the 
salesmen in at least two specific ways: 

(a) By providing the authority for the reimposition of Federal rent econ 
trols on the rates charged for transient hotel accommodations: 

(b) By either clarifying its intent as expressed in section 401 of the 
Defense Production Act of 1950, as amended (title IV), or if necessary by 
providing a new section specifically granting authority to the President to 
issue regulations prohibiting decreases as well as increases in wages and 
salaries under certain circumstances. 

Before proceeding to indicate to your committee the reasons why national 
council strongly urges the course of action hereinbefore indicated, I believe that 
it is necessary that certain basic economic facts regarding the nature of our 
calling as wholesale salesmen should be brought forcefully to your attention. 
These facts are as follows: 

1. We are wholesale salesmen, that is, we sell the goods and products of our 
employers to retailers and other distributors. The greatest percentage of whole- 
sale salesmen are traveling men. 

2. As outside salesmen we are the only employee group unconditionally exempt 
from the minimum wage provisions of the Fair Labor Standards Act 

5. According to the most reliable statistics, approximately 70 percent of the 
million or more outside salesmen employed in the United States are on a straight 
commission basis, i. e., they earn their livelihood entirely from commissions on 
goods sold, do not receive any salary or expense allowance, and are required to 
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pay their own traveling, hotel, showroom, food, railroad, entertainment, ay 
other expenses of selling, out of their gross commissions. 

The Harvard Survey of Salesmen’s Compensation indicates that the earnings 
of outside salesmen average about $5,400 per salesman, per annum, while travel 
and business expenses incurred in the course of their selling are approximate!) 
between $1,300 and $1,500 per vear. 

National counsil has compiled its own statistics from its member groups which 
indicate that the expenses of selling incurred by the average wholesale salesm:); 
runs from 331, to 40 percent of his gross commission earnings (salesmen who 
travel the South and far West advise us that their selling expenses have risen 
50 percent since 1946-47). 

While it is true that the gross dollar sales of salesmen have increased due to 
the increase the price of goods, the number of units sold by salesmen his 
decreased; it is expected that with the growing shortage of civilian goods there 
will be still further decreases in the number of units sold, so that to the average 
wholesale salesman there has been no compensating increase in net dollar 
earnings ; on the contrary, his net dollar earnings have decreased. 

With the above must also be considered the relationship of the salesmen’s 
net earnings to real buying dollars, that is, to the cost of living. When so con- 
sidered the salesmen’s true earnings have lagged far behind that of any employee 
group in the United States. Moreover, due to the nature of their position in 
the framework of business a few, if any, wholesale salesmen have received or 
can be expected to receive fringe benefits which other employees obtain. 

These then are the economic facts relating to the wholesale salesmen’s position 
in the economie life of our country. In the light of these facts, the National 
Council of Salesmen’s Organizations, Inc., urges that as a minimum your com 
mittee in its deliberations relating to proposed amendments to the Defense 
Production Act of 1950, as amended, provide the authority for (@) reimposition 
of Federal rent control on transient hotel accommodations as a means of 
alleviating the continuing rise in the cost of selling which the salesmen of 
America are absorbing out of their reduced earnings; and (b) that specific 
nuthority be indicated in title IV of the act which will enable the Salary Stabili- 
zation Board to provide necessary safeguards in its regulation controlling sales 
men’s earnings, against indiscriminate and unjustifiable cuts in such earnings by 
some few unscrupulous and short-sighted employers. 

A. Reimposition of Federal rent controls on transient hotel accommodations.— 
By the very nature of their calling and means of doing business, the wholesale 
traveling salesmen are wholly dependent upon transient hotel accommodations 
for both living and business quarters in the pursuit of earning their livelihood. 
The problem affects not only wholesale salesmen but extends to a vast section 
of the traveling public who are equally dependent upon transient hotel accommo- 
dations in order to live and to carry on their normal business activities. Beyond 
this, we will attempt to show that these increased costs of doing business are 
inevitably passed along to the general public in higher priges for goods and 
commodities. 

We respectfully submit to this committee the following sampling, showing the 
sharp rise in rates for bedroom and sample room accommodations in key and 
middling cities from 1946—47 to the present time: 
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Commercial hotel rates for sample and bedroom accommodations * 


City 1946-47 rate | Current rate 

Springfield, Mass $10. 00 $16. AO 
Provideuce, R. 1 10. 00 16. 50-17. 00 
Richmond, Va 5. 00 10. 50 
New Orleans, La $00 0 
Chicago, 1) 5 10.50 

Do 6. 50 12.50 

Do 7. a 14. MD 
New York, N. Y22 6.00 11. 00 

Do? 1% 19.00 
Philed Iphia, Pas a | 18.00 
Dallas, Tex $00 150 
Birmingham, Ala 400 00 
St. Louis, Mo 0 OO 14.90 
Boston, Mass OO & OO-8. 00 
Nashville, Fenn 1 50 + 00-9. 50 
Mansfield, Ohio 5 (M 10. 00 
Little Rock, Ark +00 a5 
Oklahoma City, Okla 100 00 
Peoria, Tl 00 10. 00 
South Bend, Ind 5. 0 ‘ 10.00 
Columbus, Ohio 6. 50 9. 50-10. 00 
Greensburg, Pa 4.00 9 00 
Cleveland, Ohio : = 1M) 11.3 
Syracuse, N. Y . 5.2 10. 00 
Albany, N. Y 5 0 10. 00-10. 50 
Washington, D. C 7.70 17. 00 
Charlotte, N.C 5.00 9. 50-10. 00 
San Francisco, Calif 5) 0 00 
Los Angeles, Calif &. OO 12.00 

Bedrooms have risen from 50 to 75 percent since 1946-47 

? The Hotel New Yorker, N. Y., bas within the past 2 months increased sa le roon te n $! 

to $3 per day 

lhe Benjamin Franklin Hotel, Philadelphia, Pa., has within the last month raised its sar 
from $1 to $2 a day. 

Note— With respect to both the Hotel New Yorker and Benjamin Franklin Hotel, it is notewort! 

the very same sample room when used as a transient bedroom is generally half-priced. 


It is the basic premise of the national council that hotel rates for bedrooms 
and sample rooms have increased in the past 
to the increase in the cost of hotel operations. The figures we have just cited 
provide demonstrable proof of our contention. But beyond this we contend that 
the salesman, not to mention the traveling public, are today the victims 
souging and questionable practices on the part of some hotel managements against 
which salesmen have no defense, the number of available and suitable hotels 
being limited, particularly in smaller and middle-size cities, and even in the 
large cities, the number of centrally located suitable hotels is limited 

(1) The following practice is so widespread that it can safely be said to be 
of common, Nation-wide usage. A salesman engages a sample room for the 
period of his stay in a city. For this he pays, as you will see from the above 
figures, a rate far in excess of what the hotel ordinarily receives for a transient 
accommodation. When he desires to have a cot to sleep on, put in the room 
night, he is then charged an additional rate ranging anywhere from $2. per 
hight up to the full daily rates charged for regular accommodations by the hotel. 

(2) Some hotels, during market weeks, when a number of salesmen banded 
together into a show group reserve whole floors—and often as mauy as two 
to three floors—to exhibit their lines, follow the practice of having one mun 
register per room although as many as five or six men “occupy” the 
each man is charged the full rate for occupancy so that 
per diem, may run as high as $30. 

(3) Of almost Nation-wide use is the practice of informing guests upon regis 
tration, that there are no single rooms available but that a 
for immediate occupancy at, of course, the double rate. A salesman, dubious 
of finding other accommodations either at the late hour he may be registering 
or under the pressure of a number of business appointments that he must keep 
during the day, is without choice and takes the double room at the increased 
rate to insure a place to sleep that night. 

The hotel industry is, and rightfully should be, privately owned. Neverthe 
less, the hotel serves the community in the capacity of a quasi-public-service 


» years out of all proportions 


ut 


rool, but 
income on this room 


“double” is ready 
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institution. That segment of the public which is compelled to depend upon the 
accommodations provided by these hotels should have some protections against 
overcharging or overreaching practices being visited upon them either directly 
or indirectly, at a time when they have no other choice. 

The figures quoted in this statement present hard and concrete facts acquired 
through the direct experience of our membership and submitted in reports to 
the national council offices. They have not been derived through the medium 
of the survey or poll that can too easily be rigged to establish whatever points 
the surveyors or pollsters may wish to establish. 

The harm that is being done through these increases transcends in injury to 
the salesmen alone; for while we salesmen often have to absorb the expense 
ourselves—which seriously affect our earnings—and our firms likewise are 
affected, the damage goes beyond this. 

The cost of doing business today has increased to the extent that the many 
facturer, who must absorb this increase within his selling cost, must inevitably 
pass this increase on to the ultimate consumer, the public at large. Such in 
creases, therefore, make a direct contribution to increased costs of living and t. 
inflation. The total increases in the cost of travel today—the rises in hote! 
transportation, and communication rates, plus the local, State, or Federal taxes 
imposed on all three, plus the generally increased cost of living expenses on tly 
road is making the cost of doing business prohibitive for a majority of traveling 
salesmen and their firms. 

In the absence of rent control, the runaway rate of increase for transient 
hotel accommodations may well become even higher than it is at present—as i! 
would undoubtedly become for private occupancy were these latter to be de 
controlled. 

We respectfully wish to direct the attention of this committee to the fact 
that there is substantially no hotel building going on at the present time. This 
means that the hotel business is even less competitive than that of private hous 
ing: while the problem of hotel occupancy, especially in cities that are th: 
centers of business and industry, is comparably just as acute as with that of 
private homes and dwellings. 

While we are told that the difficulty in attaining hotel reservations is leveling 
off, one has only to query the average traveling salesman to discover that there 
is no appreciable easing of his problem of assuring advance hotel reservations 
throughout the principal cities of the United States. 

It is our carefully considered conclusion, based upon our knowledge of existing 
conditions, that decontrol of hotels was effected before normal competitive con 
ditions could establish normal and adequate controls over the rates for transient 
and commercial occupancy of hotel accommodations. 

We, therefore, ask this committee to report out favorably the reestablishment 
of control over transient hotels in order that relief may be afforded the traveling 
salesmen dependent upon these accommodations for their means of earning 
their livelihoods. This does not mean that national council opposes justifiall 
increases in hotel rates, but we maintain that without control, hotel rates hav 
risen sharply and may well continue to rise beyond anything justifiable in rela 
tionship to the increased costs of hotel operation. 

B. There is an urgent need for this Congress to make clear by a declaration 0: 
if necessary by an amendment, that the Defense Production Act authorizes th: 
inclusion in the regulations relating to wage and salary controls necessary safe 
guard against unjustified and indiscriminate decreases in wages and earnings 
similar to the authority established by Congress in World War II. 

The National Council of Salesmen’s Organizations, Inc., construed the pur 
pose and intent of Congress in passing the Defense Production Act of 1950 
as amended, and in particular title 4 thereof, to stabilize our economy so as t 
avoid the inequities and dislocations caused by the defense program. We en 
deavyored to urge upon the Salary Stabilization Board our position that thi 
wholesale salesmen in a time of growing shortages of civilian goods can becon 
and from experience we know actually do become, in some instances, the object 
of a few short-sighted employers achieving profits at their expense and thereby 
in effect, these employers are profiteering in a wartime economy contrary to thi 
expressed intent of Congress in authorizing the stabilization program to prevent 
such wartime profiteering. 

We contended that experience has proved that in a wartime market thes: 
few employers resort to the following types of employment practices with refe' 
ence to commission salesmen which have no economic justification in the vis! 
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majority of cases other than to enhance the employer's profit position at the 
expense of the sales staff. 

1. Indiscriminate reductions in commission rates, curtailment of territory, 
changing of salesmen’s accounts to house accounts, hiring of salesmen at 
lower rates than previously paid for same territory, charging salesmen for 
displays, advertising, promotion, et al. 

2. Shifting of pattern of payment, i. e. from commission to salary or vice 
versa. 

3. Unfair and unnecessary withholding of available merchandise from 
salesmen. 

Our arguments that when Congress used the term “stabilize” wages and 
salaries, it meant just that and that under certain circumstances true stabiliza- 
tion must include deflationary safeguards as well as inflationary prohibitions, 
were met by the Salary Stabilization Board with the answer that they did not 
elieve they had the authority under the Defense Production Act of 1950 to 
prevent decreases in earnings through such employment practices as described 
above. Consequently, although it is still our position that Congress never in- 
tended stabilization of earnings to be a one-way street, we are requesting your 
committee to clarify the power to issue regulations relating to the control of 
vages and salaries as presently set forth in section 402 of the act. 

The prohibition of employment practices outlined above will not in any way 
harm or hinder employers in the conduct of business in accordance with the most 
efficient principles of good management. National council recognizes that there 
may very well be instances when there must be changes in the sales practices by 
employers due to economie conditions beyond their control. In such instances 
where there are bona fide reasons the Salary Stabilization Board could merely 
require a report to be filed stating such reasons so that they could be reviewed and 
hona fides could be determined. On the other hand, such a requirement would 
have a most salutary effect on those few selfish employers who may seek to utilize 
such unfair practices contrary to the basic stabilization intent of title 4 of the act. 

The National Council of Salesmen’s Organizations, Inc., therefore urges that 
Congress either by declaration or by an appropriate amendment to section 402 
of the act, make clear that it authorizes the President to issue regulations not 
only prohibiting increases in wages and salary where necessary in the interest of 
stabilization, but also the power to include in such regulations safeguards against 

discriminate and unjustifiable cuts in the earnings of employees. Certainly 
usofar as commission salesmen are concerned, the effect of authorizing the 
nclusion of such safeguards in the regulations governing the earnings of outside 

ilesmen would achieve the effect of stabilizing the cost of living of over a million 
nployed salesmen who otherwise may be subject to manipulation and other dis- 
uptive practices resulting from abnormal market conditions of searcities. Fur- 
hermore, such safeguards would be entirely in accord with the express language 

section 401 of the act “to protect consumers, wage earners, investors, and 
ersons with relatively fixed or limited income from the undue impairment of 
heir living standards.” 


To further high light the necessity of empowering the wage and salary stabiliza- 


administrators to protect the wholesale commission salesmen in the manner 
described above, the national council would like to point out that what is needed 
for the wholesale salesmen is something akin to the Capehart amendment which 
permits management to reflect in their ceiling prices the increased costs of their 
product. The salesmen likewise had sharp increases in their costs of selling for 
vhich no provision has been made in the stabilization regulations. The empow- 
ering of the President to include in the stabilization regulations safeguards 
against the practices which we reiterate have no economic justification, would be 
a step in the direction of assuring the wholesale salesmen of America that they 
are not the forgotten employee group. 

We are indeed confident that a realistic appraisal of the wholesale salesmen’s 
position in the economic lfe of our country by your committee will result in 
positive action being taken at this time when the Defense Production Act of 1950 
s being reevaluated, to alleviate the dire economic plight in which the wholesale 
salesmen find themselves due to the continuing sharp rise in the costs of selling 
their merchandise and on the other hand the lack of adequate protection under 
the act as interpreted by the administration from those disruptive practices which 
result from abnormal market conditions and scarcities. 
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BRiEF SUBMITTED BY NATIONAL COUNCIL OF SALESMEN’S ORGANIZATIONS, Inc. 
PRELIMINARY STATEMENT 


Twenty-seven representative wholesale salesmmen’s organizations join in this 
brief. 

This brief is respectfully submitted by the National Council of Salesman’s 
Organizations, Inc. (hereinafter referred to as the national council), the nations 
parent body representing the organizations of wholesale salestuen listed below, 
and constitutes the views and recommendations of the national council and these 
constituent salesmen trade groups to the Salary Stabilization Board (hereinafte: 
referred to us the Board), in connection with the drafting of a regulation by the 
Board, governing the earnings of salesmen : 


MEMBER ORGANIZATIONS 
Associated Millinery Men 

Fabric Salesmen’s Association of Boston, Inc. 
Infants’ and Children’s Wear Salesmen’s Guild, Ine. 
National Handbag and Accessories Salesmen’s Association 
New York Corset Club 

New York-Penn-Ohio Travelers Association, Inc 
Philadelphia Textile Salesmen’s Association 
Southern Travelers’ Association, Ine. 

The Far Western Travelers Association, Inc 

The Piece Goods Salesmen’s Association, Inc. 

Toy Knights of America 

Underwear-Negligee Associates, Inc. 

Work Clothes and Sportswear Salesmen’s Club 
Wash Frock Salesmen’s Association, Inc. 

In addition to representing the above member groups, national council has 
received specific authorization to appear for and submit this brief on behalf of 
the following unaffiliated salesmen’s clubs and associations who endorse and 
support the position taken herein by national council and its affiliates : 

Luggage and Leather Goods Salesmen’s Association of America 
Women’s Apparel Club of New York 
‘ment Salesmen’s Guild of New York, Inc 
tlantic Commercial Travelers Association, Ine 
ven'’s Apparel Club of New England 
England Lingerie and Negligee Association 
al New York Paint and Allied Trade Salesmen’s Association 
Inmpshire Trade and Paint Salesmen’s Association 
\pparel Guild of Wholesale Salesmen 
ure Mannfacturers Representatives of New Jersey 


en's Club of Chicago 


urniture Satesmen’s Association 
Salestnen’s Association 
fself with the interests of the 1.000.000 acholesale sales) 
a 


ale salesmen are those who sell their et ple vers’ products at wholesale 


hy the purchasers, as distinguished from those who sell at. retai 
‘ 


to purcha 


rs. This group of salesmen are also referred to as outside 
\ccording to a survey conducted by Harvard University in 1951 fo 
al Sales Executives, Ine. it is estimated that there are about 
re of these wholesale or outside salesmen employed by the Nation's 
‘prises This survey characterizes these salesmen as follows 
ntain the flow of commodities to customers | \ supply ing the essent 
Lof personal contacts between producers and buvers. In addition, they create 
cdenand through the selling process, reaching buyers all over the country 
potential need for products, stimulating desire for these products, and pe r 
ding prespective buyers to make the compromises in desired characteristics 
of products and services that permit standardization and mass production by 
the Nation’s efficient manufacturing facilities * *. Compensation of these 
salesmen constitutes a problem of social and economic importance.” 


re ap? from the provisions of the Fair Labor Ntandards Act 


the problems of the wholesale or outside salesmen it is esse! 


I 
pursuant to section 213 of the Fair Labor Standart 
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Act, an employee in the capacity of outside salesman is exempt from the provi- 
sions of sections 206 and 207 of title 29 of the act, which sets up standards of 
minimum Wages and maximum hours, respectively. 

Under section 541.5 of the Rules and Regulations implementing the Fair Labor 
Standards Act, the Wage and Hour Administrator has defined outside salesmen 
as follows: 

“The term employee employed in the capacity of outside salesman shall mean 
any employee 

“A. Who is employed for the purpose of and who is customarily and 
regularly engaged away from his employer's place or places of 
“1. Making sales * * *: 01 


business in 


Obtaining orders or contracts for use of facilities for which a 

consideration Will be paid by the client or customer, and 

“B. Whose hours of work of the same nature as that performed by non 
exempt employees do not exceed 20 percent of the number of hours worked 
in the workweek by such nonexempt employees: Provided, That work per 
formed incidental to and in conjunction with the employees’ own outside 
sales or solicitations, including incidental deliveries and collections, shall 
not he regarded as nonexempt work.” 
position of the national council, advanced in this brief, was endorsed unani 


mously by organizations present at informal conference in’ Washington, 
"y 


August 7, and does not urge treatment by the board of salesmen different 
than that accorded to other employee groups 


The position of the national council, and those salesmen’s groups who join 
with it on this brief, was aptly expressed by one of the national council's spokes 
nen at the informal conference of salesmen’s organizations convened in Wash 


i 
ington, DD. C., on August 7, 1951. This spokesinan stated: 
“Wholesale salesmen don’t want to be treated any differently than any other 
employee group. We don’t want anything we now have to be 


taken away from 
is unfairly. 


In other words, with respect to permissive increases in the rate of 
earnings by wholesale salesmen we are desirous of being given the same con 
sideration as will be given to other employee groups. — \ 


e do feel, however, that 
f the Wholesale salesmen of America are to | 


e kept on a par with other em 
oyee groups, certain safeguards must be included in the r 
e issued governing them, which will prohibit the 
ployment practices, which from experience, we 
eller’s market, and which have the effect 


vulation, which will 

use of certain d sruptive em 

know, spring up in a wartime 

of depressing unfairly the standard 
vy of wholesale salesimen 

The substance of the above statement was endorsed 


esinen group present at the informal conference in W 


whan 
ashing 
} hiole 


vale salesmen do not seck crcmption from salary 


The organizations represented by national council are repres itive sales 
nen in their respective industries. These 
neaning of the Fair Labor Standards Act, although exempt from » minimum 
wage and maximum hours thereof, are included as employees in t overage of 
he Social Security Act, meet every test of an employee 
to supervision and direction in most 


silesmen are eniy t Within the 


in that they are subject 
instances by one employer id in 

f multiline salesmen, by more than one employer, and are definitely recognized 
as elnployees by management and Government alike. 
It is true that these representative wholesale 


Lie Cust 


salesmen have certain special 
problems in connection with earning their livelihood not faced by other employee 
croups within the jurisdiction of the Salary Stabilization Board However, the 
existence of these problems, peculiar to the wholesale salesman, does not and 
hould not call for exemption from the purview of the salary stabilization pro 
tram. To request such exemption because these problems do exist, is akin, in 
pinion of national council, to killing the patient to cure the disease 
Moreover, by asking for exemption, salesmen would in effect be requesting 
that they be accorded a special privilege not given to other employees. National 
council desires to reiterate unmistakably its position that wholesale salesmen 
desire to cooperate with the Government in the salary stabilization program 
is part of the over-all defense mobilization effort. At the same time, it requests 
the Government, acting through the Board, to take cognizance of these problems 
hich they especially face. 
The Board is urged to note the distinction between the averags 


t ruge wholesale 
suesman, with whom this brief is concerned, and those who may be independent 


NHSDTS 2 


2—pt. 1 4) 
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sales agents or independent exhibitors. It is respectfully submitted that this 
latter group constitutes only a small number of the million or more wholesa! 
salesmen; any application for exemption from salary or earnings controls b) 
this group should not be confused with the position of the wholesale salesman 
employee for whom national council has the privilege of appearing on this briet 


National council urges Board adopt fair formula in connection with permissive 
increases in commission rates 


In line with the established and announced policy of the Wage Stabilization 
Board to reflect, in its regulations controlling wages, cost-of-living fluctuations 
national council urges the Salary Stabilization Board, likewise, in issuing thy 
salesmen’s regulation, to adopt a fair and equitable formula with respect | 
permissive increases in the rate of commission earnings to reflect not alone t!y 
higher cost of living generally, but also the substantial increases in the cost 
of selling which wholesale salesmen are required to pay out of their commissio 
earnings. 

However, wholesale salesmen, as distinguished from other employee groups 
are not in a position in a wartime seller’s market, with all its implications of 
searcity of civilian goods, either to demand or receive from management highe: 
rates of commissions to compensate for these cost increases in selling thei: 
employer’s goods. Realistically, the wholesale salesman’s problem is to keep 
on an even keel, and to avoid losses as a result of some few short-sighted em 
ployers resorting to devious practices for other than bona fide reasons, whic! 
decrease normal earnings below that required for a decent standard of living 
Consequently, national council submits that the inclusion of certain safeguards 
in the salesmen’s regulations against such unfair practices, is of the essenc 
and is inherent in any consideration of a fair salary control program affecting 
salesmen. 


Types of practices against which safeguards are requested 


At the Washington informal conference there was unanimous agreement that 
salesmen needed safeguards in the salary stabilization regulation against suc! 
practices as the following: 

1. Indiscriminate reductions in commission rates, curtailment of territory 
changing of salesmen’s accounts to house accounts, hiring of salesmen at lower 
rates than previously paid for same territory, charging salesmen for displays 
advertising, promotion, et al. 

2. Shifting of pattern of payment; i. e.. from commission to salary or vice vers: 

3. Unfair and unnecessary withholding of available merchandise fron 
salesmen. 

The prohibition of such practices will not in any way harm or hinder employers 
in the conduct of business in accordance with the most efficient principles of good 
management. All that is being sought is that whenever a change is contemplated 
in an employment practice affecting a salesman such change should be subjected 
to review by the Salary Stabilization Board to determine whether there is a bor 
fide reason for it. Certainly no fair-minded or progressive emplover could object 
to such a requirement. The very existence of such a requriement would inure 
to the benefit and stabilization of earnings of the million or more wholesal 
salemen by having a salutary effect on those few short-sighted employers wh 
might otherwise be prone to adopt these practices to enhance their profit positio: 

Point 1—The wholesale salesman is faced with a veritable economic crisis 
due to his having suffered extremely substantial increases in the cost of doing 
business which in most instances has to be absorbed entirely out of commissions 
earned, and due to the fact that he has not enjoyed any compensating increas 
in earnings because of the decrease in the number of units sold. 

According to the most reliable statistics, approximately 70 percent of thi 
million or more outside salesmen employed in the United States are on a straight 
commission basis; i. e., they earn their livelihood entirely from commissions 01 
goods sold, do not receive any salary, and are required to pay their own traveling 
hotel, showroom, food, railroad, entertainment, and other expenses of selling. out 
of their gross commissions. 

The Harvard survey of salesmen’s compensation. referred to hereinabov 
indicated that the earnings of outside salesmen average about $5,400 per sales 
man. while travel and business expenses are approximately between $1,300 and 
$1.500 per year. 

National Council has compiled its own statistics from its member groups whi 
indicate that the expenses of selling incurred by the average wholesale salesn 
run from 3314 percent to 40 percent of his gross commission earnings. Attach 
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to this brief as an appendix exhibit is a leter submitted by a salesman whose 
reputation for integrity and honesty in his particular trade is recognized by both 
management and sales colleagues alike. In this statement, the salesman, who 
may be considered typical, reveals a comparison of his expenses in 1951 as against 
the period 1946-47. These figures, open to verification, indicate an increase of 
approximately 30 percent since 1946-47 without any compensating increase in 
doliar earnings. 

While it is true that the gross dollar sales of salesmen has increased due to the 
increase in the price of goods, the number of units sold by salesmen has decreased ; 
it is expected that with the growing shortage of civilian goods there will be still 
further decreases in the number of units sold, so that to the average wholesale 
salesman there has been no compensating increase in net dollar earnings; on the 
contrary his net dollar earnings have decreased. And when with this we consider 
the relationship of the salesman’s net earnings to real buying dollars, that is, to 
the cost of living, his true earnings have lagged far behind other employee groups. 
Moreover, due to the nature of their position in the framework of business, few 
t uny wholesale salesmen have received or can be expected to receive any fringe 
henefits which other employees have received; even under present conditions 
with the allowability by the Government of tandem increases, the average whole- 
sule salesman cannot be expected to receive such tandem benefits, as other 
employees will receive. 

It should be remembered in this regard that the salesman has no recourse or 
remedy against apy reduction in earnings under the Fair Labor Standards Act, 
since his exemption thereunder is an absolute one. Other employee groups within 
the jurisdiction of the Salary Stabilization Board, even in the case of those who 
ure exempt directly from the Fair Labor Standards Act, have some degree of 
protection in that such exemption is not absolute; i.e., e.g., there is a minimum 
earnings test for professional, administrative, and executive employees before 
they become exempt from the minimum wage and maximum hours provisions of 
the Fair Labor Standards Act. In the case of outside salesmen, there is no floor 
ind both legally and economically, anything goes. , 

In summary, the Salary Stabilization Board is faced squarely with the proposi- 
tion that one of the important employee groups within its jurisdiction is in grave 
dunger of having its standard of living seriously impaired as a result of the ap 
proximately 30-percent increase in the cost of doing business which this group, 
the wholesale salesmen, has had to absorb out of their unchanged dollar commis- 
sion earnings Since 1946-47; that of the million or more wholesale salesmen ap- 
proximately 70 percent are on a straight commission basis and must absorb the 
increased cost of doing business out of Such commission earnings; and that this 
sroup has had no compensating increase in dollar earnings due to the falling off 

f the number of units available to them for sale. 

Under these circumstances, it is respectfully submitted that it is the intent of 
the stabilization program, as authorized by the Defense Production Act, at least 
to make certain in the salary stabilization regulation that there are no further 

nnecessary inroads made on the earnings of the wholesale salesmen. 

Point 2. There is a resultant need for regulatory action by the Salary Stabili 
ation Board to adopt such provisions in its regulation affecting salesmen as 
vill truly stabilize the earnings of this group. 

It is respectfully submitted that it was the purpose and intent of Congress 
i passing the Defense Production Act of 1950, as amended, to stabilize our econ- 
ny so as to avoid the inequities and dislocations caused by the defense pro- 
gram and the resulting absorption by Government, directly and indirectly, of so 
urge a part of production. As pointed out in Point I above, the term disloca- 
tion as applied to the wholesale salesmen is an understatement. The salesman 
na time of growing shortages of civilian goods and the existence of a seller's 
iarket, has become and can become further the object of some unscrupulous 
employers achieving profits at the expense of the salesman and thereby in effect 
profiteering in the wartime economy contrary to the expressed purpose of Con- 
gress in authorizing the stabilization program to prevent such “wartime profi- 
eering.” 

the Board’s attention is directed to the fact that ceiling prices have been 
ilculated and established on the basis of certain economic facts prevailing at a 
civen time; that if the Board does not undertake in its regulation to prohibit 
ertain devious practices which reduce the earnings of salesmen without bona 
ide reason, then it is altogether probable and indicated by experience in World 
War II, that when the seller’s market becomes even more prevalent, some em- 
vlovyers may resort to such practices not in the interest of efficient operations but 
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solely to achieve greater profits at the expense of the salesman. Such practic 
are disruptive of our economy, and should be met courageously by the Board 

We respectfully submit that to permit a pass-through of sales Costs in cx 
culating selling prices and at the same time not to prohibit subsequent disruptiy 
employment practices—such as curtailment of territory, changing salesman’s x 
counts to house accounts, charging salesmen fer displays, shifting from coi 
mission basis to salary, unfair withholding of allotments to salesmen, ete.—woul: 
open the door to the abuses of profiteering which would, as indicated, be frus 
trating one of the major reasons for the program of wage and price controls 

Point 3. The regulatory action urged woud include the prohibition of 
the disruptive employment practices rererred to herein resorted to in a seller's 
market for other than bona fide reasons. 

National council wishes to reiterate its position that no fair or fairminded 
employer would be hurt or hindered in the eflicient operations of his business 
by the inclusion in the salesmen’s regulation of prohibitions against the practices 
referred to hereinbefore which result in the salestuan receiving decreased earn 
ings. We recognize that for most employers no laws or regulations governing 
their relationship to their employees are required. But, as in the case ot 
all regulatory action, safeguards must be included against the minority who 
spring to take advantage of the momentary situation which leads them to be 
lieve that they can save the expenses of a salesman or cut those expenses b) 
resorting to any number of devices which have that effect. 

National council recognizes that there may very well be instances where ther 
must be changes in sales practices by an employer due to economic conditions 
beyond their control. In such instances where there are such bona fide reasous 
the employer would merely have to file a report stating such reasons so that 
the Salary Stabilization Board could review and determine the bona fides. On 
the other hand, such a requirement will have a salutary e:_ect on those few selfish 
eluployers who may seek to utilize such unfair practices. 

Point 4. Such regulatory action to prevent further undue depression of 
sulesinen’s earnimgs lias a sound legal basis. 

Attention of the national council was called at the Washington informal con 
ference by counsel to the Doard that in his opinion there was a distinction be 
tween the underlying legislation of 1.42 and that of 1.950 with regard to providing 
the legal basis for the Board's taking action to prevent undue and unnecessary 
cuts ih salesiviells earhbihes. 

li is respectfully submitted that a comparative study of the Economic Stabiliza 
tien Act of 1942, as amended, with the Defense Production Act of 150, as 
nimended, demonstrates that there is no basic dilierence in the intent of Congres, 
us expressed in both these stabilization acts with respect to the objectives 

ht to be achieved. 
lof the 1942 act authorized the issuance “of a general order stabilizi 
. Wages and salaries affecting the cost of living: and except as otherwis 


this act, such stabilization shall so far as practicable be on the 
basis of the levels which existed on September 15, 1942. 

Section Sb of the 1942 act provided: “Nothing in this act shall be construed to 
prevent the reduction by any private employer of the salary of any of his en 
plovees which is at the rate of 85,000 or more per aunum.” By inference it was 
construed that authority was granted to prevent the reduction of salaries unde 
35.000 per annum 

in the Defense Production Act of 1950 we find no specitic mention of the prob 
lem of reduction of Wages and salaries as Was mentioned in 1942. Howeve 
With the exception of this difference it is submitted that the Defense Productior 
Act of 1950, as amended, carries with it the same intent, expressed in even mort 
clear language, to effect a true stabilization of our economy, and that from the 
language employed in title 1V of the 1950 act dealing with price and wage stabi 
ization, it is clear that it was the intent of Congress to grant suflicient authorit) 
to achieve the same purposes as was intended to be achieved in the 1942 emergency 

Section 401 of the 1950 act reads in part as follows: 

“It is the intent of Congress to provide authority necessary to achieve the 
following purposes in order to promote the national defense. * * * To sta 
blize the cost of living for workers and other consumers. * * * To eliminate 
and prevent profiteering, hoarding, manipulation, speculation and other disrup 
tive practices, resulting from abnormal market conditions and scareities ; to pr 
tect consumers, wage earners, investors and persons with relatively fixed © 
limited incomes from the undue impairment of their living standards; to prevent 
economic disturbances, labor disputes, interferences with the effective mobiliza 








DEFENSE PRODUCTION ACT AMENDMENTS OF 1952 623 


tion of national resources, and impairment of national unity and morale: to 
assist in maintaining a reasonable balance between purchasing power and the 
supply of Consumer goods and services.” 

Section 402b of the act provides authority to establish 

“Regulations and orders establishing a ceiling or ceilings on the price, rental, 
commissions, margin rate, fees, and at the same time shall issue regulations and 
orders stabilizing wages, salaries and other compensation in accordance with the 
provisions of this subsection.” 

Section 402e of the act further provides in the last sentence thereof: 

“The President in establishing and adjusting ceilings with respect to materials 
and serviees, and in stabilizing and adjusting wages, salaries and other compen 
sation, Shall-make such adjustments as he deems necessary to prevent or correct 
hardships or inequities.” 

It is respectfully submitted that the inclusion of safeguards in the salesmen’s 
regulation such as advocated herein, certainly would achieve the effect of stabiliz 
ng the cost of living of over a million employed salesmen who otherwise will be 
subject to the manipulation and “other disruptive practices” resulting from ab 
normal market conditions or scarcities. Furthermore, such safeguards would be 
entirely in line with the expressed language in section 401 quoted above, “To 
protect consumers, wage earners, investors and persons with relatively fixed or 
limited incomes from the undue impairment of their living standards.” 

The Chairman of the Salary Stabilization Board and other officials at informal 
conference stated that they conceived the function of the Board to be “to main 
tain a balance between earnings and the cost of living.” That, of course, was 
the intent of Congress in providing authority to the Board to stabilize salaries 
and other earnings. We submit that the Board has the inherent power in 
carrying out its stabilization functions to make provision against indiscriminate 
and unnecessary cutting of earnings which throw the cost of living out of 
balance with the earnings of this important employee group. We submit further 
that to permit an unscrupulous employer to indulge in unnecessary practices of 
cutting the earnings of a group of employees whose income is fixed and who 
do not receive the benefits which accrue to other employee groups in wartime 
emergencies would be an avoidance of the responsibilities placed upon the Board 
by Congress. 

We furthermore believe that the use of the word “stabilize” in the Def 


nse 
Production Act with respect to wages as against the use of the word 


“ceilings” 
in connection with the authority to fix prices is legally significant A study 
of the hearings before the House and Senate committees in connection with the 
enactment of the Defense Production Act of 1950 bears out the fact that the 
word “stabilize” was purposely used in contradistincetion to the word ceiling 
it was intended that there should be no absolute fixity with regard to wages and 
salaries. We understand that for the most part this flexibility was contemplated 
to be used in connection with allowable increases in earnings to meet increases 
in the cost of living. But, on the other hand, there is absolutely nothing i: 
the act or in the testimony before the House and Senate committees which would 
indicate that in an appropriate situation such as is indicated in the case of 
salesmen, there should be a denial of authority to fix a reasonable standard 
below which employers could not go without having a provable bona fide reason 

We submit further that this language of the last sentence of section 402e of the 
Defense Production Act in directing that “In stabilizing and adjusting wages, 
salaries, and other compensation” there shall be “such adjustments as are deemed 
necessary to prevent or correct hardships or inequities” is again applicable to 
the position urged herein by National Council. 

We do not know what further authority is required than the language con 
tained in sections 401 and 402 as above-quoted to give the Board the legal basis 
to prevent indiscriminate cutting of salesmen’s earnings throngh devious dis- 
ruptive employment practices. 

Certainly, we recognize that for the great majority of employees in the economy, 
the major problem faced by the Board is that of setting up inflationary bars 
But as we have endeavored to point out, the wholesale salesmen as an employee 
croup is unfortunately in a different situation because of the abnormal market 
conditions and scarcities, and that in order to stabilize and maintain his standard 
of living and to keep his earnings in balance with the cost of living, certain 
deflationary safeguards must be considered by the Board 

Failure to include in the salesmen’s regulation the safeguards urged herein 
would be tantamount to stating that the Board has no authority to prevent or 


Ss. ns 
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correct hardships and inequities when as a matter of clear language it has bee: 
given such authority by delegation from the President in section 402 of the act. 

We respectfully submit that the provisions the national council has requesie: 
be included in the regulation, are reasonable and necessary to carry out th: 
intent of Congress in stabilizing the cost of living, to eliminate and preven: 
profiteering and other disruptive practices resulting from abnormal marke‘ 
conditions or scarcities and to protect this group of employees from the und 
impairment of their living standards, and will also prevent economic distur) 
ances, labor disputes, and impairment of national unity and morale, all in tly 
interests of a more stable national economy. 


CONCLUSION 


The salesmen of America are traditionally men of pride in their professic 
who do not seek subsidization or privileged protection. They are content 
carry on in their chosen field of work of distributing the goods of our factorie 
to the far corners of these United States without asking any praise or sympathy) 
for their position. What they do request in plain, down to earth language i: 
“an even break” so that they may be able to stand up against these severe eco 
nomic dislocations and inequities forced upon them by the abnormal mark: 
conditions and scarcities resulting from the defense effort. These men, as 
recognized, play a vital part in the growth and development of our industria 
life. The safeguards urged against indiscriminate and unnecessary cutting o! 
their earnings are reasonable and fair and are required because of their particu 
lar vulnerability in a seller’s market. Even with these safeguards wholesale 
salesmen will be in a difficult economic position in the present emergency, but 
they do not seek or expect that the Government can change the basic economi: 
condition and/or their position in relation thereto. All that the wholesale 
salesmen do seek is that the Government take cognizance of their special pro! 
lems and provide the necessary safeguards in the salary stabilization regulatio: 
which will at least protect them from more serious impairment of their standards 
of living and from placing them in a position economically inferior to othe: 
employee groups. 


APPENDIX TO Eritr SUBMITTED BY THE NATIONAL COUNCIL OF SALESMEN's 
ORGANIZATIONS, INc., TO THE SALary STABILIZATION BoARD, WASHINGTON 
D>. C. 


STATEMENT OF A REPRESENTATIVE SALESMAN WITH REGARD TO EXPENSES 0} 
SELLING * 
AUGUST 17, 1951 

GENTLEMEN: I have been a road salesman since 1920. IL am with my presen! 
firm since late 1989. I will try to compile a few facts regarding traveling 
costs and their rise in the past few years. On looking over my records I find 
I paid $5.50 for a room in the Palmer House in 1946 that is now a $10.50 roo 
Similarly the room I now use is $12.50 as against $6.60 at that time. Smaller 
cities are a bit worse. Where $5 was once a top price in towns such as Mans 
field, Ohio, South Bend, Ind., or Peoria, LIL, the cheapest buy today is at leas! 
$10. Tipping has advanced, all out of bounds. While voluntary it is still a 
polite form of blackmail and compulsion. The porter who brings trunks vo! 
sulple bags to your room once considered 50 to 75 cents a good tip. Just 3 yeurs 
ago $1.25 was my average tip. Now it is $2.50 to $3 for a room setup; racks 
tables, ete. Hotels now in some instances charge 35 cents per sheet for samplt 
sheet use. This is extra and above the room charge. They were always fre 
before the last year or two. Some men need as many as 12 to 24 sheets for a 
set up. Hotel phone has naturally increased—from 10 cents to now approxi 
mately 16 to 18 cents for local calls. Check out hours 3 p. m. or extra-day charge 
They will allow till 5 p.m. This curtails the business day or entails payment 
for an extra day. The sample-room man pays for the night before he starts to 
work and/or the night he leaves but does not sleep there. 


The name of the signer of the above letter has been omitted but is available and w 
be made public by request. The signor is a salesman of outstanding reputation and sta! 
ing, and is president of the salesmen’s association in his particular trade. 
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FARES 
No more need be stated than Chicago to NYC: 


Roomette formerly $9.75 plus $1.46 tax__________ $11. 21 
I eee detebalaes 7 ; 14. 3S 
Fare round trip, formerly : s . : ; eer eas 73. 31 


Mare rogue trio, now... ....-. _..._...- ions si j . 84.64 


Excess baggage in proportion to rail rates. 

Also the charge for delivery of baggage from railroad station to hotel and 
hotel to depot has gone up just the past 2 years from approximately $1.25 to $2 
per trunk. 

It is needless to write of rise in meal prices. These have doubled in a short 
space of time. Entertaining which all salesmen do to some extent or other 
has become almost prohibitive and yet is still a necessity. To summarize this 
briefly: My weekly spending just 2 or 3 years ago was all inclusive about $175 
per week tops. Today it has risen to a little over $300 per week. And due to 
business conditions | find myself on the road approximately 3 or 4 weeks more 
than before. The rise in the cost of merchandise and the subsequent rise in the 
amount of my commissions is dissipated by the fact that we sell less units and 
that traveling has become so horribly expensive. But travel we must because 
that is the way we distribute the goods and keep our factory wheels moving 

Without the salesmen this concern would not be able to keep their plants in 
Burlington, Vt., Trenton, N. J.. Brooklyn, and Manhattan, working 

We salesmen are truly the forgotten men of America 

Very truly yours, 


The Cuarrman. The meeting will stand in recess until 10:30 in the 
morning. 

(Whereupon, at 4 p. m., the committee recessed, to reconvene at 
10:30 a.m., Thursday, March 13, 1952.) 
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THURSDAY, MARCH 13, 1952 


UNITED STATES SENATE, 
CoMMITTEE ON BANKING AND CURRENCY, 
Wash ington, PM). 

The committee met, pursuant to recess, at 10:30 a. m., in room 301, 
Senate Office Building, Senator Burnet R. Maybank (chairman) pre- 
siding. 

Present: Senators Maybank, Robertson, Sparkman, Frear, Doug- 
las, Moody, Capehart, Bricker, Schoeppel, and Dirksen. 

The CuarrMan. The meeting will come to order. 

Mr. Green, will you come forward, sir. 

The National Institute of Municipal Law Officers asked that their 
statement just be filed for the record, and without objection that will 
he done. 


(The statement referred to follows:) 


STATEMENT OF NATIONAL INSTITUTE OF MUNICIPAL LAW OFFICERS, THOMAS N. 
LIpDISON, PRESIDEN 


Mr. Chairman and members of the committee, this statement is presented 
on behalf of the National Institute of Municipal Law Officers. 

I appear here today to support S. 2722, a bill to amend the Defense Produc 
tion Act of 1950 which would eliminate any doubt but that the Congress has 
ntended to exempt from price control charges made by State and municipal gov- 
ernmental agencies. 

With the committee's permission we would like to submit for the record the 
resolution of the National Institute of Municipal Law Officers adopted at its 
last annual conference on this subject. 

The National Institute of Municipal Law Officers is an association of 670 of 
the largest cities located in all the States, acting through the heads of their 
legal departments. We maintain a national headquarters in Washington, D. C., 
which we operate as a national clearing house for municipal legal information 
and from which we send out publications on current developments in the field 
of municipal law. We also carry out extensive research in this field. All our 
services are supported entirely by appropriations from the public funds of munici 
pal corporations. 

AS yon can thus see, we are lawyers for cities, and our presentation to you 
Will relate the legal phases of the issues raised by the refusal of the Office 
of Price Stabilization to recognize and implement the intention of the Con 
cress in the Defense Production Act to exempt from price regulation the charges 
made for municipal utility services, 

The Defense Production Act as originally adopted contained an exemption 
which lawyers for the States and mnnicipaliites thought was ample to express 
the congressional intent to exempt charges for State and municipal services. In 
section 402 (e) (v) the act exempted “rates charged by any common carrier or 
ther public utility.” making, however, adequate provision for the Federal price 
stabilization agencies to appear and present arguments on such proposed price 
nereases, 

The Director of Price Stabilization, however, has interpreted this exemption in 
most peuculiar way. He has ruled that while private corporations performing 
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functions which may be classed as common carrier or utility operations 
exemped by the act, nevertheless the same operations carried on by municipali 
and other public agencies are not within the congressional exemption. This j 
most unusual reversal of the normal. Certainly any interpretation which impute 
to Congress an intent to exempt private operators while regulating State ; 
municipal agencies, is a suspect interpretation, to say the least. 

On behalf of the municipal attorneys of the country, I assert that it is 
improper interpretation. We shall state our reasons shortly. However, we fe 
that it is appropriate to ask the Congress to restate the exemption in clear : 
unmistakable language such as appears in S. 2722 so that local government 
throughout the country, should be spared the necessity of litigating at public » 
pense to establish the congressional intention from the present language whi 
the Office of Price Stabilization choose to interpret against State and municipa 
exemption. 

The difficulties concerning the interpretation of the utility exemption 
the Defense Production Act go back to an identical exemption in the Emergen 
Price Control Act of 1942. Under that act the Office of Price Administration a!s 
chose to add qualifications to the exemption as enacted by Congress. At t! 
time the OPA ruled that no operacr could be deemed a be a common carrie: 
or public utility within the meaning of the congressional exemption unless th: 
operator’s charges were subject to regulatory control by some outside publi: 
agency and unless in addition the operator was what the OPA would class as 
“traditional” public utility. 

These arguments seem to have been discredited in a series of cases, In cases 
it was held that a common carrier was not subject to OPA price control whethe 
or not its rates were subject to outside public regulation. (Dunham & Reid 
Porter, 157 F. 2d 1022 (1946); Fleming vy. Railway Express Agency, 161 F. 2d 
659 (1947): In Re Rice, 165 F. 2d 617 (1947); Fleming vy. Chicago Cartage Co 
160 F. 24 992 (1946) and Bowles y. Wieter, 65 F. Supp. 359 (1946)). And in the 
only case which went to the United States Supreme Court, it was held that the 
OPA requirement of a “traditional” public utility status was not required fo 
exemption. Davies Warehouse Co. vy. Bowles (321 U. S. 144 (1944)). See also 
Farmers’ Gin Co. y. Hayes (54 F. Supp. 47 (1943)). Perhaps the single most 
important factor stressed by the Supreme Court in determing whether a pai 
ticular operation was within the congressional exemption of publie utilities was 
the nature of its classification as such under state law. The Office of Price Stabili 
zation, nevertheless, refuses to accept this criterion. 

Incidentally, we report with some diffidence that the United States Supren: 
Court criticized the lack of decisive intent in the language of the earlier statut 
The Court said: Congress, in omitting to define ‘public utility’ as used in the 
act, left the Administrator and the courts a task of unexpected difficulty.” 

It is to eliminate one of the principal difficulties that we support S. 2722. Th: 
Supreme Court has invited such a clarification and the OPS interpretation makes 
it necessary. 

In our opinion there was never any doubt but that Congress intended to exempt 
publicly owned utilities from Federal price control regardless of the presence or 
absence of any outside regulation of its charges. The act never required outsic 
regulation as a condition for exemption. But if there ever was any doubt, 
would have been dispelled by the history of the proposed amendments of 1951 

The House of Representatives, in its version of the 1951 amendments adopted 
the OPS suggestion and would have incorporated into the act a qualification ot 
the exemption of common carriers and public utilities so that their charges would 
be exempted only if their “proposed increase in any rate or charge is subject t 
eontrol by Federal, State, municipal, or other public regulatory authority ex¢ 
cising jurisdiction to approve or disapprove proposed increases in such rates 
charges,” 

However, after a Nation-wide protest by municipal officials including the 
National Institute of Municipal Law Officers, which we represent, the Senate 
refused to accept this House amendment and the exemption was retained withou! 
this qualification. 

Nor is this all. On the floor of the Senate there appeared on July 27, 1951, 
a colloquy between Senator Knowland, of California, Senator Capehart, of In 
diana, and Senator Maybank, of South Carolina, in which the Senator from Sout! 
Carolina, in charge of the legislation, assured the Senator from California that 
the language of the Defense Production Act as it now stands exempts publicly 
operated utilities regardless of the lack of outside State regulation and pointed 
out that it was to assure the continued exempion of such bodies that he Set 
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conferees refused to accept the so-called Kennedy amendment contained in the 
House bill. 

We have read with interest the discussion which appears in the Congressional] 
Record of February 25, 1952, between Senator Knowland and Senator Schoeppel, 
of Kansas, which discussed much of this hitory of the intention to exempt public 
agencies under the Defense Production Act. We subscribe, on behalf of the 
Nutional Institute of Municipal Law Officers to the Senators’ concern about the 
readiness of certain executive and administrative agencies to frustrate the in 
tention of Congress in such matters. With Senator Schoeppel I say, “The only 
way I know to stop such a practice is for Congress to spell out in detail its intent.” 
\doption of S. 2722 would accomplish that result. 

Since the National Institute of Municipal Law Officers is an association of 
municipal attorneys, we have restricted our remarks to the legal question of statu- 
tory interpretation, but we also feel deeply the reasons of public policy which 
will be expressed by other representatives of public officers here that even apart 
from the necessity of clarifying the congressional intention up to this point, Con- 
gress should avoid Federal control of charges made by State and municipal officers 
for Nahy reasons, 

In the first place, there is no need to superimpose the control of Federal officers 
upon that of local officers since both are servants of the public alike and munici- 
pal officers are as full as OPS officers of the zeal to do the best that can be done in 
the public interest, including avoiding any unnecessary increase in the cost of 
living in their communities. In the second place, there is the argument against 
the duplication of governmental effort at the Federal level addition to the local 
evel involving not only a conflict but additional expenditure of public moneys 
for supervision. In the third place, in many instances the Federal control would 
be futile because it would merely force the municipalities to defray their added 
expenses out of taxes which would contribute as much to increasing the cost 
of living but would supersede the judgment of local officials at the local level 
with the determination of Federal officials who would not have the over-all out 
look. 

If the Office of Price Stabilization does not itself see the fitness of applying 
its limited resources to situations where there is no determination by public 
officials, then apparently Congress must adopt a clarifying amendment such as 
S 9799 


The following is a true copy of a resolution unanimously adopted by the 
National Institute of Municipal Law Officers at its annual conference in New 
York, N. Y., on December 1, 1951: 

“Resolution No. 5: Whereas the Defense Production Act of 1950, as amended, 
exempts from regulation ‘rates charged by any common carrier or public utility,’ 
and 

“Whereas the Office of Price Stabilization of the Federal Government has 
refused to recognize that Congress thereby exempted from Federal regulation 
rates charged for public services rendered by the States, municipalities, and their 
agencies, and has insisted that the exemption, although unqualified in the statute, 
does not apply to rates charged by any publicly-owned common carrier or othe 
public utility unless such charges are subject to regulation by administrative 
gencies other than those charged with the duty of operating such common 
carriers or other public utilities ; and 

‘Whereas said Office of Price Stabilization has attempted to exercise said 
illeged jurisdiction to prevent municipalities from equalizing rates charged for 
terminals, docks, or warehousing facilities with charges for identical services 
rendered by private operators ; and 

‘Whereas the States, municipalities, and their agencies should not be put to 
the expense and delay of litigating with the Office of Price Stabilization the 
interpretation of the unqualified language of the Congress; and 

“Whereas the high purpose of the Congress to prevent undue strains and dis 
locations upon wages, prices, and production or distribution of materials for 

vilian use is also the deep concern of the officers of the States and municipalities, 
nd their agencies to whom is entrusted the duty of establishing fair and rea- 
sonable charges for services rendered by such States, municipalities, and agencies 
as will fulfill such high congressional purpose so that there is not, from the 

int of view of such purpose, any necessity for such regulation by a Federal 
dministrative agency of the charges for services rendered in the case of the 
States, municipalities, and their agencies as is necessary in the case of charges 
made by private persons: Now, therefore, be it 
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“Resolved by the National Institute of Municipal Law Officers assembled 
its sixteenth annual conference in New York on this Ist day of December, 
1951, That this institute urges upon the Congress of the United States the adop 
tion of a clarifying amendment to section 402 (e) (v) of the Defense Product 
Act of 1950, as amended, so that the opening phrase thereof shall be amended 
to read: ‘Rates charged by any common carrier or other public utility and rates 
charged for services (other than in connection with the sale of commoditi« 
supplied directly by the United States, the States, Territories, and possessions 
of the United States, and their political subdivisions and municipalities, t\y 
District of Columbia, and any agency of any of the foregoing’; and be it further 

“Resolved, That there is hereby authorized intervention of other appropriate 
proceeding by and in the name of this institute in any proceding or litigation 
which is pending to support the position that the Defense Production Act of 1950, 
as amended and as now in force, exempts from price stabilization under the sai 
act charges made by the States, municipalities, and agencies for services rendered 
and be it further 

“Resolved, That a copy of this resolution shall be sent to all Members of th 
United States Congress.” 


S. 2722, S2d Cong., 2d sess. ] 
A BILL To amend the Defense Production Act of 1950 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That paragraph (v) of subsection (e) 
section 402 of the Defense Production Act of 1950, as amended, is amended t 
read as follows: 

“(v) Rates charged by any common carrier or other public utility, including 
rates charged by any person subject to the Shipping Act, 1916 (Public Law 260 
Sixty-fourth Congress) us amended: Prorided, That no such common carrier 
or other public utility shall at any time after the President shall have issued 
any stabilization regulations and orders under subsection (b) make any in 
crease in its Charges for property or services sold by it for resale to the public, 
for which application is filed after the date of issuance of such stabilization 
regulations and orders, before the Federal, State, or municipal authority, if any, 
having jurisdiction to consider such increase, unless it first gives thirty days’ 
notice to the President, or such agency as he may designate, and consents to 
the timely intervention by such agency before the Federal, State, or municipal 
authority, if any, having jurisdiction to consider such increase ;” 

Sec. 2. Subsection (e) of section 402 of the Defense Production Act of 1950, 
as amended, is amended by adding at the end thereof the following new para 
graph: 

“(viill) Rates, fees and charges for materials or services supplied directly 
by the United States, the States, Territories, and possessions of the United 
States, and their political subdivisions and municipalties, the District of Colum 
bia, and any agency of any of the foregoing.” 


The Cuarrman. We have a long day ahead of us, Mr. Green. We 
always count on your cooperation. Your statement will be made a 
part of the record, and you may read what part of it you wish, or you 
may highlight it, as vou desire. 

We are glad to have you. 


STATEMENT OF WILLIAM GREEN, PRESIDENT, AMERICAN FEDERA- 
TION OF LABOR, ACCOMPANIED BY PETER HENLE, ASSISTANT 
ECONOMIST, AND JOSEPH D. KEENAN, SECRETARY, BUILDING 
TRADES DEPARTMENT 


Mr. Green. Mr. Chairman and members of the Senate Banking 
and Currency Committee, | am very happy to appear this morning 
and testify on behalf of the American Federation of Labor on 
issue of such grave importance as the extension of the Defense P 
duction Act. 
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I want to make perfectly plain at the outset the chief recommenda- 
tion of my testimony. The American Federation of Labor believes 
that the Congress should enact at this time a stronger, rather than a 
weaker, Defense Production Act. 

We have come to this conclusion very reluctantly. As you know, 
no organization in this country is more devoted to the principles of 
our competitive free enterprise economy than the American Federa 
tion of Labor. We would have vastly preferred To recommend the 
elimination of all the controls legislation in the Defense Production 
\ct. 

Why is it that despite our preference for a free economy, we have 
come here to recommend a stronger controls law’ The answer is 
very simple. The threat of Communist aggression throughout the 
world and the resulting defense effort here at home m tke a | 


Le ective 
ontrols law absolutely imperative. 


? 
vil 


tion, it is very easy to forget that the United States 

i. The Korean conflict Lhe be a small war. but it 

very real one, Every day. American soldiers are eXchanging | 

th the enemy: every day, the casualty lists grow a little longer. 

Even if the present negotiations lead to a real truce in Korea, this 
vill hot end the War. It May mean the end of the shootin 
one peninsula of the Asiatic mainland, but the war agai 
hist ageresion all over the vlobe V ill hot be affected. 

Let me emphasize to vou that the American Federatic 
sactively engaged in this fight against Soviet imperialism 
our full-time representatives im 


Sitting here as we are, some 7.000 miles away. fre 


‘ 


Throug 
Europe anil Asia we are helpins TO 
build the strongest bulwark aeaimst communism, nt 


7 
(ie 
trade-union movement. 


a free indepen 
From our representatives we regularly receive full complete 


reports which keep us informed of current developments throughout 
the world. 


SCT'y ice. 


sre 


In effect. these representatives serve as our intelligence 


the Det hse 


he 


I mention this onlv because in the debate over 


Production Act, vou will hear some optimistic expressions about t 
hances for peace and for reducing the scale of our defense effort l 


1 hus 
t liminating the need for controls. 


I want to say to vou that nothing we have received from our repre 
sentatives abroad would lead us to such an optimistic conclusion. We 
ire firmly convineed that the Soviet rulers, despite occasional protes 
tations to the contrary, view the present conflict as a death battle be 
tween Communist rule and American democracy. 


cumstances, it would be the height of folly 
ouard, 


Under these cir 


‘ for America to relax its 
We must strengthen our defenses and those of the free worl 


not merely in a military way, but economically as well. 
In this fight, the health of our economy is as important as the 
strength of our Armed Forces. It would make no sense if this country 
laced 3.7 million men under arms and undertook a vast rearmament 
program, only to find that Communist forces had scored their biggest 
CtTOry simply by watching the American economy suffer the ravages 
of inflation. 
Up to now, we have avoided this evil. We have avoided it because 
(‘ongress had the foresight to place authority for direct controls 1 


ie original Defense Production Act passed in September 1950 and 
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because these direct controls were utilized after a voluntary progra 
for restraining prices had proved totally inadequate for the job. 

You will be told that these controls have served their purpose a)! 
are no longer needed. I say to you that the people who will be preac! 
ing this gospel have short memories. They forget that the perio 
without controls from June 1950 to January 1951 was a period 
unbridled inflation. 

Let me compare for you the price trends during the 7 months befo, 
controls with the year after controls had been imposed. 


Percent Perce: 

change, chang: 
June 1950 | January 
to January to Feb 
1951 ! 19 


Raw-materials prices +46 
Wholesale prices +17 
Consumer prices TS 


This table shows very clearly that our controls program has be 
relatively successful. 

The CHarmman. I am certainly glad to hear you say that, M: 
Green. 

Mr. Green. Reasonably successful. Instead of increasing 46 pe: 
cent, prices of raw materials have fallen 19 percent. Instead of 
17-percent increase, there is a 3-percent drop in wholesale prices a1 


the rise in consumer prices is only 3 instead of 8 percent. 

The Carman. Largely due to great production, too, not on!) 
on the part of the labor organizations but the farmers who went al! 
out in their effort. Production was a much responsible, I think, 
controls. 

Mr. Green. There are those who would look at these figures a 
say that it is mere coincidence that the trend of prices after contro! 
differs so markedly from the trend of prices before controls. If th 
is so, I say to you that this is the most perfect coincidence on recor 
A far more realistic interpretation of the facts is that price contro 
has had a real effect on the forces of inflation. Of course, no oi 
would argue that it is solely responsible for bringing inflation wid 
control, but certainly it has been the single most important facto 
producing this result. 

In this connection, I want to stress the psychological value of price 
control. When price control was first imposed in January 1951, thi 
by itself did not change the supply of commodities offered for sal: 
or the amount of money available to buy these products. What 
did do, however, was to promote an atmosphere of confidence unde: 
which consumers were less willing to spend and more willing to sa 
and businessmen were less anxious to build up inventories. 

In my opinion, this is extremely important. Available statist: 
show that consumers have been saving at a higher peacetime rate tha: 
ever before. Some of these savings, it is true, are not available 
immediate spending, but instead represent reductions of mortgay 
debt or additional life-insurance policies. However, some additio 
saving does represent money in the bank and is available for spend 
It has not been spent because direct controls have created an atmio- 
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phere of confidence rather than an atmosphere of panic buying. If 
Congress now decides to scuttle the control program, almost ce rtainly 
this ‘atmosphere of confidence would be lost. 

In assessing the need for controls, we must not forget that our de 
fense program is only now moving into high gear. It is clear that 
defense spending w ill increase substantially over the coming 12 months 
even if the President’s budget is reduced. Present plans call for a 
doubling of the rate at which hard goods—tanks, planes, artillery, 
and so forth—will be delivered between the last quarter of 1951 to the 
last quarter of 1952. I suggest that particularly during this coming 

fall we can look for a revival of serious inflationary pressures. 

it is for these reasons that the American Federation of Labor feels 
that a comprehensive, effective anti-inflation program embodied in a 
stronger Defense Production Act is absolutely essential at the present 
time. Let me now discuss in more detail some of the specific issues 
that are involved in the bills now before this committee. 


CAPEHART AMENDMENT 


Phe so-called Capehart amendment has now been law for over 7 
months. Experience during this period fully confirms the objections 
previously expressed by the American Federation of Labor to this 
cost-plus amendment. 

Under this amendment, technically section 402 (d) (4) of the 
Defense Production Act, individual business concerns are permitted to 
apply for price increases based on any and all increases in costs that 
have oceurred between June 1950 and July 26, 1951. This cost-plus 
principle has no place in price-control legislation. Cost-plus runs 
directly counter to the American tradition. American business has 
become what it is today not by raising prices every time costs have 
nereased but by devising new methods and techniques so that prices 
could be lowered, even in the face of rising costs. 

To implement the Capehart amendment, the Office of Price Stabili- 
zation has issued a number of special regulations for manufacturing 
ind processing industries. To date approximately 5,800 applications 
have been filed under these regulations, ie more are being received 

ery day. Undoubtedly this total woulc. be even higher except that 

e extensive paper work involved in completing the official forms has 

ld down the number of applications. 

"Hows ‘ver, the applications that have been filed are concentrated in 

artic wlarly important metal-using sectors of the economy. These 
spplications are self-administering: the increases requested by the 
ne lividual business go into effect after 30 days unless he receives a 

otice to the contrary from the Office of Price Stabilization. 

Senator Carrnartr. Mr. Green, you say they are self-administer- 
ug. They are only self-administering because the OPS themselves 
ruled that they are. There is nothing in the law that requires it. 

Mr. Green. By the ruling of the OPS? 


Senator Caprnartr. By the ruling of the OPS. The law specifi- 
lly says that the President must pass upon them, and : he find any 
costs unreasonable or excessive he can disallow them. I understand 


at OPS has issued a regulation in which they have written a formula 
permitting them to pps some of them into effect if they do not veto 
em within 30 days, but they are not self-administering to the point 
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that the seller himself does it without consulting with the OPS ©; 
the Government. Iam sure you understand that, 

Mr. Henie. The Senator is correct. The only point to add is that 
the OPS states that to review individually all these applications would 
require more staff and facilities than they have available. That is 
why they have to write the regulations this way. 

Senator Carenmarr. They have the right—of course, we went into 
that a couple of days ago. We had a big dispute here. Under the 
old act they consider materials, meaning that they can permit a seller 
to include all of his materials, in a formula whereby he increases 0 
decreases on his total business, but under the Capehart amendment 
they ruled that that was limited to individual materials. That wa 
never the intention, I do not think, of this committee or Congress. | 
think it was intended that materials would be considered the sani 
in one as in the other. But they have taken the narrow viewpoint 
that materials in the Capehart amendment means that we have got 
to pass on each individual item of material, whereas it was the inte 
tion, Lam certain, of the conferees and the Congress that they use thy 
term “materials” the same in the Capehart amendment as they did 
in the old act. 

Senator Moopy. Mr. Green, vou will undoubtedly remember that 
one of the objections raised to the Capehart amendment at the tir 
it was going through and at the time we discussed repealing it was 
that this pon of applications would go into the OPS. TE might point 
out to you, sir, that that was quite generally recognized in the Senate, 
and that was one reason why the Senate voted to drastically revis 
the amendment, with the support of the Senator from Indiana. But 
the House failed to act on it before Congress adjourned, as vou knoy 

Mr. Green. Yes, 

Senator Carrnarr. Would you recommend in fepealing this par 
ticular amendment that any inereases that has been allowed be rel! 
back? You are recommending the repeal of the amendment. My 
question is, If Congress decides to repeal it, would you recommend 
that they roll back all the prices that they have permitted to increase 

Mr. Green. What we had in mind on that, Senator, was that those 
in charge of the administration of the price contre] would deal with 
that subject in accordance with the facts, whatever they are. 

Senator Carenarr. In other words, you would rather have the 
administration write the formula and deal with it than the Congress / 

Mr. Green. Yes. 

Senator CaprHarr. That isthe big argument. 

Mr. Green. And it creates a problem, I know. 

Senator Carenarr. The Congress in the Capehart amendmen 
wrote a formula. I take it your position is that you would prefe 
the OPS to write the regulations rather than the Congress. 

Mr. Green. We will feel that those administering the Price Cor 
trol Act would deal with it judiciously and care fully and in the right 
way. That is the only thing I could see we could do. 

Mr. Hentr. There would be question as to whether a specific for 
mula was desirable to cover such a broad area 

Senator Carrnarr. Would you recommend that the OPS write 
the formula, or a formular that would come before this committee. 
and get it incorporated into the law so that it would have the approva! 
of the Congress ¢ 


J 
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Mr. Hente. We would certainly favor full and comple te coopera- 

on between the OPS and the members of this committee. It is an- 
eeu question, however, whether a specific formula should be written 
nto the law when, for the following 12 months, circumstances might 
arise Which would indicate deviation from a specific formula, 

Senator Carenarr. For example, if we repeal the Capehart amend- 
ment, would you recommend, for example, the automobile industries 
have had the equivalent of about a $300 million increase in their vol- 
me over a period of 1 year? Would you recommend that that be 
rolled back ? 

Mr. Green. I would not make any specific recommendations on 
that. because | am not informed as to what ought to be done. 

Phe effect of these applications is to force — consumers to 
pay higher prices for m: uy of the goods they buy. In his testimony, 
Office of Price Stabilization Administrator Ellis Arnall estimated 
that Capehart adjustments so far have cost the American people 
750 million. Soon this figure will be over $1 billion a year. 

Senator Caprnarr. Not that 1 am objecting to it, but I think we 

night also add there that during that same period wages, income, in 
saasielie increased about $15 billion. I just bring that up as a matter 
ot record. 

Mr. Hente. Senator, I had read the record here when Mr. Arnall 
was testifying, and I noted that you had brought up that point, and 
| wondered—t was checking the figures myself, and | wondered which 
particular figures you had in mind on that $15 billion figure. 

Senator Carenmarr. It was in the Economie Indicator. 

Mr. Green. Did you have in mind all wages? 

Senator Carenarr. It was all wages; yes. 

Mr. Hente. For which period ¢ 

Senator Caprnarr. From the beginning of the Korean war up to 
February, | think. It was all income; it was everybody’s income in 
(merica 

Mr. Hente. I would just want to point out, if that was the figure 
you were using, that the bulk of that figure is not caused by higher 
wages but by higher employment: in other words, more people were 
earning a living during that period. 

Senator Carenarr. The point is that the wages and incomes did 
vo up in that amount during that period. I do not think there are 
iny more people working today, many more working today than there 
were a year avo. 

Mr. Hentx. Oh, ves, Senator. 

Senator Bricker. What is the total employment now ? 

Mr. Hentx. In February 1952 more people were at work than in any 
previous February. 

Senator Bricker. What is the number? 

Mr. Hente. Just a second. 

In February 1952 total employment for the country as a whole 
vas 59.752.000. 

The Ciaran. The figures that the Senator had were, of course, 

he Economie Indicator of, March 1952. From what you say there 
ire more people employed now than ever before. Another thins 


io, Is 
there not more overtime 7 
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Mr. Hente. That is right; that also adds to the increase: and there 
was also an increase in farm income during this period particularly, 

Senator Carpenarr. The total in January a year ago was 61,514.()\\\) 

The total in January this year was 61,780,000, so it is about t)y 
same. | 

Mr. Henuix. That is the total in the labor force, Senator, not the 
total employment. | 

Senator Capenart. The monthly average, back in 1950, was 6° m/]- 
lion, which is a little more. 

Mr. Hentr. Yes; it is obvious, of course, that employment rises ay] 
falls through the year. January and February are the low month, 

Senator Carrnartr. I do not think we need spend much time on it, 
My point was I am not objecting to it, you understand, but, during 
this same period in which they talk about $750 million of yearly in 
creases, the income of our people in wages and incomes went up about 
$15 billion, which I am not objecting to, except I thought that oug)t 
to be included in the record, too. 

Mr. Hentz. I just wanted to indicate that that was not because 
of a wage increase of that amount. 

Senator Carrnarr. It is due partially to some new people added to 
the labor market, but I would think it would be primarily due to i) 
crease In wages and incomes. 

Mr. Hentz. It might be advisable to ask the Commerce Department 
to give you a breakdown on that. I am sure they have those figures 
available. 

HERLONG AMENDMENT 


Mr. Green. The Herlong amendment takes up where the Capehart 
amendment leaves off. While the Capehart amendment is concerne| 
with manufacturers and processors, the Herlong amendment affects 
pricing of wholesalers and retailers. 

Senator CarrHarr. Mr. Green, it was brought out yesterday by 
the OPS people themselves that the Capehart amendment did not 
apply, of course, to agricultural commodities, and had not been pu 
into effect as far as food products are concerned, and meats. Also 
OPS told us yesterday that none of the retail grocery stores, or meu! 
inarkets in America have yet come under the Herlong amendme: 
and they admitted yesterday that either the Capehart amendmen 
or the Herlong amendment cannot take credit for decreases or | 
creases in food prices in America, because it just has not applied | 
them. 

Mr. Green. This amendment requires that in setting ceiling price: 
the Office of Price Stabilization must allow wholesalers and retailers 
the same margin mark-up that they enjoyed during the month before 
the outbreak of war in Korea. This historic mark-up must be ma 
tained regardless of the retailers’ volume of business, profits, or any 
other consideration which might indicate that a lower margin wa: 
fair and equitable. 

In our opinion, this amendment gives the retailers and wholes: 
unjustified preference under the law. We can illustrate what we 1 
hy reference to the action taken by the Oflice of Price Stabilizatio: 
November 1 when certain increases in excise taxes became effect 
It was quite proper. of course, that these higher excise taxes be 
fiected in higher retail prices to the consumer. 
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Senator Capenarr. That is one thing that we are going to get into. 
It was brought out here a couple of days ago that the automobile 
dealers do not add any mark-up to the excise tax, and inasmuch as 
the Herlong and Capehart amendments do not apply to retail and 
food stores, and meat markets, it has had no effect one way or the 
other. We have not been able to find yet—we are going to look into 
‘t. because I do not think retailers should pass on excise taxes, but 
so far we have not found any cases where they are doing it. But we 
are going to go into it, because the President said that in his message. 
The “automobile de: alers tell us they do not, and never have. 

Of course, you get down to a fine point on that. Are they entitled 
to » mark-up on property taxes, and Federal income taxes, gasoline 
and social security taxes, and all the other taxes? You might make 
as good an argument for one as another. 

Mr. Keenan. Do they not put that in their overhead, is that not 
their cost of doing business ? 

Senator Carenart. Oh, yes. We have not found yet where they are 
doing it. 

The CuarrMan. I will ask that the OPS furnish us with that as soon 
as possible, because it is a fact that people who testified here the last 
2 days, the automobile dealers and others said they had not done it, 
and [ would like to know who did. I do not think even those who 
support the Herlong amendment bad any such 
», 665.) 

Mr. Henue. I know that the OPS originally testified that there was 
a Herlong mark-up in automobiles, so I think it is right for the com- 
mittee to get at the truth. 

The CuarrMan. The witnesses who have been here said that they 
had not done so, the automobile people. Now 
places where they did, I do not know. 

Senator CaPeHART. You see, we on the committee, particularly the 
watch-dog committee, were under the impression that the Herlong 
amendment had been applied to the food and meat markets in Amer- 
ica, but we discovered yesterday or the day before that it had not. 

Mr. Henig. It may be that the margins were already meeting the 
requirement. 

Senator Carenart. I think the OPS ruled they did not come under 
the Herlong ame ndment, and therefore the Her ‘long amendment has 
lad no effect one way or the other on food prices. 

Senator Rosrrson. Mr. Chairman, I think the solution to that was 
that technically the automobile dealers could have put their mark-up 
on the excise tax, but actually did not do it 
in the past. 

Senator Capenart. If I may say this, I imagine that where the 
manufacturer bills the retailer a separate item for excise tax, I 


hot imagine they are passing it on in any way, 
to it. 


intention. (See 


, there might be some 


, because they never had 


do 
or adding anything 
I imagine the invoice coming to the retailer where it is not 
lesignated, they may well be doing it. I sus pect that is the way it is 
workian out. If the total invoice included just $10, let us say, and 
nothing was said that a dollar of it was excise tax, the ret: uiler would 
not know how much was excise tax. If they invoice $9 for the goods, 
and $1 excise tax, in my opinion in that instance none of s ‘m are 
taking a mark-up on it. 


Mr. Green. You can find out about that. 
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The CuHamrman. My hope would be to have that by this after ee 
so we can include it in the record. People sav they do not do it. but 
the OPS says in some instances they did. We will find out about 
that. 

Go ahead, sir. 

Mr. Green. The Herlong amendment forced the Office of Price 
Stabilization to increase the ceiling price not only by the amount 
of the tax but by an additional amount which stayed in the hands 
of the retailers. In order to maintain the retailers’ historic margin, 
the Office of Price Stabilization had to allow retailers to pass along 
to the public their normal percentage mark-up on the tax increase 
Thus, a tax increase of $1 on goods whose retail mark- up is 30 percent 
became a price increase of $1.30 to the consumer. This is the type of 
pyramiding that the Herlong amendment forces on every increase 
In cost. 

I wish to remind this committee that last year the Herlong amend 
ment was adopted by the House and only accepted by the Senate in 
conference. 

The CHairman. Not defending era the conferees were forced 
to accept it. I do not rec ‘all exactly, but I think we voted once or 
twice not to accept it, and finally to get a bill out, we did. 

Senator Moopy. I would like to point out, if I may, that the Senate's 
record on these two amendments is good, because not only did we not 
adopt this amendment, as the chairman has pointed out, were forced 
to take it in order to get a law. Also the Capehart amendment had 
been brought in at a time there was no alternative but to accept 
Later the Senate did pass a repealer, with the support of nearly every- 
body, and again the House failed to act. 

Mr. Green. During the 1951 debate on the Defense Production Act 
the full Senate on June 28, 1951, rejected—— 

The CHamman. I do not think it was even discussed in this com- 
mittee, 

Mr. Green. They rejected by a 51 to 33 vote this amendment, which 
has now become law. 

The CHairman. It was put in on the Senate floor, not in the com- 
mittee. I may be wrong. 

Mr. Green. That is what the record shows regarding the Senate 
action. 

The CHatrman. That is correct, I am saying that the record is cor- 
rect. 

Mr. Keenan. It was never an action of the committee. 

oe oon ies never. 

Senator Carpenart. The vote you are talking about was a vote 
on an amendment similar in principle to the Herlong, but at that time 
was not known asthe Herlong. I believe those are the facts, but it was 
in principle the same thing. 

The CHatrman. That is right. 

Mr. Hente. I believe it was the exact wording, Senator. 

The Cuamman. It was Senator Dirksen’s amendment. 

Senator Carenmart. It might well have been, and if I remember 
correctly I voted against it at the time. 

The Cuamman. You did. I know most of the committee did, be- 
cause we had never considered it. 
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Senator Capenarr. And later. when I fot into it, I came to the con 
clusion it was a good amendment, and voted for it in conference, and 
I believe everything considered it is a good amendment, and per 
sonally I think it ought to stay in the law. That is a matter of 
opinion. 

The CHarrMAN. I want to make a comment on that, for this reason. 
I want to really find out from the OPS how this thing has been ad- 
ministered. I do not think it was ever our intent, though we kept 
it in the law, to have it administered on the basis of excise taxes, and 
everything else, and I do not think the business people expected that. 

Senator Capenart. I think we will find that where the manufac- 
turer bills the excise tax separately, it is not being passed on, I mean 
by that there is no mark-up on it, but where it varies in the total 
invoice, it no doubt is, because the retailer would have no way of 
knowing how much of the total invoice was excise tax, and how much 
was not. I think that is what we will find when we get the facts. 

The Cuarmman. Go ahead, Mr. Green. 


BUTLER-HOPE AMENDMENT’ 


Mr. Green. The other is the Butler-Hope amendment. 

This amendment prevents the Office of Price Stabilization from 
utilizing any system of slaughter quotas to help enforce its meat 
price-control program. 

In our opinion, authority to utilize a system of slaughter quotas 
is essential to the success of any effort to control the price of meat. 
Unless this is done, there is no way with a tight meat nals to pre 
vent the diversion of cattle to the small, fly-by-night black-market 
slaughterers. 

Senator Scuorrren. I would like to ask you this, Mr. Green, with 
reference to the Butler-Hope amendment: Slaughter quotas went 
off about the latter part of July 1951, if my memory is correct. Dur- 
ing that period of time, from that date to this date we have not had 
slaughtering quotas available to the Price Stabilization Adminis- 
trator, or his agency. 

During that period of time we had the big cattle runs from the great 
grass areas that started in September, running into October, and 
into November, and a scattering few in December. 

During that time we picked up the fat cattle run that is on now, 
maybe it is a little early now, and ~ will continue on for a good 
many weeks. That is as it should be, because the fat cattle runs come 
into the slaughtering markets in a more orderly manner than do the 
grass runs out of the Midwest, which is a big factor that slaughtering- 
houses, and all of the packing concerns have to deal with. 

Now, during that period of time, Mr. Green, I fail to see where the 
Price Stabilization Agency authorities have come in here and show n 
any concrete illustrations where the lack of slaughtering quotas have 
injured the supply of meat to the counte : all over this country. In 
fact, it was testified here the other day by Gov. Ellis Arnall—and 
| have a lot of respect and confidence in the Governor who w: ants to 
take a look at this thing, he has only been on the job for a few weeks— 
but he says there is no problem at this time with re fe rence to this 


section, but it only could apply in the event we have a tight meat 
» tuation. 
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Now, I want to point out something else, Mr. Green, that T kn 
vou are aware of, that since the establishment of price ceilings on all 
of the meat products, the great bulk of them have for months a1 d 
months been selling, some of them, as high as 43 or 44 percent below 
the ceiling prices. 

Now, that would seem to me to be rather conclusive at this stage 
of the game, and in view of the fact that we have the biggest cattle 
population i in the history of the United States of America, that maybe 
we had better reduce those ceiling prices established by OPA. I), 
fact I think, in the heavy consuming areas like the eastern Atlantic 
seaboard, there is a motivating factor in some of these places, across 
the butcher counters, in holding up an abnormally high price to the 
consumer. Therefore I am advocating a readjustment of some of 
these ceiling prices heretofore established more in line with what the 
actual commodity is selling for in those areas. I think it is holding 
prices up, unwarrantedly, in my opinion, holding up the prices to the 
consumers. The fellow who is so disposed can say, “Well, I can charge 
this as a lawful, legal price.” I want to point that out because I think 
a fair appraisal of the slaughtering quota situation will indicate in 
my opinion—and others may honestly disagree with me—that slaugh- 
tering quotas, and the predictions made when the slaughtering quotas 
went off that we would have a chaotic condition simply vanished into 
thin air. 

I think we have an adequate supply, and we should encourage that 
adequate supply to come along. Cattle prices are far below what th ey 
were at their peak, and that is so all over the country. 

It does not result in a decrease in the ceiling prices that they can 
lawfully charge. That is one of the things I think we ought to go 
into. J am going to suggest to Governor Arnall that he do that very 
thing. 

Mr. Hence. You will notice the next paragraphs in Mr. Green's 
statement follows the situation through as you have indicated here. 

Mr. Green. Yes, I thinkI follow that to some extent. 

Senator CaprHart. Mr. Green, let me see if these are not about the 
facts on slaughtering quotas. I think I can make a good argument for 
either side, but I do not think slaughtering quotas have any effect 
upon the price. I think if there is any justification for sk bngnteri ng 
quotas, it is that it enables them, possibly, to better enforce the law, and 
then it is only of value when you have short supplies. 

At the moment we have pieaty of meat, plenty of livestock, plenty) 
has come into the market. I do not think that at the moment the ne is 
any need for slaughtering quotas. If there is a need, it is only whe 
there isa shortage. and, at the moment, the packers tell us that they 
having trouble selling meat rather than acquiring it. The ie of 
hogs is down to a little better than 17 cents a pound. 

The question on this particular amendment is one I think has noth 

ng to do with the price, excepting if you got intoa short supply. Then 
you were forcing meat into the black market, then those that were pay- 
ing black-market prices of course would be paying more. 

I think it is a matter of enforcement rather than price, and I ¢] ane 
it is only needed at all, if ever, when and if there is a shortage of : 
mals coming to the market. Then you will need to see that ea i 
packer gets his proper proportion of the live animals. 

I think that is the whele point on this. 
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Mr. Hentz. I think we would agree with your analysis, Senator. 
We might disagree on whether we would trust the OPS with this 
authority. I personally feel if they had this authority right now 
they would not put it in effect, but I think in view of what might 
happen in the future, we ought to trust them 

Senator Bricker. ‘The amendment was put in, and they had reduced 
slaughtering quotas to 80 percent of what it was a year ago, and that 
was driving meat into the black market at that time. That is the 
reason the Congress passed the Butler-Hope amendment. 

Mr. Hente. Senator, I think there is a very serious misunderstand- 
ing about how those things work. 

Senator Bricker. Not on my part. 

Senator Scuorrren. I think one thing ought to be on the record 
at this point. It does stem from some authority that the Secretary 
of Agriculture presumably has, at least he has indicated that, and that 
is on their black-market situation there is authority now exercised— 
maybe not complete legalistic authority, nevertheless it has been 
heretofore exercised—namely, that they can establish licenses to all 
slaughteringhouses of any type, kind, and character, which permits 
the OPS authorities to restrict or take away the licenses of these 
slaughteringhouses unless they conform to all the rules and regula- 
tions and the sanitation requirements. 

[ think it is well for us to have that situation in the record. That 
isa safeguard that this Congress can make. If they do not have the 
full and complete legal right to follow that through, we ought to give 
them authority to license these slaughteringhouses. 

Mr. Keenan. Senator, I think you are talking about a defense act, 
and I think what we are trying to recommend here is some kind of a 
law that came out of our experience of the last war. Now, if we go to 
fifteen, eighteen, or nineteen million men in and the Army, the Navy, 
and the services taking that big supply, you are naturally going to have 
a shortage on the other end, and that is the consumer end, and I think 
that we ought to have some safeguards to protect us in case that situa- 
tion arises, which we hope does not happen. 

Senator Bricker. That might be true if you go to rationing. 

The CHarrman. The testimony before us have been if we have any 
such situation as you speak of, we are going to have to go back to 
ration coupons. 

Senator Bricker. Congress would be in constant session if that 
—— 

Mr. Green. Experience is a great teacher, and no doubt we have 

sarned much through the operation of this section of the Defense 

Prodiebian Act, to which you have referred. 

Now, a careful study of that would mean that you could probably 

neorporate in a new act a section dealing with this that would meet 
the requirements of the situation in conformity with the experience 
through which we have passed. 

Senator Bricker. That might be, Mr. Green, but at the present 
time I do not think there is any evidence to justify the reimposition 
of the quotas. The way the OPS was operating at the time that we 
passed this amendment justified the enactment of the amendment. 
They were then backing stuff up into the feed lots, and people were 
not getting the supply of meat they otherwise would have gotten. It 











oe 
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was going into the black markets, and they were getting an inferio) 
qui lity of meat, and it was assured they would continue to get it un- 
less there was a free flow to the markets. I think that was the evidence 
in the record when we passed this amendment. 

Senator Scnorrret. And especially so on the veal market. We 
had any number of instances indicated where veal calves were back 
ing up, and that is a perishable commodity. We found dislocations 
dev eloping there that had to be corrected. The packers, with their 
experience back of them, and a lot of people working in those packing 
houses, they were the people that furnished us the experience record 
as to what happened when they did not handle slaughtering quotas 
correctly in relation to the history of the business. 

Mr. Green. That is the reason I point out, as you said, that is ex 
perience, and we can base our action on the experience. We know 
changes come, it is not rigid, it is not inflexible, they come in spite 
of all you can do and all you can say. 

Senator Bricker. I think the only need for the imposition of 
slaughtering quotas would come if there was a short supply first, and 
if there was a break-down of the licensing authority to drive a lot 
of meat into the unregulated and illegal channels. 

Mr. Hentz. Then it might be too late. 

Senator Bricker. Then there would be reason for it. 

Mr. Henwe. And it also might be too late. 

Senator Bricker. That is not going on now. Congress will be 
here. 

Mr. Hene. But we are going to have a campaign. 

Senator Bricker. I think you will agree that is not going on now. 

Mr. Hentz. Yes; Lagree, and the statement so indicates. 

The Carman. Despite the campaign, I do not think Congress 
is going to leave here. 

Senator Scnorrret. During the campaign from my section of the 
country, the area in the Mississippi and Missouri Valleys, we are 
going to have a good many hundreds of thousands of livestock going 
to the markets from the pastures all over that area. I think it might 
be pretty good campaign material to show that you do not need them. 

The CuarrMan. Go ahead, Mr. Green. 

Mr. Green. At the present time, relatively large quantities of 
cattle and hogs are flowing to market and for that reason meat prices 
are somewhat lower now than they were last fall. However, the 
Agriculture Department estimates that the meat supply is likely to 
be consider ap tighter during the last half of this year. At that time, 
there will be a real need for a system of slaughter quotas. 

Last year, many Members of Congr ess did not realize the import: nce 
of granting the Office of Price Stabilization this authority. Instead 
they somehow gained the impression that slaughter quotas could be 
used to restrict. the supply of meat. The fact is. however, that 
slaughter quotas will not in any way restrict the available meat supply 
but instead will assure equitable distribution of the available meat 
supply to legitimate slaughter houses. 

Section 101 (a) of S. 2645 contains a proposal to restore, under 
certain important safeguards, the authority to institute slaughter 
quotas. We ask the committee to support this amendment. 
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CONTROL OF FOOD PRICES 


We are gravely concerned that the authority of the Office of Price 
St: abilization to control the price of food would prove tots ally inade 
quate in the event that strong inflationary forces should once again 
assert themselves. 

We must remember that food is the single most important item in 
the average family budget. Increases of food prices were the most 
important reason why consumer prices rose so sh: arp ly between June 
1950 and February 1951, and food prices have continued to increase 
since that time. 

We would not be so concerned over food prices if we felt that the 
Office of Price Stabilization had sufficient authority to deal with this 
problem. Unfortunately, under the Defense Production Act, the 
Office of Price Stabilization has only limited authority in this field 
because ot the law 's requirment that celling prices on all farm or food 
items must reflect 100 percent of parity. Thus, full price control 
authority can only be exercised when a particular commodity reaches 
100 percent of parity. 

The effect of this Ona price control program is sharply emphasized 
by the chart which Mr. Wilson utilized in his most recent quarterly 
report to the President. (The “Battle for Production Fourth (Juar- 
terly Report to the President by the Director of Defense Mobilization, 
» 3S). 

This chart clearly shows that for the pe ‘riod February to October 
1951, the prices of those items over which the Office of Price Stabiliza- 
tion had no or limited control increased far more sharply than those 
items over which the Office of Price Stabilization had full and con 
plete control. 

To remedy this situation, the American Federation of Labor does 
not recommend the abolition of the parity provisions in the Defense 
Production Act. Instead, we suggest that the President be given 
authority to apply the subsidy principle, already in the act to en 
courage production of certain raw materials, to the control of erie 
prices. We suggest a subsidy program, not to de ‘prive the farmer of : 
fair price for his efforts, but to.prevent increases in the prices paid “ 
the farmer from being passed on for the groce ry store. 

Senator Bri KER. That isa limited application of what you would 
call the Brannan plan. 

Mr. Green. I suppose it might be that. 

We would recommend that such a food subsidy program be utilized 
only if farm prices start to climb sharply, and be applied only to par- 
ticular farm commodities selling below parity. 

Senator SCHOEPPEL. If I might ask this question : It was brought 
out here by some of the poultry people, that the Af had made treme ndous 
increases by way of production which has been a grand thing for the 
Coun try, and also the canners—and the ‘re have been tre mendous se 
creases there. They See out ina chart, I think I am correct, that 
he Agriculture Departinent was recommending about a 15 percent 
reduction in acreage. Then it was later brought out that would 
umount to a 2-percent reduction in the supply. 

Now, it seems rather inconsistent to me for us to have subsidies to 
encourage produce tion, to get more of these sup ~ lies on the mis irket and 

ito the canning industry, and then have another department of the 
Crovernment say to the farmers, “Cut down your acreage 
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Now, doggone it, it does not make sense to me. 

Mr. Green. It does not look like it would. 

Senator Scuorrre.. I do not find the farm areas generally reco). 
mending a reduction in the over-all acreage unless they can foresee » 
falling market, or unless they get scared to the point that if they put 
their money, their machinery, and their investments into the produe- 
tion of a crop, some less than a year, some only a few months in the 
vegetable field. If we get an indication to them that there is going 
to be a falling market, or restrictions that will cause them to lose 
money, we will scare people off from certain productive lines that 
we have to be careful about. 

Therefore I think it is the mark of wisdom, and I am editorializing 
here—but I do believe that their forecasting should be far enough in 

advance so we forestall some of these shortages that might come about, 
that might not be justified. 

Mr. Green. It ought to be dealt with in a constructive, practical] 
way. 

Mr. Hente. You are for more planning? 

Senator Scnorrret. I believe these forecasting agencies should vse 
the greatest degree of care and caution in forecasting the supply with 
reference to the demand so that we do not have these abnormal humps 
coming in here. 

Now, they cannot do it perfectly, but it has got to be pretty carefully 
worked out. 

Mr. Green. It would have to be. 

Senator Scnorrret. I am not against their forecasting, understand. 
I just believe they will have to be careful that we do not miss some place 
down the line. 

Mr. Hentz. I, of course, am not familiar with the situation to which 
you refer, but obviously the Agriculture Department has a large num- 
ber of crops to consider, and it may be that they were recommending a 
decrease here only because they had hoped that these particular farm 
ers and operators would turn to other products that required far 
greater increases than would otherwise occur. 

Senator Scnoerret. I realize there is a flexible market arrangement, 
and I realize the great latitude of substitutions in the food categories. 
Those things, of course, have to be taken into consideration, but on 
that score we have different areas susceptible of production of differ- 
ent types and kinds of commodities. 

Senator Carenarr. Mr. Chairman, I wanted to get your thouglit 
on this. 

All the testimony we have had to date about meats and canned 
vegetables and poultry show that the wholesale prices are way down 
below ceiling. I think with just one exception—I do not know that 
there are any exceptions—that all farm products are selling below 
parity. Beef is the exception. The price they are paying the farmer 
for beef is less than the permissible price under OPS rules that can be 
paid the farmer for beef. 

We have not had any testimony yet but that all wholesale prices 
are down, or that there is not anything except beef that is above parity. 
unless it be veal. Generally spe aking, let us say, 90 percent or more of 
all poultry, canned goods, and meats are far below ceiling, and below 
parity. 

Mr. Hentz. Senator, I am sure what you say is correct. 
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Senator CaPeHarr. I am giving you the testimony, not my opinion. 

Mr. Hente. But we have to remember that these are prices, as 
you say, at wholesale, and I am per fectly willing to submit the reg- 
ular Bureau of Labor Statistics figures showing the prices of these 
‘tems at retail, and whereas it is quite true that certain items have 
fallen quite sharply in the last couple of months—eggs, for example 
it is also true that if you compare the levels of June 1950 with the 
present time, for practically all commodities, we are still way above 
pre-Korea levels. 5 tt | 

Senator CApeHartr. We were talking in terms of the prices that 
have been going down recently. For example, retail prices always 
follow wholesale prices down, or they always follow them up, and 
we have also discovered by non: Reon here that OPS, as far as retail 
prices go, are using the Capehart formula. Their regulations tell 
the retailer you ti ake the price that you paid the wholesalers for that 
which you purchase, and add to that your historical margin, historical 
mark-up, and that you change it, I think it is weekly, or at least there 

s a period in which they change it. 

Therefore, the retailer under OPS regulation must bring his prices 
in line with the wholesale prices, because they are using the Capehart 
amendment in principle in their pricing methods for the retailers. 
They are taking the cost of the goods to them, and adding their his- 
torical mark-up. 

Therefore, if a wholesale price—let us say One cost them 
20 cents, and their mark-up is 30, then they add 30 percent to it. 
Next week if the wholesale price of that drops to 15 cents, they would 
add 30 percent to the 15 cents, so they are adopting the ¢ Capehart 
formula in their OPS regulations on retail-food prices. 

Mr. Henze. I think it might be of interest to note, if you want 
to compart the figures for June 1950 and January 1951, and January 
1952, the BLS figures show on an index of 1935 to 1939 equals 100, 
for all foods, June 1950 is 208.1. January 1951, 221.9. January 1952, 
252.4, 

You see that it is still 

Senator Caprnart. I was going by the chart Mr. Putnam put in, 
showing wholesale prices, how much they have risen from the date 
of the Korean war up to January 25, and then when they invoked 
price controls, how much they had increased, and how much the y had 
decreased. 

[ think you will find that they are going down. 

Mr. Henie. My only point is that although it is sup posed to work, 
as you say, with retail prices following wholesale prices, yet when 
you look at the figures what really happens is that if there is such 
a trend, it is a long time delayed, and whatever trend there is is not 
nite as direct as you might think. 

Senator Carenarr. I am just going by OPS regulations. Their 
regulations require that they adjust their prices from time to time— 
they have adopted the Capehart formula in principle in their regu- 
lations in respect to the grocery and meat markets in the United 
states, 

Mr. Hentx. We will not go into that. 

Senator Carenarr. | think it is a good formula, if prices go up 
and down here in direct proportion to the cost of their goods. 











ee — 
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Mr. Green. In my last statement I referred to the chart whic! 
clearly showed that for the period February to October 1951, the 
price of those items over which the Office of Price Stabilization had 
control had increased far more sharply. 


CONTROL OF QUALITY 


We are also concerned about the inadequate authority of the price- 
control agency over the quality of goods coming under pr ice control. 
As the law now stands, the Office of Price Stabilization is not given 
sufficient authority to make certain that manufacturers do not evade 
price ceilings by lowering quality standards. This reduction in quali ity 
could take many forms inc luding adulteration, down- grading, elimi- 
nating or reducing output of low-priced items, different labeling, 
pac kaging, or mi: arketing practices. 

It seems to us quite elementary that whenever there is serious quality 
deterioration, price-control authorities must have authori itv to set 
specifications and standards, and require grade labeling to make cer- 
iain that price ceilings are observed. 

At the present time, this cannot be done because of the restrictions 
contained in section 402 (h). We recommend that this section be 
deleted from the 1952 law. 


DECON TROL OF PRICES 


Perhaps the most controversial issue which this committee will face 
in the renewal of the Defense Production Act involves the problem 
of price decontrol. 

It has become clear that business interests will make this their first 
line of attack on the price-control program. The fact that a small 
segment of our economy is operating under so-called distressed con- 
ditions will be used as the pretext for advoc ating the elimination of 
all types of controls. Toa certain extent, the Office of Price Stabiliza- 
tion has given in to this pressure by appointing a special committee 
to consider decontrol problems. If this pressure drive succeeds, it 
will constitute a major disaster to our defense effort. 

After even a cursory analysis, it becomes clear that the effort to 
decontrol prices is based on completely false assumptions. ‘The im- 
pression which these decontrol advocates like to leave is that a large 
proportion of the prices in our economy are selling well below ceiling 
and that there is no upward pressure on prices at the present time. 
The truth is almost exactly the opposite. 

The Department of Labor's Bureau of Labor St: atistics recently 
examined this question by con paring the December 15 prices of all 
the items in the Consumers’ Price Index with the highest price paid 
for these items at any time during the year 1951. Contrary to general 
expectations, this survey showed the great majority of consumer 
prices either at their pe: ak for the vear or within a very few per 
centage points of the year’s high. 

The Caiman. But they have continued to go down since then. 
Prices have declined since December 15, and I think those that acdvo- 
cate not decontrol but suspension of these orders do not apprecia 
the fact that there are things at parity or ceiling price, and some 
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above. There are some situations, distress situations 
number. 

For instance, yesterday we were told that canned orange juice was 

95 percent of parity, gr: ipefruit 30 percent of parity. We were told 
a movement is on In Florida to get cooper ation to sell the product 
best they could. 

Furniture has gone down because of the limit on housing provers 
There are some things in surplus, apparently, that are down, and | 
there was a suspension order put in, we might save some money by not 
having to keep books. ‘The suggestion has been made that price con 
trols only be suspended where they are down. 

[ think you will agree that things have continued to go down, and 
if we have big production again this year, with a lag in the war ef- 
fort—and when I say “lag,” I mean we never have gotten up to any 
thing like the expenditures per week or month that the 
expect. 


: there are a large 


as 


military 


Soft goods have really taken a downward drop, in your own organ 
izations and the other labor organizations many prices havs 
up. Somebody test ified here vesterday that some big viscose 
Virginia had shut down. 

Mr. Hente. There is no doubt that textiles have been quite soft. 
There are some signs of an upturn, maybe not too many yet. 

The CHairman. Well, that might be true, but at the present time 
I hesitate to talk only about textiles, because I am told furniture and 
other things are in the same fix. ‘They are on a 3- and 4-day week, as 
many of you know. Just this morning I see the situation in Europe 
seems to be getting worse on textiles. I was talking to 
who just came back, and he was all upset about 
world-wide. 

Senator Moopy. There is no question that what the chairman says 
is correct. I think it might be well to add that Mr. Arnall put in the 
record also, however, a long list of items that have not gone down 

The CuHarrmMan. I never said anything to the contrary. 

Senator Moopy. In addition we should take into consideration thx 
fact that the heaviest impact of military production is just beginning 
to develop; will develop later in the year. 

The CHatrMan, That is correct. I said 
materially. 


> closed 


mill in 


a gentleman 
the textile mulls 


some had fone down 


Senator CarenArt. Let me see if you will agree with me on this. 
~ Green. 

s long as we keep this act, and every item in America has a ceiling 
a on it, which it does have at the moment—with some e xceptions 
where they decontrolled some things, other than things that have not 
reached parity—if we keep the law as it is, with ceiling prices, it 
would not make any difference if vou spent $200 billion, $300 billion 


or $500 billion. Prices could not go higher than the ce ihe that has 
now been established for them. 

Mr. Green. That is right. 

Senator Capenarr. W Yh: at we ought to be doing, I think, is telling 
the American people that we have a good law, and it is being sare 
iste red, and that there is no possib le chance, so long as the law ts i 
effect, of prices going above the ceilings, because anybody that sells 
above the ceilings would be \ ‘lolating the law. 
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I think the problem facing the committee and the Congress js 
whether or not we ought, in the interest of bigger production, : 
pend or decontrol those things that are in long” supply in orde; 
keep this big production up. I think that is the problem that is fac 
not only your organization, but the problem that is facing us. | 
not think we ought to leave the impression 

Mr. Green. The other recommendations we have made have bee 
based upon your study of developments. 

Senator Capenart. You state that prices went up through fear : 
lack of confidence. Not knowing what was going to happen, ah 
in my opinion is correct. You will remember that I advocated freeziny 
prices and wages the day we went into the Korean war. It is too 
bad we did not do it, but I do not think we ought to leave the 
pression in the country—and I know you are not trying to do it, but 
some others may—that we can have runaway inflation, because 
just cannot have runaway inflation under the existing act, with 
big supply of goods we have. 

In fact, my personal opinion is that we are more likely to have 
a softening of prices through the entire economy than we are this 
pressure you are talking about. But in any event, if we have the 
pressure, as long as the law is on the statute books, it would not mak 
any difference how much pressure there was, it could not go beyor d 
the ceilings. 

Farm prices can go to parity, and many of them are below, but 
they could not go any higher. 

Mr. Hentex. Senator, if I might make one comment on your state- 
ment, I think that you overestimate the authority that OPS has over 
our economy. Although you mentioned specific ally the food items 
that are below parity, there are other areas in our economy over wh 
OPS has really very limited control. 

Senator Caprnart. What are they? 

Mr. Hente. Take the utility field, the newspaper and magazine 
field. They are specifically exempt. There are quite a number of 
eXemptions. 

Senator Carrnart. Utilities are controlled by the States. There 
are newspapers, and there are certain imports. 

Mr. nash. I believe the Bureau of Labor Statistics has made 
studies of the elements in the Consumer Price Index and the extent 
to which they are under control. I believe OPS only has control 

ver —_ half the items. ; 

nator Capenart. Oh, that just cannot be true. The only thing 
thay ‘y do not have control over is newspapers, utilities, barber rates, 
heauticians, certain imports, and of course they do not have contro! 
on agricultural commodities until they reach parity. But once they 
reach parity, they cannot go any higher and every person in America 
knows that. 

Mr. Henze. If it is all right with the committee, I would like per- 
mission to ask the Bureau of Labor Statistics for that informatio 





DEFENSE PRODUCTION ACT AMENDMENTS OF 1952 649 


(The information referred to follows:) 


rice changes for goods and services included in the consumers’ price 
price-control categories, June 1950—December 1951 


Approxi- 
saieants Percent change since Korea a * aaa 
im por- 

tance in 

CPI June|- 

1950 (per- 


Category 


eont June 1950-|June 1950-| June 1950 
= Mar. 1951|/Sept. 1951) Dec. 1951 


Exempt from OPS control 
hw Defense Production 
Act - 
; Exempt from control by 

by OPS action 

Under OPS control but sub- 
ect to parity pass 
through #.. 

Under OPS control 


CPI, all items 


Control status in June 1950. 
Includes rent, utilities, professional services, movies, newspapers 
Fresh and frozen fish, sugar, fresh fruits and vegetables, and preseriptions 
‘Includes flour, bread, poultry, dairy products, eggs, frozen foods, canned peaches, canned 
nav ; beans, lard, tobacco, beer. 
Includes all apparel and housefurnishings, red meats, other foods, and miscellaneous items. 


Source: Bureau of Labor Statistics. 


Senator Capenartr. Yes; I would like to see the figures on it, but 
have certainly got control up to parity over all food products, 
and certainly over all consumers’ goods, 

Mr. Keenan. One of the leaks is in the control of quality. They hit 
a celling, but the vy re “duce the qui lity of the goods. 

Senator Capenarr. I do not think we need to give much concern 
to that until we get into a shortage where we might well have to ration 
goods. Then I think that becomes a problem. But with the big 
supply of goods at the moment, and big production, I question whether 
it is a problem at the moment or not. It was a problem in World 
War II under OPA, but there we were rationing, you see, rationing 
to the consumer level. 

Senator ScHorrret. I would like to ask this. I do not want to 
impugn anything here, but do you advocate the OPS or any related 
agency taking charge of the newspaper field ? 

Mr. Green. No; we have not made that recommendation. Mr. 
Henle referred to that as an example. 

Senator SCHOEPPEL. You referred to it as a fact. 1 do not under- 
stand that anyone ever advocated that. 

Mr. Henie. I think this was more of a question last year, and, as a 
matter of fact, I believe that in our testimony last year we did have 
a section in which we called attention to the entire list of exceptions, 
and we asked this committee to review them carefully to see whether 
they might be cut down. 

Senator Capenart. Maybe the newspapers and magazines will come 
in and ask for it. 

Senator Moopy. Mr. Green, how would you regard a provision which 
would decontrol prices of goods which were in heavy supply with a 
proviso that OPS would have authority to recontrol them if, as a result 
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of the decontrol, prices rose sharply to the consumer? How wou! 
you regard the it sort of thing? 

Mr. Green. I think that would be a constructive plan. 

Mr. HENLE. As you visualize such a proposal, would recontro] |y 
automatic? I am somewhat concerned about such a proposal 
Taking the whole field of apparel, if prices are now 30 percent beloy 
ceilings and some type of suspension of controls was written into the 
law or undertaken by OPS, as you visualize your proposal, how would 
control be reimposed? Would prices have to reach the previon 
ceiling ? 

The Cuarrman. Not necessarily. It was never meant to decontro, 
but to suspend, because it would take months of hearings be decontro| 
something, and then recontrol it again. 

My idea was that textiles, for instance, that are in surplus supp) 
today, way below ceiling prices—many representatives of your orga 
ization are only working 3 or 4 days a week—that we could suspen 
controls, but not do away with them. 

Mr. Hente. If there was assurance that controls could be reimposed 
if prices started to jump up again, I think that would help solve the 
problem. 

The Cuatrman. I might add that that is one reason for the stud) 
that IT understand Mr. Wilsen and Mr. Putnam and Mr. DiSalle test: 
fied they were making. They stated it would take some time to mak 
the study and come back here after consideration of the amendments 
I have pointed out. 

They say they will be through by the end of this month. 

Senator Careuarr. Mr. Green, they have the authority to do that 
now under the existing act. 

Mr. Green. They have? 

Senator Carenarr. They have that authority now. 

Mr. Green. Then they are not exercising the authority. 

Senator Carenarr. They have the authority to do that now under 
the act we passed in September 1950. There is no question in my mind 
but what they have the authority to suspend controls as long as the) 
wish to, and put them back on at a later date under the act as it is now 
written. 

Mr. Keenan. Arbitrarily, or after hearings? ; 

Senator Carruarr. It is not mandated, but they can do 

The CuarrmMan. Page 15, section 402 (f). 

Senator Carenarr. We have put it in the record already. 

The Cuarman. It is my judgment that they have the right now. 

Mr. Hentr. There is only one other point involved here. I think 
in fairness to OPS you have to say that this problem of suspension of 
commodities is a lot more complicated than it appears on the surface. 

The Cuamman. I would not suggest a suspension of manufactured 
products, there are different prices in different sections of the country 
that you have to consider. 

Mr. Hentr. Different manufacturers, different sections of the coun 
try, you have the whole question of gradations within a general field. 
For example, you have shoes, boots, rubbers, men’s shoes, children’s 
shoes. In some cases we have manufacturers setting their own pric 
in terms of their own cost, or in terms of the January 1951 prices. I 
becomes rather involved, and some of these problems might be si 
formidable as to question whether this solution is feasible. 
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Senator Capenarr. It is not easy. Price and wage controls are 

always tough under any circumstances. 

Mr. GREEN. | have stated that contrary to general expectations, the 
survey to which I referred showed the great majority of consumer 
prices either at thei ‘ir peak for the year or within a very few percentage 
points of the year’ S high. 

For example, 96 of the 203 items in the Consumers’ Price Index were 
at the year’s high in December. Moreover, these 96 items represent 58 
percent of the total expenditures represented in the index. The 
December price of an additional 48 items representing 22 percent of 
the index were within 2 percent of the vear’s high. Thus the price of 
items representing 80 perce nt = the average fannly budget were within 

» percent of the year’s peak in December 1951. Further details are 
viven in the table I am attac tah to this testimony. 

(The information referred to follows:) 


Consumers’ Price Inder—Comparison of Dee. 15, 1951, prices with 1951 peak 


) 
Percent 


‘ight i I pines , 
weit n Dee. 15 prices umber of items : aah aa? | Lee 


to 1951 peak 


] ) 


‘ nher iten ’ 
Number of items C omsumers 


to 198 kK 
*rice Index - 1 peal 


e Index 


100 

99.1 to 99.4 
YS.1 to 98.9, 
97.1 to 98.0 
96.1 to 97.) 
95.1 to 96.0 
| 94.1 to 95.0. 


irce: Bureau of Labor Statistics 


The figures for January 1952 would show the same story since the 
Consumers’ Price Index remained steady during this month. Thus it 
is quite clear there is today a formidable upward pressure on prices 
that would assert itself if controls were removed. 

Let me remind this committee that any decontrol of prices carries 
with it serious implications for the wage-stabilization program. ‘The 
law is very specific on this point. .As you know, section 402 (b) ties 
\ery closely together control over wages and control over prices. 

At the present time price control does not extend to large segments 
ef our economy. However, wage-stabilization rules presently do 
upply to workers in these industries. This has been the source of con 
siderable friction since these workers fail to understand the justice of 
controlling their wages but not their employers’ prices. Any decision 
hy Congress to decontrol pric es in a substantial segment. of our econ 
omy will broaden this inequity to other groups of workers and endan- 
ver the entire foundation of our wage-stabilization program. Workers 
cannot be expected to watch complacently wholesale decontrol of 
prices while their wages are still under control. 

or these reasons, we feel very strongly that any large-scale decon 
trol program would mean the collapse of our stabilization effort. We 

irge this committee to re ject any demand to wr ite a decontrol program 
nto the Defense Production Act. 

Senator Moopy. As Senator Capehart pointed out a few minutes 
igo, the OPS now does have authority to decontrol items where it 


96315 
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feels they should be decontrolled, and to recontrol in the manne: 
suggested. . 

Mr. Green. I want to bring to the attention of the committee wh: 
we have learned through experience in this particular matter. Y, 
know it does not set well in the mind of a worker for his w ages to he 
stabilized and controlled, and the price of the things he buys to be ou! 
of control, going up and up and up. 

Senator Moopy. I imagine it would not sit very well with them. 

Mr. Green. That angers him, makes him feel bad. 

For instance, if prices of things that he must consume, he must buy, 
that goes into the real cost of living i increases 5 or 10 percent while his 
wages are standing still, he is very critical. 

Senator Moopy. Not only is he critical, Mr. Green, but js it not 
true that his psychological state of mind is important to the ver, 
production that is needed in the long run? 

Mr. Green. That is important. A good state of mind would mean 
increased production. 

Senator Carruarr. Mr. Green, I want to call your attention to this, 
that while subsection (f) of section 402 of the act gives the right to 
a nd or decontrol any item it also gives the authority to decontro| 

wages, too. It is equally applicable to decontrolling wages as it is 
aalaee 

Mr. Green. Wage stabilization operates under the Wage Stabiliza 
tion Board. 

Senator Carrnarr. No; it says the President by any regulation or 
order may provide exemptions for any material services or transac 
tions therein or types of employment ‘with respect to which he finds 
(1) such exemption is necessary to promote the national defense or 
(2) it is unnecessary that ceilings be applicable to such materials or 
services or transactions therein or that compensation for such types of 
employment be stabilized in order to effectuate the purpose of this 
title. 

In other words, I think it was the intention to give them the right 
to suspend or decontrol both prices or wages, wage controls, under that 
paragraph. But it is not mandatory that they do it; it is arbitrary 
on their part if they want to do it. 

For example, if they wanted to suspend controls, let us say, in the 
entire meat industry, they could likewise suspend wage controls fo: 
those employees. 

Mr. Green. The Administrator appointed in charge of price coi 
trols can also suspend wage controls? I do not know where that 
has ever taken place under the operation of this act. I have had no 
instance brought to my attention. 

Senator Carpenart. They have the right to exercise either one or 
both. 

You see, under the act, you have one top man, Mr. Wilson in this 
instance, and then he has three people under him, one for allocation 
of materials; one for wages, Mr. Feinsinger, and the other for price 
control, Mr. Arnall. But it equally applies to both prices and wages 
under subsection (f), section 402, page 15 of the act. 

The CratrmMan, If it is agreeable to the committee and agreeable 
with you, there is a call for the Senate. I wonder if we could expedite 
this a little? 
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I have read your statement carefully, particularly as to rent con- 
trol. and I wonder if you could not just ‘high light it. 

Mr. Green. I would be glad to submit it. 

The CuarrMan. Then we would move on to wage stabilization, 
which you are more interested in. 

Mr. Green. We will insert it for the record. 

The Cuatrman. It will be put in the record, Mr. Green, just to 
save time, if it is agreeable to the committee. 

(The information referred to follows :) 


RENT CONTROL 


Rent is the second most important item in the family budget and therefore 
deserves special attention in any stabilization program. 

Ever since the start of today’s acute housing shortage, the American Federa- 
tion of Labor has supported effective and equitable rent controls as a necessary 
program for safeguarding the welfare of not only our own members but all 
American families. 

This protection is particularly necessary during the present defense emergency. 
We have had clear and unmistakable evidence since the outbreak of the Korean 
war that availability of housing at reasonable rents in defense areas is an 
essential component of the defense program itself. Workers cannot be expected 
to migrate to or remain in defense production centers unless they can obtain 
decent housing at reasonable rents for themselves and their families. 

The provision in the 1951 Defense Production Act amendments for across- 
the-board rent controls in critical defense areas was extremely wise and, in 
the main, has proved beneficial not only for the workers in these areas but 
also for the conduct of the defense program itself. However, we feel that 
the requirement in section 204 (1) (2) that there be evidence of “substantial 
in-migration of defense workers or military personnel” into a defense area has 
proved too strict and artificial. For certain areas this section has prevented 
the application of rent control even though the area has had a severe housing 
shortage and excessive rent increases. Details for three major areas are attached 
to this testimony (appendix B). 

We believe that, whether or not substantial in-migration can be demonstrated, 
rent controls should be imposed in any area where the other requirements in 
section 204 are met; that is, (1) where there is defense activity and (2) where 
a substantial shortage of housing for the defense workers in the area has resulted 
or tends to result in excessive rent increases, thereby impeding or tending to 
impede the defense activities in the area. 

We can see no reason whatever to permit the defense program to be hampered 
by skyrocketing rents simply because there does not seem to be a substantial 
in-migration of workers into the area. This is particularly true in view of the 
fact that in the past many areas exercised the so-called local-option feature 
of the law to remove rent controls, even though the need for them still existed. 
We therefore propose that the Secretary of Defense and the Director of Defense 
Mobilization should be authorized to establish rent controls in areas where 
there is substantial defense activity and where such activity is or may be 
hampered by actual or threatened rent increases. 

We have one other suggestion for a change in the rent-control provisions of 
the law. We believe that local communities should not have the power to remove 
rent controls in areas certified as critical by the Secretary of Defense and the 
Director of Defense Mobilization. Rent controls in such areas have been es- 
tablished because they are necessary for the success of the defense program 
itself. Rent control in that kind of a situation is not simply a local matter. It is 
intimately related to the entire defense effort. If, in the judgment of those 
charged with the success of the defense program, rent controls are needed in 
such areas, no local officials should be given the power to remove them. 

We therefore propose that the rent-control law be amended so that the au- 
thority of State legislatures, local governing bodies, and rent advisory boards to 
remove rent controls shall not extend to areas which have been certified as 
critical to the defense program by the Secretary of Defense and the Director of 
Defense Mobilization. 

In considering this rent-control legislation, attention must be paid to the 
special problems of building-service workers. This is the only group of workers 
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in our economy whose attempts to obtain equitable wage increases have me 
difficulties because their employers have been subject to controls continuous! 
since 1942. 

Although wage increases granted to building-service workers constitute legiti 
mate grounds for seeking rent adjustments, the paper work and technical pro} 
lems involved in granting these adjustments have made more difficult the 
settlement of wage disputes among building-service workers. Moreover, these 
rent adjustments can only be based on the application of each individual land 
lord, whereas wage settlements normally cover an employers’ association in 9 
large city with hundreds of individual landlords. 

Therefore we recommend that a provision be included in the Defense Produc 
tion Act which provides that rent increases or rent adjustments should be made 
where it is shown that such action is necessary to absorb wage increases. 

A rent increase sufficient to absorb the increase in wages should take place on 
an area-wide or association-wide basis. 

In addition, we see no reason why luxury apartments renting for over $150 
could not be decontrolled. This would also ease the settlement of labor disputes 
in this industry. 

REAL-ESTATE CREDIT REGULATIONS 


Last year Congress included in the Defense Housing and Community Facilities 
and Services Act a provision requiring lower down payments for low- and 
moderate-priced housing. This action was taken because Congress was dis 
sitisfied with the standards for regulation of housing credit established by the 
Federal Reserve Board and the Housing and Home Finance Agency. 

The American Federation of Labor welcomed these provisions because we were 
strongly convinced that the housing credit regulations originally administered 
by the Federal Reserve Board and the Housing and Home Finance Agency had 
made it all but impossible for ordinary families without large accumulated sav 
ings to purchase new houses. The high down payments originally required 
under regulation X forced home builders to shift their output from lower-priced 
to higher-priced homes. 

The new law with its requirements for lower down payments has been in effect 
only a short while. Not enough time has elapsed to determine the exact effect 
of the change. In fact, it is unfortunately true, that not enough information 
is collected about new housing construction to pass judgment on this issue. 
Ilowever, there is some evidence that, as a result of the revisions in regulation X 
reducing down payments on the lower-priced houses, a higher proportion of new 
houses have been constructed in the lower-priced brackets. 

There is no evidence that the terms now in effect for residential real-estate 
credit are in any sense inflationary. On the contrary, purchases by families of 
houses in the lower-priced brackets tend to conserve the limited amount of 
manpower and materials available for housing construction. 

In view of the manner in which regulation X was administered by the Federal 
Reserve Board and the Housing and Home Finance Agency before Congress re 
vised the down payments required for low-priced homes, we do not believe that 
these agencies should be given the same type of unlimited discretion again. 

We therefore oppose the adoption of section 104 (a) in S. 2645 which would 
amend section 605 of the Defense Production Act of 1950 to give the President 
complete discretion with regard to residential housing credit terms. We believe 
that the standards established by the Congress in the 1951 Defense Housing Act 
were sound and should not be altered. 


MATERIALS 


Although we have no legislative recommendations regarding titles I, II, and 
III, we do feel that the problems involving supply of scarce materials are so 
important that they require additional comment at this time. 

The administration of our defense program has been guided by the overriding 
conviction that it would have to cope with material shortages. The controlled 
materials plan was instituted to divert scarce metals from eivilian use to mili- 
tary usages and production. The great war industries developed and hurried 
plans for new plants and equipment. From July 10, 1950 through 1951, business 
firms invested over $33 billion in expansion to meet the defense needs of our 
Nation. The administration accelerated this expansion through provisions for 
rapid amortization constituting tax relief. About half of this program benefits 
thereby. 
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As industrial expansion moved rapidly, so did supplies of materials, and 
scarcities did not develop in expected amounts. Great increases in the supply 
of war materials have been conspicuously obvious in the past 60 days as in- 
ereases in allocations to Civilian industries in nearly all scarce materials have 
been made by the Defense Administration. Because of underestimates of 
supplies and overestimates of requirements, many industries have closed down 
departments or reduced their capacity, and workers trained in these jobs either 
lost their employment or retrained for other work with resulting losses in income. 

We are accustomed to state and believe that next to our free citizenry our 
free-enterprise system is our main dependence in emergencies. Free enterprise 
develops a spirit of responsibility, flexibility, and originality not possible under 
national economic planning with bureaucratic controls. Free enterprise can 
function without injury under central controls only for a definite limited time. 

It is in the national interest to return to free enterprise with its free markets 
as soon us possible. 

The American Federation of Labor has cousistently maintained that 
undertakings should follow the principle of equal sacrifice The principle re 
quires technically based decisions for allocation of controlled 
equitably balanced control of prices and wages. Materials 


defense 


t 


Tre } 
hat 


erials ani 
allocations affect 
employment and may result in unemployment while wage-and-price controls are 
vital elements in our inflation control program, essential to economie security 

The construction industry has had serious defense unemployment. This in 
lustry is basic to our entire economy. It is our largest industry; its product in 
1951 of $39 billion was larger even than the product of agriculture, which pre 
viously held first place. The cut-back in construction has been particularly 
severe. Today this great industry is operating far below capacity, due solely to 
Government controls and restrictions, When construction is slowed, the effect 
is felt throughout the whole American economy New homes are still greatly 
needed ; the housing shortage is by no means filled. The cut-back in housing re 
sults not only in overcrowding but it also slows the industries which supply 
home furnishings, appliances, furniture, rugs, and other household equipment. 
It reaches back into the building-materials industries and slows employment and 
production there. The latest figures show that employment today is below last 
year by 50,000 in plants making furniture and fixtures, carpets and rugs, appli- 
ances with lamps, and 88,000 in lumber, cement, and clay-products industries. 

Today building materials other than steel, copper, and aluminum are in abun- 
dant supply, and steel is plentiful in some areas. Restrictions on the industry 
prevent private building contractors from making adjustments which would 
permit work to go ahead in areas where materials can be had. The effect on 
employment in the industry is most serious. The Labor Department estimates 
that on the average employment in 1952 will be below 1951 by 400,000. Already 
scores of thousands of building tradesmen are unemployed in our large cities, 
forced to walk the streets or to leave their homes and families to seek work 
elsewhere. 

In addition to these present problems, Government controls have an effect on 
this basic industry which reach far into the future. The work of planning and 
drafting heavy construction projects has come almost to a standstill in leading 
urchitects’ offices in our large cities. Since it takes from 18 to 24 months to 
develop a construction project from the planning stage to the stage when work 
can begin, this means a serious slow-down in construction for a long future 
period. This means that when military construction tapers off jobs will not be 
ready for the workers released, 

Much of the unemployment developing in towns and cities throughout the 
country will disappear when materials can flow freely to consumer-goods in- 
dustries and when construction controls are lifted. The Labor Department in 
mid-February cited 23 cities as labor-surplus areas where 6 percent or more of 
the labor force are unemployed, often affecting a very large number of workers 
These sore spots of unemployment, even in the midst of our defense effort, are 
chiefly in consumer-goods industries. Many plants making metal consumer 
products have been forced to lay men off, cut production, and run part time due 
o metal cut-backs, even though they have orders waiting to be filled. 

The American Federation of Labor executive council in its February meeting 
reviewed the defense situation and decided to urge three proposals: (1) That, 
when supplies of materials were available in adequate amounts, controls should 
be ended: (2) that free organization of management and workers within indus- 
tries should be brought into the administration of defense mobilization to par 
icipate in policy making and execution; (3) that a civilian board on military 
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requirements and allocations, consisting of civilian experts drawn from business 
and labor, be set up to screen defense requirements and sift out superfluous 1 

quests for materials which have resulted in unnecessarily starving civilian i: 

dustries. 


NEED FOR ESTABLISHMENT OF RENT CONTROL IN THREE SELECTED AREAS 
Milwaukee, Wis. 

Federal rent control in Milwaukee ended on August 5, 1949. It was sup: 
seded by a State law which permitted rent increases up to 30 percent over thos 
in effect under Federal rent stabilization. The State law expired June 1, 195) 


The rent index for Milwaukee of the Bureau of Labor Statistics shows the tr: 
mendous increase which has taken place since removal of Federal rent controls 


Ren’ inde 
Date: 1935-3! 
Aug. 15, 1949 (date Federal control was dropped and State law took 
over) ___- bs e2e chee agi Sihie aie deem © 
May 15, 1950 (date just before State control law expired)_--------. 140.9 
August 15, 1950_- - - ee er hahaa ain <<. 505. 2 


Nov. 15, 1951 (latest data available) enue c MS 168. | 


The above data reveal an increase of 36 percent in rents between the dropping 
of Federal rent control in August 1949 to June 1950, rents increased 14 percent. 
of State rent control, August 1949 to June 1950, rents increased 14 percent 
From the expiration of State rent control in June 1950 until November 1951, 
rents rose 20 percent. 

This is an area in which the Labor Department reports no substantial labor 
in-migration. However, many plants in the area are engaged in defense work. 
Kansas City, Kans.-Mo. 

In the Kansas City, Kans., portion of the area rents were decontrolled by tlie 
Kansas State Legislature in April 1951. A survey of rents made there recently 
indicates that rents have increased over 50 percent since that time. 

In the Kansas City, Mo., portion of the area rents have remained under limited 
control, A recent rent survey there indicates uncontrolled units are 115 percent 
over comparable units under rent control. 

There is considerable defense activity in the Kansas City area including both 
military installations and defense plants. 

Pueblo, Colo. 


The city of Pueblo and immediate vicinity are under limited Federal rent 
control. The remainder of Pueblo County is decontrolled. Uncontrolled rent: 
in Pueblo average 50 to 60 percent higher than the rents of comparable con 
trolled accommodations. Substandard uncontrolled shacks are renting for the 
same amount as fair-to-good controlled units. 

Local employers report difficulty in recruiting and retaining employees because 
of the scarcity of housing and the extremely high rents asked for decontrolled 
units (there being practically no controlled units available). Defense workers 
are reported to be developing a “shanty town” northwest of the city, consisting 
of boxears, abandoned bus bodies, etc., because of excessive rents for deco! 
trolled accommodations. 

Defense activities include the Pueblo Ordnance Depot and iron and steel pro 
duction, The latter is engaged in a very large expansion program. 


Mr. Green. All right, I will go to wage stabilization. 


WAGE STABILIZATION 


The American Federation of Labor has accepted wage stabilization 
for the present period of emergency, not because we regard it as a 
necessary or desirable objective in itself, but because the harsh realities 
of our times require sacrifice of all groups, and labor is prepared to 
bear its share. We have cooperated with the wage stabilization pro 
gram and we will continue to do so, as a part of our contribution to 
the efforts of our Nation to defend itself against inflation and against 
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the enemies of freedom. We believe that the Wage Stabilization 
Board, as now constituted, is equipped to administer this program 
ina fair and equitable way. 

At this time, therefore, we have no new recommendations to make 
with respect to those sections of the Defense Production Act which 
deal with wage stabilization. 

This does not mean that we are entirely satisfied with the actions, 
policies, and regulations of the Board as they now exist. On the 
contrary, we believe that many of these regulations and policies are 
unduly restrictive of collective bargaining and fail to do equal justice 
to the wage earners of this country. There are also a number of areas 

n which the Board has so far failed to act, where action is long 
ovendiits 

For example, the Board has yet to adopt a general policy allowing 
for increases in wages in recognition of increased productivity. This 
is a glaring inequity, which must be adjusted in such a way that work- 
ers may receive their proper share in the proceeds of industrial and 
technological improvement. The Wage Stabilization Board cannot 
operate successfully unless its policies assure equity in the distribu- 
tion of the proceeds of industry. 

Furthermore, the Board has yet to adopt a policy to allow for the 
correction of substandard wages and conditions of life. The Board’s 
present policies discriminate. unfairly against low-income workers, 
freezing them and their families into subhuman patterns of existence, 
far below the level of decency or parity with the rest of our democratic 
society. This means that the greatest. and most onerous portion of the 
burden of inflation and defense is being borne by the weakest and 
most depresesd section of our economy. This is not a situation which 
we find readily tolerable. 

Senator Carenart. You feel that the law at the moment is all it 
should be in respect to this matter ¢ 

Mr. Green. In that respect, yes. 

Senator Carenart. Unless we write into the law some mandatory 
provision ? 

Mr. Green. We feel that the law itself deals with it so far as we 
feel they should go. 

Senator Moopy. In other words—— 

Mr. Green. It is the administration of it under the law that we feel 
can be changed so as to help. 

Senator Moopy. Mr. Green, the charge has been sometimes made 
that because of increases granted to 1: bor, prices have been forced up, 
and I think the tone of that criticism is that the enforcement of wage 
stabilization has not been of the same caliber as enforcement of price 
stabilization. 

I take it you disagree with that categorically, and feel that far from 
forcing prices up, in general labor has been held down at least as 
severely as prices have been held down, is that correct ? 

Mr. Green. Yes; I think your conclusion is correct. 

Nevertheless, these are matters that are properly subject to ad- 
ministrative rather than legislative determination and adjustment. 
The Board has all the power it needs, under the present act, to handle 
these problems in a reasonable and proper manner, when and if | 
sees fit to do so—and we believe they should be left to the discretion 
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of the Board. We are satisfied that labor, industry, and public mei- 
bers of the Board are men of ability, honesty, and integrity who are 
trying, in good faith, to do the right thing and who are sincere in thei: 
efforts to formulate fair, equitable, and workable w age policies for the 
period of the present emergency. 

Senator CApEHART. The most complaints that have come to my 
office in respect to that is the inability of the Board to make up their 
minds one way or the other. 

Mr. Green. You have the industry members, the labor members, 
and the public members, and it is mighty difficult for them to reach 
an agreement. 

Senator Carruart. I was thinking of its administration. I get 
lots of complaints that where the businessman and his union have 
made an application for increases, for hardship, and for other reasons, 
they cannot get the Board to say “Yes” or “No.” If they would say 
“Yes,” that would be all right, or if they would say “No,” but they 
just hold them in abeyance. So the businessman, and the employee, 
neither one knows where they stand. 

My attention has been called to cases that have been there for weeks 
and months. Now, they ought to say “Yes” or “No.” 

Mr. Keenan. It raises a very complicated situation in a plant. If 
vou have workers whose union has agreed to a contract with an em- 
ployer for a raise in wages, and then when that is reported to them 
all they are waiting for is to get it in the pay check; 1f it is delayed 
too long, the local may get out of the control of the officers, and I think 
there ought to be some way to expedite that to see if they cannot be 
cleared quickly. 

Senator Bricker. Then they could enter into a contract that would 
be more acceptable to the Board. Many cases like that have happened 
in my own State, where the Board has held hearings, and they agree 
upon something they are willing to accept, but they just hold it there 
and nothing is done. 

Senator Carenart. The union and the businessman get together. 
and they agree on a new contract, or revival of an old contract, or 
they agree on new things, and they write it all up, and both agree to 
it, and this will go into effect if and when the Board approves it, and 
then they send it down to the Board and they do not get a yes or no 
answer. 

Mr. Keenan. Seventy-five percent of the cases, these contracts are 
drawn in line with the policy of the Board. 

Senator Carenarr. Then the workers, they say to the boss, * You 
are not trying to get it through,” and then you have just got a lot of 
strikes. Ww hereas if the Board would say yes or no, it would be a clear 
cut situation, and then both the wage earners and the employer could 
decide what they are going to do from that point on. 

Senator Moony. As I understand you, what you were saying was 
that these cases in many instances are not of a type which would 
bring about either a strike if they were rejected, or more inflation : 
they were accepted, because they are in line with the Board’s policy, 
that correct ? 

Mr. Keenan. That is right. 

Senator Moopy. You are merely asking the Board to earry out its 
policy ¢ 
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Mr. Keenan. And speed it up. There was an item in the news 
yesterday where they claimed that they have a delaying tactic over 
there which is one of the ways of holding back inflation. 

I think the leaders of labor have a job holding their people at work, 
and I think it is all important that once wage increases are agreed, 
once they are‘in line, that they be approved and issued so the people 
will get paid. 

Senator Moopy. I would like to point out that that Board is.mder- 
staffed. I know in my home city of Detroit people have complained to 
me that they cannot get action, and they feel it is not so much the 
fault of the acai whose responsibility it is to administer it, but they 
simply have so many cases pending that they cannot get to it. They 
do not have a suflicient staff to adequate ‘ly handle these cases. 

Mr. Keenan. Then I would make an appeal to the Senate and House 
to appropriate enough money to see that they are staffed so this admin- 
istrative work could be done. 

Senator Moopy. That was the obvious inference. 

Senator Caprenart. Of course, that is the argument the departments 
always use when they cannot come to a conclusion, and that is that 
they do not have e ‘ough men or enough mone y. I do not always go 
along with them on that. They ought to say yes or no on these things, 
and they ought to be able to say yes or no quickly. 

Mr. Keenan. I think Senator, there probably are a million contracts 
in force in this country, I would not know, but they come due every 
year, and they have got to be checked and they have to be gone over to 
see if they are in line with the policy of the Board, and I think if that 
is the regulation in the law, I think you ought to make people available 
in order to make the checks so they can be issued. 

Senator Carenart. I agree they ought to have enough people to do 
the job, but they ought not have more than they need. 

Senator Bricker. The more money you give them does not enable 
them any better to make up their minds. If it is in conformity with 
policy; it does not take much to determine that. 

Senator Moopy. The point I am making is that they cannot. deter- 
mine the facts in the case unless they have an analyst to analyze those 
facts. The fact is, at least in my city of Detroit, and I understand it 
is true elsewhere, that they literally do not have the staff to make 
these analyses to determine whether the case is or is not in line with 
the Board’s policy. 

Senator Capenart. I would think a good criteria would be that if 
both the employees and the employer agreed to it, and they were both 
willing to do it, and it was not increasing the selling price of the em- 
ployer’ s goods, which it cannot do under the act because he has a 
ceiling, that that ought to be the commanding reason. 

Senator Moopy. But, Senator, do you not see under the Capehart 
amendment, if they agree on something, on a wage increase which 
increases their cost, then automatically ‘they come in and get a price 
increase, and, of course, the whole purpose—— 

Senator Capenarr. The Senator knows that is not true. 

Senator Dove.as. It is passed on to the retail stores and to the final 
consumer. 

Senator Carenarr. That. is not true, because the Capehart amend- 
ment limits any increase in cost after July 26 of last year. 
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Mr. Hente. Senator, do I take it from your remark that you woul! 
favor automatic approval by the Wage Stabilization Board on any 
and all petitions which come to the Board signed by the employer anc 
the union involved ¢ 

Senator Carenart. I would not go that far, but I would say that it 
ought to be the one thing, if I were looking at it, that I would look ai 
more than any other one thing, if it did not increase the selling price 
of the seller’s goods. 

Mr. Keenan. There is where you run into a bottleneck, giving it to 
an analyst to look it over to see if it complies with the criterion that 
you have set up. 

Senator Bricker. The policy that is established. 

Mr. Henze. The committee might be interested to know that ac- 
cording to information I have up to about February 22, the Wage 
Stabilization Board had received bout 47,000 applications for changes 
in wages, and that is a considerable number. It had disposed of about 
30,000 of those cases, and you might be further interested to know that 
approximately 60 to 65 percent of the applications coming before the 
Wage Stabilization Board are in nénunion places, so that in terms of 
holding up operation, those are the bulk of the cases. 

Senator Bricker. Those were slower to get in, too, because the 
unions got on the ball faster than the unorganized employees. 

Mr. Hentz. We like to think so. 

Senator Bricker. That is generally accepted, is it not? 

Senator Capenart. Well, I think we are all agreed that we ought 
to say yes or no at the earliest possible moment on all those appli- 
cations. 

Mr. Green. Your point is they should say yes or no. 

Senator CapeHart. At the earliest posible moment. 

Mr. Green. I have made clear that I did not think there was any 
necessity for Congress to act, but I have one suggestion. 

Senator Capenart. We gather you feel the law is all right, it is a 
matter of administration. 

Mr. Green. There is one area in which the Congress can be of 
service in improving the machinery of the Board, although it is not 
properly within the purview of this hearing. The Board is now labor- 
ing under a large and growing backlog of cases. Our members un- 
dergo long periods of waiting before securing final action upon the'r 
petitions. Although we resent these delays and will continue to pro- 
test against them, we do not believe that the fault lies entirely within 
the Board. It is probably doing the best it can with the funds, staff, 
and facilities it has available. 

The Board has been and still is seriously handicapped in the proc- 
essing of cases because of an inadequate budget. Only the Congress 
can correct this situation. 

The Cuatrman. Mr. Green, I have read carefully your testimony 
here on materials, and I can only speak for myself, but I think the 
other members would agree with me, because we have been going into 
this with Mr. Wilson. I note you state it is of national interest to 
return to free enterprise as soon as possible, and then you go into the 
allocations of copper, steel, and aluminum, and you go into the sur- 
plus of other building materials. I think this committee is in hearty 
agreement that wherever those building materials outside of those in 
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short supply are concerned you should be permitted to go ahead with 
housing construction. 

I wonder if you want to read that, because we have agreement on 
that. 

Mr. Green. It will be in the record ? 

The Cuarrman. Of course, it will be in the record. 

Senator CappHarr. Your recommendation is that no materials, 
unless they are needed, and needed now for the national defense, 
should be denied civilian use. 

Mr. Green. That is correct. 

Senator CapeHartr. We have taken that position. My opinion is 
they cut them back too quick. 

(The following was submitted for the record :) 


CPI AND PRICE STABILIZATION 


(A list of items included in the Consumer Price Index by the Bureau of Labor 
Statistics, grouped according to their position under OPS control) 


IremM A. CPI IremMs Exempt From OPS CONTROLS BY THE DEFENSE PRODUCTION 
Act, 1950, AND AMENDMENTS OF 1951 


RENT 


Rent is under the control of the Office of Rent Stabilization, but since August 
1951 many types of housing have been exempt. They include hotels, motor 
courts, trailers, converted units, and new construction. Others are subject to 
rent ceilings 20 percent higher than on June 30, 1947, plus amounts allowed for 
major capital improvements and increased living space. In newly designated 
critical defense housing areas, there is almost total rent control. 


PUBLIC UTILITIES AND TRANSPORTATION * 


Telephone Streetcar and bus 
Gas Railroad 
Electricity Water rent 


MEDICAL EXPENSES 
Physician: Office and house visits, ob- Dentist: Filling and extraction 
stetrical care Hospital: Men’s pay ward and room 
Surgeon: Appendectomy Group hospitalization 
Specialist : Tonsillectomy 
MISCELLANEOUS 
Barber and beauty shop services Newspapers 
Motion pictures: Adults Domestic service * 


ItreM B. CPI IteMs EXEMPT BY THE OFFICE OF PRICE STABILIZATION 


FOODS 
Fish, fresh Sugar 
Fish, frozen Most fresh fruits and vegetables * 


‘Under the Defense Production Act, OPS has the right to intervene as an interested 
party in petitions for rate increases by public utilities. 

*Under Wage Stabilization Board, except where provided by those who contract service 
on a regular basis to householders. Then under OPS. 

‘Most fresh fruits and vegetables and fish are exempt under the General Ceiling Price 
Regulation because they are highly perishable, seasonal, or subject to wide fluctuations in 
price. 
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MISCELLANEOUS 


Prescriptions Hospital fees 
Optometrists * Auto licenses, fees, and registration 
Postage 


Item C. CPI Irems Unper OPS Conrrot aANp Sussect to Partry Pass-THrovucy 


Parity is a price determined by the Secretary of Agriculture. It is designed 
to give commodities the same purchasing power they had during a selected bas« 
period when prices were considered in good balance. This purchasing power 
is Measured in terms of prices of commodities that farmers buy, interest on 
mortgages, taxes on farm real estate, and for most commodities cash wage rates 
paid hired labor. These parity prices change as the prices paid by farmer, 
change. They represent United States averages for the various grades, quali 
ties, and classes of commodities, but not the cost of production plus profit. 

Pass-through permits the processor to increase his selling price to the amount 
of the increase which he pays to the producer above the highest price he r¢ 
ceived in the base period (December 19, 1951, to January 25, 1952), so long as 
that price is below parity. A provision of the Defense Production Act. 

Flour, wheat Eggs, fresh 

Corn flakes Frozen foods 

Corn meal Canned peaches 

Rolled oats Canned vegetables 

Bread, white Navy beans 

Chickens, frying Lard 

Dairy products, all * Some fresh fruits and vegetables * 


IremM D. CPI IteMs Unprer OPS Controi 
FOOD 


Meat, all beef, veal, pork, lamb Grape jelly 

Salmon, pink, canned Margarine 

Pineapple, canned Salad dressing 

Prunes Shortening (vegetable) 


APPAREL 
All apparel items (including dry cleaning and shoe repairs). 


FUEL AND REFRIGERATION 


Antharcite, Pennsylvania Kerosene 
tituminous coal Range oil 

Coke Wood and sawdust 
Fuel oil Ice 


HOUSEFURNISHINGS AND SUPPLIES 


Housefurnishings, all—ineluding television set; table-model radio; laundry 
soap; bar and granulated; toilet tissue; toilet soap; toothpaste; face powder; 
sanitary napkins; razor blades ; home-permanent refill. 


MEDICATION 


Aspirins Tincture of Iodine 
Quinine Milk of Magnesia 


FAMILY TRANSPORTATION 


Automobiles Motor oil 

Tires Auto repairs 

Gasoline Auto license, fees, and registration 
*Services and prescriptions, eyeglasses sold direct to the consumer. Exempted as 

professional services. 

Special provisions for dairy products are included in the Defense Production Act 
making possible a higher legal minimum price than they would have under the regular 
parity provisions affecting price control 
_ © A few of these are included under parity provisions. Potatoes are at present the only 
fresh vegetable under price ceilings. 
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MISCELLANEOUS 


Cigars Beer 
Cigarettes Velocipede 
Pipe tobacco 

Mr. Green. These then are our recommendations on specific aspects 
of the Defense Production Act that this committee will be considering. 

The CHamman. When we recess, when Mr. Green is finished, we will 
meet in the old Supreme Court room this afternoon. We will have a 
vote this afternoon about 4 o’clock. Mr. Kline, of the American Farm 
Bureau, will be the first witness in the old Supreme Court room at 2 
o'clock. 

Senator Moopy. I am very anxious to hear Mr. Kline and others. 
If I am not able to be there all the time this afternoon it will be 
because of pendency on the Senate ee of the resolution to reject the 
President’s Reorganization Plan No. 

As the chairman knows, I am the a of another committee on 
the President’s plan to reorganize the Bureau of Internal Revenue, and 
therefore my presence is required on the floor. 

The CHamrman. I understand that. I got that room so any time the 
Senators could just cross the hall and make an appearance. 

Senator Moopy. I will read the testimony carefully. 

The CHarrman. Go ahead, Mr. Green. 

Mr. Green. In conclusion, [ wish to emphasize only one point. At 
the start of this defense program, the workers of America were asked 
to accept a program of wage stabilization. As the representative of 
over 8 million American workers, American Federation of Labor 
unions agreed to cooperate wholeheartedly in this program as their 
contribution to the defense program. 

When the American Federation of Labor agreed to accept a wage- 
stabilization program, this acceptance was based on the understanding 
that wage stabilization would be only part of an effective compre- 
hensive anti-inflation program carrying out the principle of equality 
of sacrifice. As you will recall, this was the chief issue in dispute 
when representatives of organized labor left the defense program for 
2 months early last year. 

As the stabilization program has developed, it has become in- 
creasingly clear that the workers of America are bearing a dispropor- 
tionate share of the sacrifice involved in this defense effort. While 
wage stabilization is functioning as an effective restraint to wage in- 
creases, other aspects of a comprehensive anti-inflation program have 
been neglected. The cost of living has continued to rise. The tax bur- 
den is inequitably distributed between the lower and upper income 
groups. 

In this connection, I want to impress upon this committee the ef- 
fectiveness of the wage stabilization program. If this committee is 
under the impression that wage stabilization has not retarded the 
upward movement of wages, it is greatly mistaken. A recent Govern- 
ment analysis of the movement of wages ae aig the last 12 vears 
brings out this point very clearly. You will be interested to know 
that during the stabilization per iod beginning in February 1951, the 
rate of increase in hourly earnings of production workers in manufac 
turing industries has been no faster than the comparable rate of in- 
crease during the vears of the strictest wage controls by the Wat 
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Labor Board. The detailed figures supporting this statement is at- 
tached. 
(The information referred to follows:) 


ae of increase in nomrty sarnings, 1931-51 


Monthly rates of increas: 


rari | 
Period | Gross hourly |Hourly earrings 
earnings | Preis ove . 
| | 
| —|————_— 
Pre-Pearl Harbor, January 1939-December 1941____ ee $0. 68 | $0.5 
Early war period, December 1941-September 1942 doa 1.55 l 
World War II wage controls, September 1942—-August 1945 a . 42 | ' 
Post World War II, August 1945-June 1948 __ : al 91 | 1.6 
Pre-Korea recession, June 1948-June 1950. _- a 35 | 34 
Korea to general freeze, June 1950-February 1951 - 9 kG 
Current stabilization period, February 1951- December 1951 47 | ‘ 





Source: Economic Stabilization Administration. 


Moreover, these figures relate to earnings before taxes. It is quite 
a different story to look at the figures showing earnings after taxes. 
Information from the Department of Labor, Bureau of Labor Sta- 
tistics, shows that the real value of workers’ take-home pay is actu 
ally less today than it was in June 1950, the month before the Korean 
invasion. A complete statistical picture of recent trends in workers 
earnings is attached. 

(The information referred to follows :) 


Gross and net spendable weekly earnings, production workers in manufacturing 
industries, 1939-51 


| } Net spendable average weekly earnings 
Gross aver- 








Month age weekly 
earnings Worker with no Worker with 3 
dependents dependents 
| Current | Current | 

dollars | 1939 dollars dollars 1939 dollars 

1939-—A verage - _- ek ja wnt 23. 86 $23. 58 | $23. 58 $23. 62 | $23.12 
1945— April — 47.12 | 39.10 | 30. 53 44. 87 35. 04 
October - : ade oes 40.97 | 34. 29 | 26. 40 39. 74 30.1) 
1946—October _ _- ; : at 45.97 | 39. 48 26. 36 44. 96 30.01 
1947—October , atid 51.72 | 44.19 26. 73 49.67 | 30.05 
1948—October _- a sasavie 55. 60 48. 66 27.73 54. 40 | 31.01 
1949—October...._____- igh cet has 55. 26 | 48. 37 | 28. 53 54.11 | 31. 92 
1950—June._-_-...-- saiitin guiisdeieiriinaeicete ale 58.85 | 51.03 29. 80 56. 86 33. 21 
1951— February -_-- Fake sabe keaschaeee’ 63. 84 | 53. 55 28. 96 60. 62 32.78 
December. sng ie eliibeci hiasiaia avail 67.36 | 55. 20 29. 02 63.14 33. 19 

i | 


Thus, it is quite clear that under the present st philitesbens program 
workers are making a real sacrifice. It is not too much to ask that 
other segments of our economy make an equal sacrifice. In our 
opinion, the biggest test of whether we can achieve equality of sacrifice 
will come when Congress considers the Defense Production Act. 

The American Federation of Labor will be watching very closely 
the results of this year’s congressional debate on the “Defense Pro- 
duction Act. If Congress does not make a real effort to work out 2 
program based on equality of sacrifice, the American Federation of 
Labor will be forced to review its entire support of the wage-stabiliza- 
tion program. We are confident, however, that this committee an: 
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the full Congress will see the issues clearly and will work out an 
equitable program in line with our recommendations. 

The CuatrMan. We thank you very much. You may insert any 
statement you wish to file on the percentages of those under price 
control. 

Mr. Hente. These things work quicker than you think, Senator. 
That particular statement is here, and I would like to submit it for 
the record. 

The CuarrMan. Certainly. 

Mr. Henze. This is a tabulation which has been made available to 
us showing the extent to which prices under OPS control have in- 
creased, and the extent to which prices outside of OPS control, or 
with only limited OPS control, have increased, and it covers the period 
from June 1950 to December 1951. 

Senator Capenart. Mr. Green, I placed in the record yesterday 
Labor’s Monthly Survey, issued by your organization for February 
and March, and I want to congratulate you on that. It is the finest 
statement I have seen on the subject. 

Mr. Green. I do not want you to interpret that as an approval of 
your viewpoint on your amendment, because we are dealing with it 
in an abstract way. We do not want either price control or wage 
control if it can be: avoided under any circumstances. We do not want 
it. We believe in the free-enterprise system, we are the defenders 
of the free- nae ise system. We want to eliminate Government con- 
trol of private affairs and pr oduction of the Nation as soon as possible. 


Senator Caprenart. Workers gain most under normal free enter- 
prise without control, and I think you prove it. 


Mr. Green. That is only an abstract statement, sir. 

Senator Capenart. I congratuate you. Does this go to many of 
your members? 

Mr. Green. It goes out to the members. 

Senator Carenart. To 8 million ? 

Mr. Keenan. To about 50.000; it goes to the officers. 

The CHarrMan. Senator Moody. 

Senator Moopy. I want to comment that I believe Mr. Green con- 
sistently from year to year contributes some of the soundest economic 
advice this committee gets, and I want to congratulate you on your 
statement this morning. 

The CHairman,. We will recess until 2 o’clock. 

(Whereupon, a recess was taken at 12:30 p. m. until 2 p. m. to the 
old Supreme Court room, United States Capitol.) 


AFTERNOON SESSION 


The Cuarrman. The committee will come to order. 

I would like to place in the record a memorandum on the mark-ups 
on excise-tax es uses which I have had furnished by the Office of 
Price Stabilization. 

(The memorandum referred to follows:) 


MEMORANDUM ON MARK-UPS ON ExcIse-TAx INCREASES 


By virtue of the Herlong amendment, section 402 (k), OPS was required to 
allow wholesalers and retailers their customary percentage mark-ups on the last 
increase in excise taxes, where such taxes were customarily in the past treated as 
part of net invoice cost for price mark-up purposes. The Herlong amendment 
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prohibited OPS in such areas from restricting wholesalers and retailers to a 
dollars and cents pass through of the increase in the excise tax. 

Under the OPS regulations which have been issued allowing a mark-up on 
increased excise taxes, it is estimated that retail ceiling price increases allowed 
will amount on an annual basis to $375,800,000 as a result of increases in excis; 
taxes of approximately $234,100,000 plus the wholesale mark-up and the retail 
mark-up. This means that the total dollar mark-up at retail based on the in- 
creased excise tax will approximate $141,700,000. 

There is attached a detailed tabulation showing the dollar amount of wholesale 
and retail mark-up as a result of OPS regulations allowing a mark-up on ip- 
creased excise taxes. . 


Estimated annual dollar amount of mark-up that consumers wild pay as a result 
of OPS regulations which allow a mark-up on increased excise taxes 


| Tax | | Excise 
Esti- | increase | | tax plus Total 
mated Esti- plus | Esti | retail dollar 
increase | mated dollar | oo ; and mark-up 
| in excise | whole- | whole- | sotail whole- | on in- 
tax sale | sale me . x. sile | creased 
(million | mark-up | mark-up , pe } mark- | tax 
dollars) | oncost | (millions On CON ups (mil-| (million 
(annual) !! of | | lions of | dollars) 
| | dollars) ? | dollars) ? | 


(3) | |  @) (6) 


Percent | 
Distilied spistte................ , 2 
Wine es 5 2 
Auto parts and accessories : 25 
Electric, gas, and oil appliances j 17.1 25 
Mechanical pencils, fountain pens, ball | 
point pens, mechanical lighters for | 
cigarettes, cigars, and pipes __ | 13.9 | 25 


Total cainiesina snipetrenen 234. 1 


1 Source: Office of the Technical Staff, U. S. Treasury Department. No data available on estimated 
increase in excise tax for sporting goods (such as badminton, tennis, billiards, golf, etc.). 

? Column 2Xcolumn 3+column 2. 

> Column 5Xcolumn 4+column 4. 

4 Column 6—column 2. 


The Cuatmman. Mr. Kline, will you come up, sir? 

Mr. Kline, we will make your statement a part of the record. You 
may read it or highlight it, just as you desire. 

I am sorry we could not get to you this morning. 


STATEMENT OF ALLAN B. KLINE, PRESIDENT OF THE AMERICAN 
FARM BUREAU FEDERATION, ACCOMPANIED BY JOHN C. LYNN 
AND FRANK K. WOOLLEY 


Mr. Kurne. Mr. Chairman and members of the committee, I shal! 
only ask that this statement which has been furnished and which | 
know the members of the committee have already given attention to 
be made a part of the record in connection with my presentation. 

I shall be happy to take only a few minutes of the committee's time 
to state the approach, the convictions which we have arrived at and 
shall do it informally and then shall try to answer such questions as 
the committee may care to ask. 

The CHatrmMan. Thank you, sir. 

Mr. Kurxe. The statement which is prepared here is based firmly 
on the resolutions of the American Farm Bureau Federation at the 
last annual meeting in December. 
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The Cuarrman. I might say for the record that I have heard from 
members at home, through letters, telegrams, and even telephone calls. 

Mr. Kune. Thank you, Senator. 

The approach which I shall take here will be without any effort at 
dealing with individual propositions, to state what seems to us to be 
the proper procedures or sort of procedures to deal with the difficult 
problems of this defense period, and to state briefly our conclusions. 

We appreciate the efforts of this committee. Cert ainly no commit- 
tee in this Congress deals with a more difficult subject than the whole 
subject of organizing the productive capac ities of America, in the 
interests of our mutual defense and in the interests of preserv ing for 
America the basic advantages which have belonged to American citi- 
zens by virtue of the country i in which we live. 

The Cuamman. Mr. Kline, I do know that many people want to 
hear you. Perhaps you could speak a little louder. 

Mr. Kure. I can speak a lot louder. I will do that. 

The first thing I wish to emphasize is that in this defense period we 
are faced with a situation which is of indefinite duration. This, I 
think, we can all appreciate. 

The CHarrMaNn. Well, we hope not, but I believe you are right. 

Mr. Krrve. Our job is to develop the production ‘of the American 
economy in such a way that it sustains to the maximum extent the 
effort of defense and at the same time develops to the maximum pos- 
sible extent our capacity to satisfy our own needs and our capacity to 
capitalize on the assets of a system of free men, such as we have here. 

In the effort to approach this problem, many sincere people have 
felt that it was necessary to institute in the country the most extraordi- 
nary amendments to or restrictions of the freedom of choice in the 
matter of price control, wage stabilization, and the attendant proposi- 
tions. 

We believe firmly that this approach will reduce our production, 
will destroy or very materially restrict our capacity to serve our own 
ends. 

It seems to me to be absolutely true that any time we decide not to 
use price to get production, we shall have proposals to use subsidies in 
lieu of price, paid out of the people’s money direct to individual pro- 
ducers, as a substitute for price. 

The Cuatrman. Of course, we have no subsidy program in this bill. 

Mr. Kuve. There has been provided a considerable number of 
substitutes for price to get production. You are speaking particu- 
larly now of agriculture. We can be sure there will be subsidies in 
lieu of price any time price controls really become effective. 

These proposals came forward last year and I think you can ex- 
pe ct them any time that you begin getting a depression of production 
by the control of price. 

On the other hand, at any time we decide not to use price to dis- 
tribute goods; not to allow the individual system freedom of choice 
which is consistent with the incentive system, we have then decided 
to ration goods if necessary. And, at any time that it was really effec- 
tive—I mean this whole set of proposals to try to depress prices, to try 
to guarantee to the consumer a cheaper price than he was willing to 


pay in the market place, we shall ration, and there is no doubt about 
this. 
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In the interim there may be a twilight period when we will have 
the transfer of various sorts of production enterprises or processing 
of distribution enterprises to higher cost channels where we will have 
part of the business going through what are black-market channels 
or gray-market channels of various sorts of which I have a number 
of illustrations in the agricultural field or agricultural marketing 
field that I would be happy to furnish, if you wish, for the record. 

The Cuamman. Without objection, the committee would appreciate 
your furnishing it for the record. 

Mr. Kuine. We are thoroughly convinced of this proposition ; wie 
we decide not to use freedom of choice in the athe place we have 
decided on rationing. 

Up to now we have not had effective price control. It has been 
effective enough only to affect some of the black markets and inter 
fere with efficient production but has not gone far enough to enforce 
rationing. We think it would be a great tragedy if it did. 

There are in the American system some fundamentals. There js 
nothing more fundamental than some of the functions exercised |y 
price. They are used to get production, to fit production to the mai 
ket, to fit production to the demand, and they are also used by the 
citizen in his determination of what it is that he would like to spend 
his money for. 

When we decide not to use price, then we force a political decision 
which calls for the substitution of coupons by the Federal Govern- 
ment. The individual citizen then uses coupons in lieu of using his 
own money for the satisfaction of his wants. 

There are many political systems in the world. There are a goud 
many of them which have been brought forward as an answer to 
dilemmas similar to ours. 

In agriculture there are a good many of them which I know inti- 
mately. There is none on the record which has been productive like 
our own. The fact that we are faced with an emergency is a poor 
excuse for substitution of the American system with one which has 
worked less well every place it has been tried. 

There are people from all over the world coming to this country «ll 
the time to see how our production has been possible. 

The assumption that this production which is part of the American 
way could have been equally well accomplished 1f we had eliminated 
freedom of choice, if we had used rationing through an indefinite 
period with all of the evils attendant on that sort of system, it seems to 
me, is without any definite proof, without background and is in fact a 
false assumption. 

Our recommendations are, very simply, that we undertake in this 
defense period the minimum interferences (1) with the freedom of 
choice of the American way, (2) with the incentives which have made 
possible American production, (3) that we set forth terminal facili- 
ties clearly which will do away with at the earliest possible time 
such interferences as we now agree with. 

In this connection we propose that this act be extended only for | 
year. 

’ So far as wage and price controls are concerned, it is our firm con- 
viction that the exercise of this sort of authority in a period when we 
are hoping to spend, say, IS percent of our total production on cde- 
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fense, is inappropriate, that it cannot be efficiently exercised by the 
Federal Government at all; that the only way to prevent many serious 
interferences with the development of American production and dis- 
tribution, is to eliminate titles 1V and V from the act. 

We are not concerned and we are not prepared to discuss in detail 
many of the amendments which would alleviate the operation of titles 
IV and V for the specific reason that that sort of argument tends to 
continue the authority to contro] prices and w: ages, however, we are 
convineed of the advisability of discontinuing such authori ity. 

The CuHarmMan. Would this continue also “the wage controls? 

Mr. Kurne. No, sir. 

The CrarrMan. It would take them all off? 

Mr. Kune. Yes, sir; we would also remove wage controls. As a 
matter of fact, 1 am convinced that the actions which have been un- 
dertaken by the Federal Government, and many of the things which 
went along with those actions, have resulted in a greater price increase 
than we would otherwise have had, and greater inflation. 

| want to make one more point and that is that the American people 
have to understand that there is no possible way for the Federal Gov- 
ernment to spend money excepting by taking it from the people. 
There is no way in the world. 

It seems to me that a lot of the people who have been proposing 
progressively greater, what seemed to be bene oe extended by the 
Federal Government—either benefits of control, or benefits of pay- 
ments, or benefits of subsidies—that they have failed to realize that 
Federal expenditures are taken from the people as well as given to 
the people. 

The Cuarrman. Well, everyone knows that, Mr. Kline. 

Mr. Kurxe. There is no choice. I am sorry, Mr. Chairman, but ev- 
erybody does not know it. I have been traveling in the country. 

The Cuamman. What Member of Congress would not know that? 

Mr. Kurne. I am not speaking now about Members of C ongress, 
Mr. Chairman. 

The Cuarrman. But you are addressing a man who is a Congress- 
nan and you come in and say we are respons sible for inflation. If 
this committee hadn’t passed the law: “The inflationary rise in the 
general price level which followed Korea, was almost entirely the 
result of two factors—one of which was aggravated by the enactment 
of legislative authority for price and w: age controls,” 

If the administration had not del: vyed what we did until January, 
we might not have had this rise. That is my opinion. Of course, you 
are entitled to yours. 

Mr. Kurne. Mr. Chairman, J am done with my formal statement 
ind I would like to comment on this suggestion of yours or any other 
suggestions that are made. 

The Cuatrman. You really believe if there had been no control 
hill at all, if we had no meetings in June or July, that prices would 

ive been lower? 

Mr. Kurnr. I would like to state the reason for my conviction that 
that istrue. My answer is “Yes.” 

The Cuarrman. I do not question your sincerity, I just wanted it 
for the reeord. 

Mr. Kurne. That is right. 
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After Korea, the first thing we did with all the talk about having 
stand-by authority for the control of prices.and stand-by authority for 
rationing convinced the people that goods were going to get scarce and 
that prices were going to get higher. This was easy. This was the 
psychological thing. 

Now having created this impression, the people are not so dumb, 
They decide the thing to do with money is spend it now so they spend 
their wages and they spend their accounts in the bank. Then they 
decide that they ought to spend some more—these are businessmen, 
these are individuals; the evidence of it is in the fact that inventories 
in business last March were just under $13 billion above the year 
previous; that installment buying had increased by approximate|; 
25 percent from the year before. 

Having convinced the people that this was the thing to do, and 
the people having decided that the wise thing to do was to spend, 
we followed a policy in the Federal Government of making available 
to the banks unlimited reserves, so when the people came in to borrow 
more money, they were able to borrow it. 

And the great increase in prices from Korea to last March arose 
primarily from an increase of demand deposits in the banks or loans 
from the banks—that is not all bad but this was the real crux of the 
inflationary proposition. 

There are other things that we did, of course. We recognized that 
there was a necessity for increasing costs; that we were going to 
recognize all the escalator clauses and this sort of thing. 

This added to the conviction of a lot of people that we had to have 
protection because prices were going to go up and because goods 
were going to get scarce. 

What really leveled off prices was not the OPS. A lot of people 
quote the figures from the first of Korea until the price freeze. This 
was the time during which there was extraordinary expansion in 
loans for which the Government itself over in another branch was 
responsible, by furnishing unlimited reserves at a profitable level to 
the banks. 

Senator Bricker. That is why they were still buying at far above, 
on the open market, bonds, amortizing the debt during that period. 

Mr. Kune. The banks themselves owned just under $60 billion 
worth of Government bonds so at any time you came in and wanted to 
borrow another $10,000, if the bank was short of reserves all they had 
to do was to turn in some bonds to the Federal Reserve. They did not 
get money for it, they got a reserve account and the banking system 
lent five times as much as they turned in. 

Senator Bricker. You are only explaining the reason for the ab- 
normal rise at the time this law went into effect, but that was true of 
the insurance companies, also. 

Mr. Kune. I am only taking a little piece of the problem, Senator. 

Senator Bricker. I notice you recommend here increasing the re- 
serve authority of the Federal Reserve Board. 

To what extent do you think it ought to be increased, or exercised / 

Mr. Kurne. Before we made a specific answer to that question, we 
would rather give it more detailed study than we have in making this 
statement. 

Senator Bricker. What about the rediscount rate ? 
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Mr. Kune. The rediscount rate is also one of the tools which we 
would want to study and make a careful recommendation on. 

The series of recommendations, however—the idea back of it is the 
proposition that indirect cont rols which maintain amore stable general 
price level are far more consistent with an expanding productive econ- 
omy based on incentives than one where direct controls are exercised 
by the Federal Government, over individual firms, businesses or people. 

‘Senator Bricker. Those are the most effective weapons, those are the 
weapons they use, bringing down the reserves and the rediscount rate 
that brought on the inflationary period which we now find is reaching 
a climax or a dangerous point. 

The reserve of it, it seems to me, would be the most effective way and 
means. 

Mr. Kurne. There is an additional answer to the question raised by 
the chairman. Last spring we did quit furnishing these unlimited re- 
serves at a profitable level and we did have a leveling off. These two 
things seemed to me to be far more defendable than the assumption 
that price control has really been effective, when we have never ra- 
tioned and when we have very many prices, particularly in agricul- 
ture, which are far below ceiling. The evidence does not seem at all 
conclusive that price controls have prevented inflation. 

Then I should like to make a new point while we are on this and that 
is that in the present setting there is no possible way of controlling 
inflation except to balance Federal expenditures with Federal tax 
income. ‘ 

If we should spend next year, say, $10 billion more than we take in, 
then the Government has no way at. all of getting the extra $10 billion 
except by cheapening money. That is by paying its bills in the market. 
place in America with new money. It cheapens everybody’s money, 
everybody’s income, everybody’s savings—the bonds, the bank deposits, 
the insurance policies, the security payments; every dollar asset is 
cheapened when the Government goes out and spends more money than 
it takes in. 

A lot of people are suggesting that the Government of the United 
States ought to be strong and protect the people’s money by rigging 
prices. Weak governments rig prices. Strong governments pay their 
bills and keep their money good. There is our attitude with regard 
to that proposition. I think the budget. must be balanced both in the 
interests of defending America and keeping it strong and protecting 
the incentive system in America. We think the budget must be bal- 
anced in 1953. 

Senator Bricker. I think the hindsight of history supports your 
position on that. 

Mr. Kune. I know of no country which has tried deficit financing 
on as long a period as we have already gone through and seem to be 
dedicated to, which has survived without the extraordinary expan- 
sion of the power of the central government over the individual citizen 
to an extent quite inconsistent with the traditions of this country. 

The CHarrman. What does the American Farm Bureau think about 
section 104% 

Mr. Kurne. The section 104 proposition has had a great deal of dis- 
cussion throughout the country as well as at our annual convention. 

We believe, first, that section 104 has in it the seeds of considerable 
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difficulty, not only to the United States as a trading Nation, but to 
farmers as a group of the people interested in export trade. 

First, we have in the Reciprocal Trade Agreements Act, the escape 
clauses and we have the section 22 provisions which are for the pur- 
pose of protecting groups in agriculture which are hurt by, or whic) 
are in a position where it looks like they will be seriously injured |) 
increasing imports. 

We have been trying to get a clear-cut procedure outlined by the 
executive branch of Government, so that groups of producers wi|| 
know where to go, what procedures to undertake, and will be assure 
that there can be efficacious treatment when they have presented a case, 
under section 22. 

Senator Bricker. Do you think the escape clause would have given 
adequate protection in the case of fats and oils and dairy products’ 

Mr. Kune. We believe that section 22 could be used to do that. 

Senator Bricker. Do you think there was need for it to be used 
at the time they passed section 104? 

Mr. Kune. Yes, we believe there was a good case at that time and 
that expeditious handling of section 22 cases would have probably 
obviated section 104. : 

Senator Bricker. Was it not failure to use that escape clause as 
they had in many, many other instances, under drastic appeals from 
American production—was it not failure to use it that really brought 
on section 104? 

Mr. Kure. I believe that failure to properly implement section 22 
had a great deal to do with the passage of section 104 and that we 
can work out a system which will take care of the difficulties involved, 
without unduly interfering with the major problems involved in inter- 
national trade. 

Senator Bricker. We do not like this piecemeal proposition any 
better than anyone else does, or I do not, here in the Congress of the 
United States. But the failure of the administration, just as the Fed- 
eral Reserve failed to recognize the facts of our economic life in 
regulations X and W, the failure to do it necessitates that Congress 
move in and recognize it if the Board does not. 

We found them very much inclined, I am thinking, to play the 
game of someone other than that of the people of the United States, 
especially in this program. 

I feel the only reason they are down here imploring Congress to 
act at the present time, is that they do not want to admit that they 
had the power under the General Tariffs and Trades Agreement. 

Mr. Kune. We believe the use of section 22 can be clarified ani 
that a lot of interested people are now anxious to clarify it. We are 
willing to operate under section 22 with the understanding in mind 
that if the procedure for its use is not clarified, we have to do some- 
thing about it. 

There is a part of this case, however, which has not been clearly 
made. There have been some statements of this case which sounded 
something like this: 

“Imports of cheese, lower the price of cheese. Therefore, anybody 
who is sympathetic with the dairyman’s interests would, of course. be 
against the imports.” 











DEFENSE PRODUCTION ACT AMENDMENTS OF 1952 673 


This is too simple a case. An answer based on that kind of case 
could only be a proper answer, a right answer by accident, because 
that is not all the case. 

If exports of cheese reduce the price of cheese, you still have to come 
back to the proposition that the fellow who raises the milk out of 
which the cheese is made, is a dairyman. The dairy exports of last 
year were 214 times dairy imports; that the restriction against any 
import does have an effect on exports. 

Senator Bricker. What was the nature of most of the dairy exports? 

Mr. Kurne. I have that here. 

Senator Bricker. Would you supply that? 

The CHarrRMAN. Without objection, it will be inserted for the record. 

(The information referred to follows :) 


Value of exports and imports of dairy products, calendar years, 1946-50 





Calendar year exports (in thousands of dollars) 











Product Fe eee irene aoeeme 
146 6| 1997 | 1948 | 1949 | 1950 
-_—_—_—_--_ eae a ote SS a 
Butter, natural. ciel ideacteintarsinecenndnn’=< 500} 8,145 | 4,898] 2,872 | 2, 036 
Butter oil and spreads i aieemrihen kota w nee ® dane 5, 387 | 124 57 | 0 | 0 
CUNO eee ee wewninta 61,006 | 67,605 | 43,482 | 35, 244 | 7, 369 
Sweetened condensed milk _..............-..---- : 15, 378 20,934 | 22.513! 16,316 | 6, 278 
Unsweetened evaporated milk..............-.--- . 110,959 | 63,712 | 47,330} 32,865 | 19, 104 
Nonfat dry milk solids _-__....-...-- Saab enih anedieg tn 28,755 | 42,156 25,481 | 29,558 | 10, 736 
Dried whole milk_- seacenecencesceenceene---e-| 62,141 | 47,803 | 53,140] 41,257] 30,266 
Fresh and s sterilized milk_.....-.-__- mnahaaiihns 377 | 1, 483 1, 525 | 1, 624 | 908 
Infants’ and dietetie foods - - 6, 991 | 9, 463 5, 265 | 8,810 6,714 
Malted milk, compounds and mixtures_. -- denna 3, 176 | 4,011 | 3, 948 | 3, 218 2, 027 
Ice-cream powder, mixtures, and preparations _----_- 1,158 1, 696 | 1, 815 1, 206 659 
Other dairy products. .-.....-- aenoweneeMeneee 22 | 770 | 594 1, 330 582 
Ty IE. cin eet nc ccntedddinccsknags | 296, 250 | 267, 902 210, 048 174, 300 86, 679 
i | i 
Calendar year imports (in thousands of dollars) 
Product eee ND 
1996 | 1947 1948 199 | 1950 
sui ae 8 eS ada aa Bae 
| | 
Butter eat. ae Bes pens 3,195} 1,771 | 176 218 | 6 
Cheese : scsi tieibbvae geen 8, 130 | 4, 675 12, 730 16, 861 23, 975 
Evaporated and condensed milk aripedeal 59 1 6 a 39 
Nonfat dry milk solids ; ; es Poe (') 0 354 427 202 
DNGO0 SNE ds tit edits ae'ewolacn () (@) 1 1 16 
Casein or lactarene amen | 11,336 6, 240 9, 255 4, 880 10, 055 
GURY GI aoe castccccsccncdewbaces | 18 | (‘) | 203 71 63 
Total dairy products--............-....-.-.----| 22,738 | 12,687 | 22,725 22, 465 | 34, 356 
Ratio of value of exports to imports 
Product neem Re ne 
1946 | 1947 | 148 | 19 1950 
_— —-—_—__—— . ———— ee er — | ——— —————_  — —— — | ——_—— - --j— —_ - 
ee aoa | 0.16 | 4.60 | 27.83 | 43.17 239. 33 
Chet. 3. «atolls taaceices sitters cijeadee. 7.50 | 14.46 | . 42 2. 09 .31 
Condensed and evaporated milk , 2,141.31 |84, 646. 00 11, 60. 50 | 7,025. 86 650. 82 
Nonfat dry milk solids - - __- ; : as Netae Laity ; 71. 98 69. 22 53.15 
DYIOG BOGEN Mian ts tcnccbaveveces OS Si alistints roe 153, 140. 00 |41, 257. 00 1, 891. 62 
ther dairy products _. 1. 54 2.81 1.40 3. 27 1.08 
Total Gaity WOOGMOS.. . .<...60- ic ccncc. ne ceencs-| 13. 03 21.12 9. 24 7.76 2. 52 


Less than $500. 





674 DEFENSE PRODUCTION ACT AMENDMENTS OF 1952 


United States trade in 1950* with countries that have protested against import 
restrictions under section 104 of the Defense Production Act of 1950, 


mended 
” I. TRADE WITH CANADA 


Exports to Canada Imports from Canada 


eT 


Value (in 5 Value (in 
Commodity thousends Commodity thousands 
of dollar) of dollars) 


Agricultural: oe: 
Unmanufactured cotton.......----- 63, 527 | Chenee......-.+5- li aia a a OE 
Grains and preparations. 48, 286 
Fruits and preparations... -.---.--- 46, 298 ; 
Oilseeds and vegetable and animal Grains and preparations 
fats and oils -.-..- 38, 870 | Meat products 
Vegetables and preparations. 20, 630 | Fodders and feeds. 
Fodders and feeds... .-....-----.---- 2, 233 Fruits and preparations | 
Other agricultural products... -...-- 29, 676 |) Vegetables and preparations_______| 
a Other agricultural products 


Total agricultural exports Total agricultural imports__._-_- 


Nonagricultural: Nonagricultural: 
Coal and petroleum and products -. 2, 251 Paper, wood, and mannfactures___} 
Metals and manufactures 211, 306 Metals and manufactures 
Machinery. -- -- Retr eeenapaenth apie 444, 227 || Nonmetallic minerals -_.....-.-.-- 
Automobiles and parts. _.-_--_--- 163, 949 || Agricultural machinery 
Chemical products .-...-- a 120, 315 |} Fish and products... _- oa 
Other nonagricultural products... | 346, 061 i} Other nonagricu!tural products. a) 


Total nonagricultural exports. 1 698, 109 Total nonagricultural imports_-_.| 


Total exports to Canada_-___...-- oe 947, , 629 Total imports from Canada____- _ O54. 4 431 
Agricultural trade (in thousands of | | Total trade (in thousinds of dollars): 
- lars): United States imports_. 1, 954, 431 
United States imports_.... 264, 887 | | United States exports... 1, 947, 629 

United States exports. -_--- 249, 520 | —_——- 

-_ Net imports.......... 6, 802 

Peet SE cae ws 15, 367 





II. TRADE WITH FRANCE 


Exports to France Imports from France 





: Value (in |} | Value (in 
Commodity thousands || ity | thousands 
of dollars) | of dollars 





Agricultural: | Agricultural: 
Cotton, unmanufactured 109, 589 Roquefort cheese 
Corn 19, 754 Other cheese 
Oilseeds and vegetable oils 7,111 Casein _. 
Tobacco, unmanufactured___.__- 4.290 Beverages 
Other agricultural products_.-...... 5, 195 Hides and skins, raw 

-——- - — Vegetable oils 
Other agricultural products. 


Total agricultural exports. 145, 939 Total agricultural imports 


Nonagricultural: Nonagricultural 
Machinery and antomotives______ 116, 276 Textile manufactures 
Metals and manufactures 19, 154 Metal products 
Chemical products babii 16, 143 Chemical products 
Petroleum and products 11, 060 Furs, leather, and products ae 
Other nonmetallic mineral pri ducts 5, 933 Nonmetallic mineral products 
Other nonagricultural products __- 16, 556 Other nonagricultural imports 


Total nonagricultural exports ___- 1885, 122 Total nonagricultural imports_- 


Total exports to France : 331, 061. 
Agricultural trade (in thou- 
sands of dollars 
United States exports 
United States imports 


Total imports from France 
Total trade (in thousands of 
dollars): 
.--- 145, 989 United States exports 331, 061 
--- 21,909 | United States imports... 128, 791 


iit tntinsiicic” MG Net exports 202, 27 


~at 
| 


Net exports __ 


1 Preliminary. Based on official data of the Bureau of the Census. 
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United States trade in 1950 with countries that have protested against import 


restrictions under section 104 of the 


amended—Continued 
Ill. TRADE 


Exports to Italy 


Value (in 
| thousands 
of dollars) 


Commodity 


Agricultural: 
Wheat and wheat flour 
Corn.... : 
Cotton, unmanufactured 
Oilseeds and vegetable oils 
Tallow and other animal fats 
Other agricultural products 


19, 486 
6,791 
103, 276 
6, 943 
8, 423 
8, 438 


Total agricultural exports - . 


Nonagricultural: 
Machinery and automotives 
Metals and manufactures 
Chemical products 
Textile products 
Petroleum and products : 
Other nonagricultural products_. 


24, £ 
11, 679 
9, 741 
21, 243 || 


Total nonagricultural exports - - --| 
Total exports to Italy ----- 337,174 
Agricultural trade (in thousands 
dollars): 
United States exports - 
United States imports. 


“of | 
153, 357 
44, 491 | 


.- 108, 866 


IV. TRADE WITH T 


Exports to the Netherlands 


Value (in 


Commodity thousands 


of dollars) || 


Agricultural: 
Wheat and wheat flour 
Cotton, unmanufactured 
Meat, lard, and other animal fats 
Oilseeds and vegetable oils 
Other agricultural products 


Total agricultural exports 


Nonagricultural: 
Machinery and automotives__- 
Steel, copper, and products 
Chemicals and textile products 
Other nonagricultural products 


36, 614 
18, 

11, 55: 
; 20, 237 


Total nonagricultural exports. . - 


220, 570 


Total exports to the Netherlands_| 


Agricultural trade (in thousands of | 
dollars): 
United States exports 


United States imports 


.-- 133, 740 | 
24, 027 


- 109, 713 | 


Net exports. __..- 





WITH ITALY 


183, 817 || 


86, 830 || 


Defense Production Aet 


of 


1950, as 


Imports from Italy 


Value (in 
thousands 
of dollars) 


Commodity 


Agricultural: 
Cheese 
Vegetable products 
Nuts, fruits and preparations 
Olive oil 
Beverages 
Other agricultural products 


Total agricultural imports 


Nonagricultural: 

Textile products 

Musical instruments and works of 
art. 

Metals and nonmetallic mineral 
products. 

Wood, paper and chemical prod- 
ucts 

Other nonagricultural products 


Total nonagricultural imports 
Total imports from Italy 


Total trade (in thousands of dollars): 
United States exports 337,174 
United States imports , 


Net exports ----- 


HE 


NETHERLANDS 


Imports from the Netherlands 


Value (in 
thousands 
of dollars) 


Commodity 


| Agricultural 
Cheese (Edam and Gouda 
Nursery and greenhouse stock 
Hams, shoulders, bacon 
Cocoa, chocolate, spices 
Other agricultural products 


Total agricultural imports 


Nonagricultural 


| Tin 


Steel and other metal products 
Textiles and chemical products 
Diamonds 

Other nonagricultural products 


Total nonagricultural imports 


| Total imports from the Nether- 

lands. 

ii Total trade (in thousands of dollars): 

1 United States exports 220, 570 
United States imports 83, 676 


136, 894 


Net exports 
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United States trade in 1950 with countries that have protested against import 
restrictions under section 104 of the Defense Production Act of 1950, 


amended—Continued 


V. TRADE WITH SWITZERLAND 


Exports to Switzerland 























Imports from Switzerland 




















| Value (in ; Valu 
Commodity thousands Commodity } thousand 
of dollars) | Of dolls 
NSN —— ENN 
Agricultural: Agricultural: 
Grains and preparations. _-_._-__..- 8, 883 || Cheese... _-... pactindsé tat 
Tobacco, unmanufactured __.------- 8, 432 || Raw hides and skins____- ; { 
Aline) P65 n cs steaks tins ccenistns 6,016 |} Other agricultural products_- a l 
Cotton, unmanufactured-__-.---.-- 5, 239 —- 
Oilseeds and vegetable oils ___..-._- 4, 932 | 
Other agricultural products. -.----- 5, 724 | | 
Total agricultural exports---....- 39, 226 | Total agricultural imports_.__- 7 
(-— —<——<—<—— i 
Nonagricultural: | | Nonagricultural: | 
Machinery and automotives ___--__- 28, 400 Watches ard clocks and parts_-_-___; 55 
Metals ard nonmetallic minerals Textile products. ...........-....- 1) 
and prod ‘icts LOE EERE. 14, 749 || Chemical prod:cts ..........-.-.-.} 8 
Textile manufactures _...........-- 11,915 |) Metals and machinery. vel 7 
Other nonagricultural exports. ocuhiale 29, 983 | Other nonagricultural products ail 11 
Total nonagricultural exports. __-| 85, 047 {| Total nonagricultural imports -- 10 
Total exports to Switzerland. ___- 124, 273 | Total imports from Switzerland _| 110 
Aime trade (in thousands of | i Total trade (in thousands of dollars): | 
dollars): i} 
United States exports. ....- 39, 226 | United States exports. ... 124, 273 | 
United States imports._.... 7,421 United States imports... 110,810 | 
Se ene’ 
Net exports.............- 31, 805 | } Net exports..........- 13, 463 | 
} ! 
VI. TRADE WITH DEN MARK 
Exports to Denmark | Imports from Denmark 
— I —_— 7 ~ 
Value (in | Valu 
Commodity | thousands Commodity | thousa 
| of dollars) } of doll 
| | 
ont inaieickenotnnia dace — {$$ $$ $$ | 
Agricultural: I Aaripenearal: 
To>ace®, unmanufactured___._.._.- 7, 272 || Cheese, blue mold_- = Sal ] 
Cott on, unmanufactured pukae 5, 573 Other. ; | 
Oilseeds and vegetable oils noite 4,154 | Seeds, except oilseeds __. | 2 
Grains and preparations shane 3,195 Hams, shoulders, bacon. _- 1 
Other agricultural products_....-- | 5, 342 |) Other agricultural products. _.._-- 1, 
Total agricultural eaports.-......- 25, 536 | Total agricultural imports ___-_. 
Nonagricultural: 4 Nonagricultural: ,. 
Machinery and automotives i 11, 458 |} Furs, fish, and products _....._.-- 2 
Steel, copper, and manufactures_. 7,155 |i Metal manufactures and machin- 
Petroleum and products... sul 3,114 || ss -| 1,( 
Other nonagricultural products... __| 7, 139 |} Other nonagricultural ‘products... | 1 
—— } . 
Total nonagricultural exports... | 28, 866 || Total nonagricultural imports. _| 5, 298 
| = == 
_ Total exports to Denmark.__..._- | 54, 402 |! Total imports from Denmark ___| 12 
Agricultural trade (in thou- | Total trade (in thousands of | 
sands of dollars): | ; dollars): | 
United States exports . 25, 536 | | United States exports.._.. 54, 402 
United States imports...... 6, 979 | | United States imports._... 12,277 
Net exports.............- 18, 557 | H Net exports. ..........-. 42,125 | 
i ' 











(a8 


r 
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United States trade in 1950 with countries that have protested against import 
restrictions under section 104 of the Defense Production Act of 1950, as 
amended—Continued 


Vil. TRADE WITH NEW ZEALAND 





| 
| 














Exports to New Zealand } Imports from New Zealand 
: Value (in || Value (in 
Commodity thousands || Commodity thousands 
of dollars) |) | of dollars) 
ie a la ad hiriniasinieemicsionitin Aigudeieinaade al acai: 
\ grieultural: Hi Agricultural: 
Tobacco, unmanufactured duce 4, 542 |) Cheese, cheddar_. | 2, 256 
Sausage casings ' wie 214 || Casein | 287 
Seeds, except oilseeds “a | 101 | Wool, unmanufactured 36, 380 
Other agricultural products : 6 i] Hides and skins, raw 15, 127 
: — —}} fausage casings 2,319 
| | Other agricultural products 2, 073 
it - 
Total agricultural exports 4, 943 || Total agricultural imports___-- 58, 442 
Nonavricultural: Nonagricultural 
Machinerv and automotives } 12, 363 || Furs and manufactures 990 
Nonmetallic minerals and products 3, 719 Shellfish and products i 570 
Metals and manufactures 1, 439 | Other nonagricultural products } 502 
Other nonagricultural products | 4, 060 |} —_- 
i — 
Total nonagricultural exports | 21, 581 |} Total nonagricultural imports! - 2, 062 
Total exports to New Zealand___-| 26, 524 | Total imports from New Zealand -} 60, 504 
Agricultural trade (in thousands | Total trade (in thousands of 
of dollars): | dollars): ; 
United States imports_-_-. - = | i United States imports.. 60, 504 
United States exports. ..-- 43 | United States exports 26, 524 | 
Net imports sae “53, 4 499 i} Net imports . 33, 980 


Mr. Kune. Now in addition, one has to weigh from a dairyman’s 
standpoint, the effect of the spread of that sort of restrictive propo- 
sition to other elements in agriculture, and to other elements in the 
whole economy, because you can never take off a small piece of the 
economy and solve a problem there without having an effect on the 
rest of the economy. 

I think that is relatively obvious. 

You can take any one of these countries. The first one I see here 
is France. We exported to France, last year, $109 million worth of 
cotton. We imported from France, $1,067,000 worth of roquefort 
cheese, $41,000 worth of other cheese. 

We imported from France, total agricultural commodities of $22 
million. We exported to France, $146 million. That is a rough 
figure. 

Senator Bricker. Was that a part of the economic aid program ? 

Mr. Kune. That is one of the troubles I come to. I do not want 
to put your question off, but I want to answer it later. 

The obvious effect of real restriction against imports is to stop 
exports, so immediately the dairyman becomes interested in what 
would happen to acres normally used for cotton for export if you 
cannot export cotton, and one of the alternative uses is for the pro- 
duction of dairy products. 

It might not be the first thing the cotton man decides to do because 
he does not like to milk. It might be the second thing or the third 
thing, but some would do it and there is a tremendous growing know]- 
edge of how it can be done in that area. 

That applies to all these other things we support—tobacco, cotton, 
and wheat. 
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The next thing, the dairyman must be also interested in—and I took 
just the rough figures from the material which I shall furnish the 
committee and added up only the total millions to the closest millions 
so that these are rounded figures, and found that the exports to these 
countries were 1,092 million last year and the imports from the coun- 
tries especially involved in this thing, excluding Canada, which itself 
had almost 2 billion—but that was pretty well balanced—and we had 
imports from all these other countries of 497 million; a billion plus 
497 million. 

Senator Bricker. Just about 3 to 1? 

Mr. Kune. These are 1950 figures instead of 1951. One of the 
difficulties is that the dairyman also has to be interested in the fact 
that we cannot continue these exports, including exports that will 
compete with dairymen, unless we are able to buy back goods from 
nations to which we export. A lot of present trade is strictly based 
on the American taxpayer giving things away. 

The Cuarrman. Do you have that proportion ? 

Mr. Kune. Sir? ; 

The CHarrman. Do you have the proportion of what was given 
away ? 

Mr. Kune. Something more than twice as much was exported as 
imported. 

Involved in it are loans and so forth, but the net difference is one 
where we are either going to collect it in goods and services, or we are 
never going to collect it. 

Now, the goods and services you can get. You can take gold, but 
this is relatively limited, or you can travel abroad, but this is also 
limited. 

The fundamental thing comes back to the proposition that if we 
want to sell cotton and corn and textiles and machinery, we have to buy 
something, and that if we cannot buy these things, then the farmer is 
just not going to get the advantage of imports of the things he wants 
to use, whatever they may be, and he is not going to get the advantage 
of the exports he would like to export and the first thing you know 
the dairyman finds a double incidence from this proposition. 

First is increased dairy production from distressed land that was 
used for export crops and the second is a reduction in the domestic 
American market by virtue of the fact that everybody else who was 
profitably trading in the international market finds his market re- 
stricted by virtue of the fact that they have nothing to pay for it with. 
Eventually we will get tired of paying for it ourselves. 

There is the section 104 case. I think the case has to be taken as a 
whole and treated as a whole. First, we are prepared to do every- 
thing necessary to facilitate the escape clauses in the reciprocal trade 
agreement acts—I mean the administration of these things, and if it 
does require clarification by legislation, we are prepared to support 
that. 

Second, the actual implementation of section 22 so that it works. 
When section 22 is made to work as intended, then we have not crossed 
up nations with whom we are trying to trade. We are able to main- 
tain a deep interest in expanding trade. We do not have to say to them. 
“We are only interested in trade on a basis where we give things 
away”; we can begin saying to them, “We are interested in trade on a 
basis mutually profitable to you and to us.” 
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Senator Bricker. What share of the billion dollars of exports, 
which was twice the ge of the imports in agricultural production 
in 1950 that you have just given, were a part of the economic aid 
program ¢ 

Mr. Kurne. Mr. Lynn, can we make a breakdown on that that can 
be accurate ¢ 

Mr. Lynn. We can furnish that for the record. 

The Cuairman. Without objection, that will be supplied. 

Senator Bricker. I think it would be necessary to get the whole 
picture, as you say, to understand whether that tr: ade in a free market 
would have continued in that relative export and import position. 

(The information requested follows :) 


Volume of United States agricultural exports of commodities within section 104 
in relationship to world trade and United States economic aid 


Cheese trade in 1950, total United States exports _-_ _.-.pounds_. 47, 490, 000 
Total Economic Cooperation Administration authorization to foreign 
countries to purchase cheese____~~ sl 830, 000 
Percentage ECA-financed procurement is of the total United States 
ee... Re ; percent__ 2 
World exports principal exporting countries__ __..._pounds__ 773, 000, 000 
ECA financing of shipments from United States and other countries 
pounds__ 1, 250, 000 
Percentage ECA-financed cheese trade is of total world trade 
percent__ 0. 016 


These are the best unofficial statistics that could be obtained on short notice. 
They only serve to give the general order of magnitude. Audited data would 
require detailed, time-consuming, costly study. Of the $400,000 ECA authorized 
to be used for the procurement of cheese in 1950, $266,000 was spent in the 
United States. The same data with respect to other important commodities 
are as follows: 


Percent author- 

ECA author- izations pro- 

ECA author- izations pro- curement in 

Commodity izations | curement in United States 
| United States | is of total ECA 
authorizations 


Peanuts a ar leuandene ; $400, 000 $266, N00 | 66.5 
Soybeans Joke aed s 8, £00, 000 8, 548, 000 | 

Flaxseed _- ‘ ie teat acdatiais 2 8, 090, 000 8, 000, 006 | 

Soybean oil- Jningt : Snes 10, 400, 000 34, 000 


Tallow _. PRE eee eees Ye tide 4, 500, 000 4, 500, 000 | 
Linseed oi].......- PES : 2, 100, 000 2, 106, 000 
Dairy products. ........._.. Paste ERE 1, 900, 600 | 1, 731, 000 | 


400, 000 266, 000 
3, 100, 000 | 3, 069, 000 | 
| 


Note.—This fs for the period Dee. 31, 1949, to Dec. 31, 1950 


Mr. Kune. We can answer Senator Bricker’s question easily. It 

would not have been in that exact proportion, of course. 
_ The net economic aid abroad, of whatever kind, after all, is what 
is tied up in these figures. This imbalance has been going on for 
years. It would have been completely impossible as a b: lance of pay- 
ments proposition, except that we have appropriated through the Con- 
gress payments to take care of it. 

Senator Bricker. Of course, that comes from the American tax- 
payer as you said a moment ago. The Government has no money ex- 
cept what they collect from the citizen. 

Mr. Kurve. That is right. 
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Senator Carenart. The economic weakness, of course, is that of 
this billion, $500,000,000 came from the American taxpayers origina|- 
ly. If that is true, they are just competing with themselves. 

Mr. Kune. The American Farm Bureau Federation has, as I think 
al of you know, supported economic aid. We have, however, insisted, 
and are increasingly insisting that it not be a permanent proposition ; 
that it should be used to develop in these various countries the capa 
city to trade and self-reliance. 

We shall do better as a matter of public relations—the United 
States versus these other countries—if ,instead of trying to have them 
agree that we are somehow very, very, very good people, and it is 
out of the goodness of our hearts that we give them things, we insist 
rather that this is an investment on our part, that we have been 
willing, after the Second World War, to make investments in their 
recovery because we wished them to be strong and prosperous; be- 
cause we wished them to join with us in defending ourselves. Further 
more, that as a great trading Nation we expect to trade with them 
one of these times and even admit that we expect to trade for our 
welfare as well as theirs. 

I find that this gets better acceptance from European nations my- 
self than this other attitude which somehow suggests to them that 
we are better than they are. Very few people like his attitude, 
somehow. 

Senator Carenart. I can go along with you 100 percent on every- 
thing you have said except that I do not think we ought to go to the 
point where we ever permit imports to break the price in our own 
markets, or do great damage to any particular segment of our in- 
dustry. 

The Cuarrman. He did not say that. 

Senator Carruart. I know he did not say that, but I say I think 
your analysis is correct, providing we will find a point where we 
absolutely stop when they are breaking our own market or break- 
ing our own prices. 

Mr. Kurnr. This comes back to a question of what you mean by 
“break.” 

When we start importing into this country we have such diverse 
production that there are relatively few things which are not com- 
petitive. In agriculture there are some very important ones like 
coffee or bananas, but most of the importers finally discover that there 
is in America someone who produces either that commodity or a sub- 
stitute for it, or a competitor of it. 

The assumption that you can have imports and that they will not 
affect domestic markets will not stand up very good. Imports clearly 
affect domestic markets. 

In supporting the development of specific methods by which the 
escape clauses and section 22 can be brought into force, and to sup- 
port the objectives in section 22, what we are saying there is that 
there should not be a seriously detrimental interference with any par- 
ticular section of the domestic economy. 7 

Behind that is the attitude that, having once developed in this 
country the production of a commodity that increasing imports must 
be gradual enough so that reasonable opportunities for De siepents 
in the domestic economy are afforded so that entire sections of our 
economy are not summarily destroyed. 








DEFENSE PRODUCTION ACT AMENDMENTS OF 1952 681 


Senator Bricker. Section 104 is not as simple as you mention be- 
cause it does not involve dairy products alone; it involves fats and 
oils, and that enters into the cottonseed economy and the soybean 
economy, and those fats and oils are depressed now to about one-half 
of the reduced ceiling price that OPS put on. 

Mr. Kune. Incidentally 1 raise hogs and you should not leave 
them out in this instance. They have fat in them, too. 

The CuatrmMaNn. We exported more fats and oils of that nature 
than we imported. 

Mr. Kurne. Yes; we did. 

The CHAIRMAN. T mean cottonseed oil and soybean. 

Mr. Kurnr. I have those figures and I will supply them for the 
record, 

(The information requested follows :) 


Imports for consumption: Fats and oils 














| Oils 
Year beginning July 1 Flaxseed oe ened peo - 
| Coconut Tung Oiticica Palm 
Ze | | 
1,000 bu. | 1,0001b. | 1,000%. | 1,0001b. | 1,000%b. | 1,0001b. 
1004-85.....----.--------------| ° 15,382] ° 79,653 | 300,759) ‘112,372 |. |” 193, 412 
iA enthaietepherraene< | 15,388 | 142,682 | 349,691 | 149, 893 481 | 326, 719 
1936-37 SUS Bat chin 26, 096 138, 761 318, 584 147, 510 4,121 354, 748 
1937-88... eccatehs 17, 861 142,321 | 344,775 | 120, 351 3.2891 373: 
Aes cue | 18, 744 | 135, 105 | 379, 652 | 96, 460 12, 961 272, 248 
MUN, cn tek bkhennnscy kal 13, 312 | 196,449 | 319, 565 99, 571 17, 605 | 246, 178 
DU oii ira caked 11,198 | 307,785 | 371,927 52, 495 | 22, 322 254, 968 
ORE eee ee Fe eed 23, 232 | 390, 539 | 258, 579 36, 302 23, 253 241, 226 
a ee ee 6, 329 | 218, 570 | 43, 717 6S 311 44, 700 
-liida cates dawns decent «| 16, 802 | 341, 592 | 42, 668 1, 742 1, 837 62, 172 
1944-45... ee 6,058 | 342, 642 | 46, 522 29 18) 867 90, 835 
1945-46, preliminary ad : 3, 429 | 261, 868 | 10, 181 6, 330 | 19, 615 31, 121 
1946-47, preliminary --.--..--- 1, 353 | 237, 944 | 16, 336 107, 184 | 22, 684 47, 981 
1947-48, pre liminary mS wipe 721 290, 036 | 54, 356 106, 615 10, 119 64, 447 
1948-49, preliminary ss due mee’ 618 285, 149 | 106, 826 99, 954 14, 485 70, 613 
1949-50, preliminary -_....-- 2 | 287, 278 132, 383 76, 372 6, 643 | 68, 889 
Quantity ' Value 
Unit - — 
1948-49 1949-50 1948-49 1949-50 
Dairy products: Butter_................ Pound 159 12 357 s 
Oils and fats, animal: | 
Lard se Site ag }...do 2 3 
Lard compounds and substitutes do = paws Sele eaaiamnoe 
Oleo oil... ...-. 2. Si ae aban do 0 0 0 0 
Old SOUMNGBL Ai 5. W522i de0: pase este le j 0 0 0 0 
Oleomargarine, ete... _..........- }...do 746 341 221 68 
UN ee a ss Aeipstssbastetc Ue 4] 167 8 24 
| 
fallow: 
Edible ...do SS 1 3 bi : 
Inedible. _- 3 43 ohnd GO 1, 267 | 1, 726 | 116 6Y 
Total tallow do 1, 257 1,727 116 0 
Neat’s-foot oil and stock af Gallon 44 181 71 159 
Wool grease soa Pound 4, 273 fi, 488 335 523 
Other oils and fats, edible biel nated Sit inaeb eee 0 ‘ : 0 
Other fats, greases, inedible |... do 3 0 1 0 
Other animal oils____._. ; : Gallon 0 lt 0 5 
Total oils and fats, animal __.___.___|__. ; 752 848 
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Commodity exported Unit Quantity Value 
i | | ees _ 
1948-49 | 1949-50 | 1948-49 | 1949-19 
theca pmeee pe eel ete Se 
| j 
VEGETABLE PRODUCTS | 
| i | 
Oilseeds: | | Thousands | Thousands | Thousands | Thousands 
ee on ek ceeeeencany | Pound... | 0 | . 0 | 0 
Copra. |...do | 0 0 | 
Cena 3. Se |...do 2 12, 676 | 22, 173 $996, $1, 55 
NE i Ligaen sce dahon is -lae.. 261, 722 | 111, 533 26, 250 8. 673 
Hemp, perilla, poppy, = a1 ae | 6, 691 | 2, 473 361 | 130 
Soybeans... ---.-- e |.--do 1, 106, 966 | 1,022, 030 50, 097 | 44. 195 
Other oilseeds. ._- do 29 | 25 | 6 
} |—-—-~-— —---- —- | ----—- -—- ----— | —--—- --— -—  --— -- 
ee ET _.do 1, 388,084 | 1, 158,524 77, 710 | 54, 554 
Oils and fats, vegetable: | | | 
Expressed: | 
Castor oil, commercial.--_...-------}---do-- | 1, 894 1, 198 392 | o4F 
NR aia |..-do -| 5, 343 | 6, 341 3, 745 2 65 
Cocon1t oil: | | | | 
Crude __- |...do -| 6,719 | 15, 383 | 1, 271 2, 
Refined . - . |-- .do 4, 460 | 6, 247 1, 321 1, 196 
Cooking fats other than lard_. ees 13, 127 17, 206 | 2, 623 3, 019 
Corn oil: | 
RRA. 22. oseiebcae i | 358 | 509 | 49 é 
RE Se Er |..-do 626 | 1,310 | 126 | 203 
Cottonseed oil: | | 
UNE sn once dvete- spe tte Sees 30,858 | 110, 713 | 4,515 | 13, 485 
Refined. - - - |...do 44, 645 38, 701 | 8, 948 6, 246 
Fatty acids of vege stable origin. }...do 29, 953 44, 543 | 3, 893 | 4, 27¢ 
Linseed oil. _._--- sehen 0 13, 990 | 4, ji, 4, 127 | 1,313 
Oleo’rargarine or animal or vege- |..-do 2, 048 | 1} 560 | 526 
table origin. | | 
Olive oil: | 
Edible as .-|.--do 138 | 472 | 99 | 188 
Foots, inedible... |__.do | 127 | ta 29 | 
Other inedible p-_- 1, =. 00. 5.50-9 304 | 332 65 | 65 
Palm and palm kernel oil: } | | j 
Crude |__.do 0 0 0} 0 
Gipie.._........ 1 9-0. 0 87 | 0 | 12 
Peanut oil: | 
ccs «,xapeieaie _.do 12, 952 54, 404 | 2, 025 | 7, 734 
Refined do 17, 796 | 11, 892 | 3, 261 | 2, 010 
Perilla oil | _.do 0 0 0 0 
Rapeseed and oiticica, inedible do 134 oi 19 21 
Rapeseed oil, refined _ - ..do 1 | 7 Ls side te 16 
Soybean oil: | 
Crude____- : _.do | 100,678 | 204, 140 | 15, 225 24, 70 
I oo he he a 28 Y ID iwend 134, 366 | 124, 951 | 24, 678 19,7 
Sunflower oil: 
a ee a 8 do 0 | 0 0} ) 
Paes do 0 | 0 0} 0 
Tung oil ace do__.. 4, 989 | 538i 1,329 | 140 
Veretable oil foots (excluding |..-do--- 2, 104 399 370 | 6S 
olive). | | 
Vegetable soap stock La do 1, 510 | 1, 541 165 | "v 
Vegetable stearin do 5, 076 | 1, 784 1, 246 | 279 
Vegetable tallow and wax do 2, 979 | 1, 330 | 1, 698 | 820 
Other expressed oils 
UN i iS al 3,381 | 1, 206 908 272 
RAINE eiciiskesocediauhicus’ eas 2, 723 474 649 
Total expressed oils and fats. |...do-.___. 443, 279 653, 178 91, S54 
———— ————— | > = — 
Essential or distilled: | 
Citrus oils eee ee Dae 362 | « 679 718 | 06 
Lemon grass oil_______- oe oe 2 0 1 | 0 
Peppermint oil___- shaabe -.do ‘an 377 | 579 2, 586 | $, 406 
Spearmint and other lek ees 90 | 86 496 | S44 
Oil of citronella____- tate | 95 141 71 | 133 
Other natural essential...._____- a 3, 158 806 2, 986 | 2,01 
Total essential and distilled oils__|...do_._._-- 4, O84 2,291 | 6, 858 6, 60) 
Blended, compounded, or mixed, ete.._|...do_____- 606 691 3, 001 2, 808 
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Exports for consumption: Fats and oils—Continued 


Year beginning July 1 


Commodity reported Unit Quantity Value 


1948-49 | 1949-50 1948-49 1949-50 


ANIMALS AND ANIMAL PRODUCTS 





Oils, fats, and greases, animal: Thousands | Thousands | Thousands | Thousands 
Lar | baSpding neutral... | Pound_- 488, 855 543, 391 85, 957 68, 259 
Neat’s-foot oil. ‘ do 461 578 163 158 
Oleo oil__-_-- pes ~t0 ds |_..da : 435 4, 932 65 680 
Oleo stock do 1, 768 2, 836 328 355 
Stearins and fatty acids: 

Grease stearin do 177 494 20 54 
Oleic acid or red oil. - do 3, 334 3, 121 613 381 
Oleo stearin _ _- : do 137 1,119 17 114 
Stearic acid do 8, 797 5, 439 1, 842 765 
Tallow: 

Edible. .--- : do 17, 227 11,313 1, 972 1, 006 
iol) —— do 242, 820 371, 716 27, O54 28 654 

Total tallow-_. do s 260, 047 383, 029 29, 026 29, 660 


Other oils, inedible: hai 
Lard oil. : oe... 775 310 134 40 


Other inedible oils____- Sead 192 341 37 49 
Other fats and greases: 
Wool grease ; do 2, 667 395 366 86 


Other fats and gre: uses. __ do 45, 586 57, 776 5, 050 3, 899 


Total fats, oils, and greases 
I, 6 ccdiicdnonate ieee do 813, 231 1, 003, 761 123, 618 104, 500 


Senator Frear. Is it your opinion that you can get relief under 
section 22 of the Trade Agreements he tiales teedemee has really 
come upon the American people? Can you get results in anticipa- 
tion of what may come ¢ 

Mr. Kune. First, let me say that in the past I believe it has been 
difficult, if not impossible. 

Second, let me say that under the pressures now existent, and the 
recognition on the part of our Government itself, of the absolute nec- 
essity of making these procedures simple, effective, easily taken ad- 

vantage of by groups of producers, and providing a method for 
facilitating their actions so that you do get speedy remedy, I be- 

lieve we will be better off to make use of section 22 and the escape 
clauses than we will to go forward with 104 with its implications, not 
just in the area where it applies, but recognizing the fact that if we 
keep eaddne takaehes—this I note particularly in agricultural pol- 
icy—of assuming you can go over here in agricultural policy and you 
can make some decisions and they will stand up and forget all you 
know about all the rest of the economy, while you make them—well, 
here is a decision to come over into a part of that area and make a 
decision and forget all the implications. 

All we suggest is that the. decision ought to be based on all the facts 
available that bear on proposition instead of part of them, and that 
thereby we will get better answers 

With this in mind, we believe that we can work out a proper Sec- 
tion 22 procedure and still be consistent with attitudes on our part 
and be able to create attitudes on the part of the other nations in- 
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volved, which will enable us to expand imports and therefore to be 
able to maintain on a long-run basis a firm demand for exports. 

Senator Frear. Do you know whether the people interested in fats 
and oils have made application to the trade-agreement authorities for 
relief, either in anticipation or due to any injury? 

Mr. Kune. So far as we know, no such application has been made. 

Mr. Wootiry. Fundamentally the reason they have not is that when 
section 104 was passed they said there was no necessity because that 
gave them all the relief they needed so they did not therefore proceed 
under section 22. Had section 22 been the only device available to 
them, there is no question but what they would have proceeded with 
respect to some of these commodities. 

Senator Frear. But they did not; to your knowledge? 

Mr. Woottey. There had been applications made to the Depart 
ment of Agriculture prior to the pasage of section 104, and then 
action on the applications was suspended because 104 gave all the 
relief needed. 

Senator Frear. They could have either gone to Agriculture under 
that or they could have gone to the Tariff Commission; is that right ’ 

Mr. Woottey. No, their point to apply for relief, with respect to 
agricultural commodities, is to the Department of Agriculture. The 
Department of Agriculture then refers it to the Tariff Commission. 
The Tariff Commission makes a finding and sends its finding to the 
President and the President makes a determination on the basis of 
that finding. 

Senator Frrar. Do you tell me that these people, if they have a 
complaint, have to go to the Department of Agriculture and not to 
the Tariff Commission ? 

Mr. Woottry. That is my understanding of the operation of sec 
tion 22. 

Senator SparkMAN. Mr. Chairman, before we get away from this 
point, I would just like to say this to Mr. Kline: I want to commen 
him for the fine explanation he has given us on his attitude regarding 
section 104. That has been a very difficult problem and I think «a 
great many people have been aoalen as to why the Cotton Council, 
for instance, and the Farm Bureau and agencies such as that had 
recommended its repeal, 

I think you have given a very clearly understandable explanation 
of the long-range effect. 

It just. happened that as you were talking about, for instance, thie 
effort of taking cotton acreage out of production because of the 
inability to export the cotton, I had in my pocket an article that 1 had 
just partially read, taken from the Progressive Farmer entitled 
“Progress in Alabama” and I want to read you the opening sentence. 

Alabama has been the Nation's leading State in percentage increase in the 
number of cattle during the pust 2 years. 

They say that it ranks above the five highest ranking States in cattle. 

Then to go on a little further, it says, “What is the cause of this/” 
And it makes this statement: 

The fact that cotton acreage decreased 62 percent in 15 years increases tlie 
need and opportunity for making noncotton acres produce more income. The 


practical solution, of course, both from land use and efficient farm manageme!! 
is, balance crops with livestock. 
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That is exactly what is taking place, is it not? 

Mr. Kure. Yes. 

Senator Bricker. Is that not a fine thing for both your section and 
the whole country 4 

Senator SparkMan. That is right and I want to see more of it. 

The thing Mr. Kline points out is this, as I understand it. “he 
more of those acres you Boce out of production, the more of this you 
are going to force, which gives competition to the very people who 
argue that section 104 is a bad thing for them. 

Senator Frear. Mr. Chairman, I do not think there is anything 
unusual about a headline “Alabama makes progress.” 

Senator SpPARKMAN. You see nothing wrong with my wanting to 
read that either, do you ? 

Mr. Kuine. I would like to take the statement you have made and 
restate a thing which I said to start with, just for the purpose of em- 
phasis. It is that if you take the simple case of 104, and you leave 
out even just one element—the additional competition of domestic 
production with current domestic producers in dairies, arising from 
a great restriction of agricultural exports—just take out a little piece 
and leave it out—then you do not have the case and you cannot expect 
to get a sound, firm, long-standing answer. You just cannot defend 
the answer. 

You can go out with just your side and win a debate, but if you go 
out with both sides and you introduce this additional information, 
then the other side has to take it into consideration because it does 
affect the situation without any question. 

Senator Brickrr. You realize, do you not, that this was put in on 
the floor of the Senate and should be a matter that should really go 
to the Finance Committee or the Ways and Means Committee. We 
did not take any testimony upon it at all. 

The CHAIRMAN. We thank you very much, Mr. Kline. 

If you will furnish those figures for us, we will appreciate it, sir. 

Mr. Kurne. I will do that. 

The Cuarrman. I want to say one reason for Alabama’s great gain 
was because of your good friend, the president of the Farm Bureau. 

Mr. Kurne. On behalf of the Farm Bureau, thank you very much. 

(The prepared statement of Mr. Kline follows :) 


STATEMENT OF ALLAN B, KLINE, PRESIDENT OF THE AMERICAN FARM BUREAU 
FEDERATION 


Mr. Chairman, and members of the committee, the American Farm Bureau 
federation—a voluntary, general farm organization, composed of 1,452,210 fam- 
ilies in 47 States and Puerto Rico—appreciates the opportunity to participate 
in these hearings on legislative proposals to extend the Defense Production Act 
of 1950, as amended. 

This statement is based on a resolution adopted by elected voting delegates 
from Our member States at our annual meeting last December. It isa carefully 
cousidered statement of the position of the American Farm Bureau Federation, 
and, in its essential dtails, is a position we have consistently maintained since 
the Defense Production Act of 1950 was first proposed to the Congress. In order 
to save time, and with your permission, I will file the entire resolution for the 
record and read only those portions which go to the heart of our position on 
the pending legislation. ° 

The complete resolution is as follows: 
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“ECONOMIC POLICIES FOR MOBILIZATION 


“The adoption of sound national policies in a democracy depends upon public 
understanding of the need of the times. The situation now facing the United 
States calls for clear thinking, for it is unparalleled in our history. Our military 
forces are engaged with an enemy, but we are not in an all-out war. Without 
question, our major national objective is to avoid the outbreak of a third world 
war and to build up our national military and economic strength as rapidly as 
possible so that we will be able to win if such a war proves unavoidable. We 
must be ready for any eventuality until peace is assured. This means that we 
face a mobilization period of indefinite duration. It means that we need nationa! 
policies which not only will meet present needs, but which will be policies under 
which the American system can operate effectively over a long period of time. 
It means that we must decide how much of our resources we need to devote to the 
building of friendship in the world as well as the building of defenses against 
a constant military threat, then carry the program forward on an enduring basis 
as long as may be necessary. 

“Defense production 

“Our greatest source of strength is the productive ability which we have 
developed as a direct result of a free-choice system that emphasizes individual 
incentive and reward based on the service rendered. 

“Economic mobilization is no less important than military expansion. In addi- 
tion to providing for direct military requirements, it is equally important that 
we build our basic productive capacity to new and higher levels. We can aud 
must increase our production by building on the techniques which have created 
our present ability to out-produce the rest of the world. We cannot maintain 
a satisfactory level of production if we strangle our economy with unnecessary 
Government controls. We reeognize that in the present situation the Govern- 
ment must be allowed to exercise certain powers not hecessary or appropriate 
under more normal conditions. We agree, for example, that there must be 
authority for allocations and priorities so that scarce materials can be directed 
to the most urgent uses. At the same time we are convinced that in a situation 
which may prove to be of long duration, we will increase our national strength 
faster, and serve the long-run interests of the American people better, if we 
minimize Government interference with the things that have made our economic 
system the most efficient in the world. Where such interferences are provided, 
termination should be clearly set out in the same law. 

“We do not favor extending allocation and rationing programs to consumer 
goods. A free market can accomplish this far more effectively than regulated 
distribution. 

“The present status of organization for national-defense production fails to 
take advantage of lessons learned during World War II. This should be promptly 
corrected. During this period of mobilization, which at any time might change 
to full-scale war, adequate stockpiles of critical materials, such as eopper, should 
be built up without delay. In the interest of accomplishing a rapid expansion 
in our basic economic strength and to provide for stockpiles, more drastic cuts 
must be made in less essential and luxury production even at the expense of 
temporary unemployment in isolated cases. 

“We strongly endorse the current efforts to expand the production of railroad 
equipment to provide more adequately for the growing transportation require- 
ments of our expanding economy. 

“The production of sufficient supplies of food and fiber and the maintenance 
of reserve stocks of such commodities is a fundamental part of our national 
effort and a basic element of military prepardeness. American farmers have 
demonstrated their ability to produce in times of need. Farm output already has 
been increased substantially to meet the increased demands of a mobilizing 
economy. We are confident that we can continue to supply the Nation with 
ample supplies of food and fiber if we are given full information as to the pro- 
duction desired, and if production essentials are made available. In the firm 
belief that we can achieve the greatest production if Government controls are 
held to a minimum, we insist that we be given an opportunity to demonstrate 
our productive ability without being hampered by controls. 


“Inflation Control 


“World economies today are tied to the American dollar. Inflation continues 
to threaten its value. Unless effective counter-measures are taken, this threat 
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will increase as the progress of the defense program increases Government 
spending from appropriations already made and simultaneously reduces the 
supply of goods available to consumers. 

“Recognizing that the successful operation of a free choice system depends 
upon the use of money, we reaffirm and reemphasize our recommendations for 
the adoption of a sound program that will really control inflation. 

“The fundamental points of a sound antiinflation program are as follows: 

“(1) Most important of all, we must pay the bill. There is no possibility of 
avoiding inflation if we fail to balance the Federal budget and keep it bal- 
anced for the duration of the defense program. Government spending must be 
paid for either by taxes or by inflation. We prefer to pay it with taxes. It is 
apparent, however, that the problem of balancing the budget requires a dual 
approach. Taxes cannot be raised sufficiently to cover unlimited appropriations. 
We must continued to pay high taxes, but we also must bring Government expendi- 
tures under control. To this end we insist that the legislative and executive 
branches of the Government cooperate on a program of reducing Government 
spending to the level necessary to balance the budget without any substantial 
further increases in our already heavy tax burden. 

“We are confident that this can be done without impairing the national interest. 
Indeed, sound fiscal policies will greatly add to our national strength. 

“Nonessential Federal expenditures must be eliminated ; all expenditures must 
be reduced to the minimum necessary for the national interest; economy and 
efficiency must be achieved throughout the Government. 

“Groups opposing the elimination of nonessential Federal expenditures must 
realize that failure to bring Federal expenditures under control may force Con- 
gress to take the undesirable step of enacting a Federal sales tax. 

“No Government expenditure should be exempt from scrutiny by both Con- 
gress and the administration to determine whether it can be reduced or elimi- 
nated without impairing an essential Government function. With military 
expenditures constituting the major part of the Federal budget, it is urgent 
that every effort be made to get the most out of the money appropriated for 
defense. 

“Costly new programs should be deferred except where immediate action is 
essential for the national defense. Now, during a period of high employment 
and scarcities of many essential materials, is not the time to add new services or 
construct works which can be deferred. 

“(2) We must meet increased demand with increased production wherever 
possible. To do this, we must increase our efficiency, enhance the opportunity 
of individuals to be productive, avoid work stoppages, and increase the length of 
the work week where manpower is a limjting factor. 

“(3) We must restrain the expansion of credit and follow policies which 
will encourage the use of available credit to increase production rather than 
consumption. Judiciously applied, selective credit controls can help; but, meas- 
ures to restrain the over-all expansion of money and credit must also be empha- 
sized. The policies followed by the Federal Reserve System are of major im- 
portance in this field and should be geared toward the objective of creating a 
more stable price level. 

“The Federal Reserve’s authority to vary member bank reserve requirements 
should be increased. If the inflation threat eontinues, and conditions warrant, 
reserve requirements for banks should be raised. 

“Federal Reserve purchases of Government securities provide the basis for 
credit expansion by creating bank reserves. We insist that the Federal Reserve 
System operating through the regularly set up open-market committee discharge 
its statutory responsibilities by relating its purchases and sales of Government 
securities to the Nation’s need for money and credit instead of pegging the market 
to hold down the interest cost of the national debt. The present independent 
Status of the Federal Reserve Board must be maintained. 

“The policies of Government agencies which make or guaranty loans must be 
coordinated with over-all credit policies so that these agencies will not be able 
to make loans which Federal policies prevent private lenders from making. 

“(4) We must have a sound management of the national debt. Government 
borrowing from banks creates new money, while borrowing from nonbank ‘nvest- 
ors does not. It is therefore important that we continue to stress the sale of 
Government bonds to individuals and other nonbank investors, and take steps 


to prevent a further shift of the nonbank-held Federal debt to the banking 
system. 
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“(5) We must encourage increased private saving, particularly as increasing 
defense production reduces the supply of goods available to consumers. 

“The establishment of confidence that inflation is going to be curbed in a pre 
requisite to a successful voluntary savings program. Citizens want assurais. 
that the value of their savings in cash, bank accounts, Government bonds. «+ 
insurance is not going to be impaired by inflation. 

“All of the above points are important to a sound antiinflation program. Bac) 
supplements the other and makes its own contribution to a coordinated progray 

“price and wage controls have no place in this coordinated attack on the 
inflation problem. As a matter of fact, price and wage controls impede the con 
trol of inflation by diverting attention from the fundamental requirements of a 
sound program. By wasting manpower, creating confusion, and disrupting busi 
ness procedures and relationships, ceilings regulations are making the job of 
getting necessary production vastly m*re difficult. 

“When the Government holds prices below their natural level, the Governmen: 
must decide how much is to be produced and how it is to be distributed. Thj- 
leads to subsidies to stimulate production, rationing to spread the shortage, «; 
both. It also leads to black markets and a decline in public respect for law. 

“We reaffirm our conviction that price and wage controls are undesirable 9. 
contrary to the public interest in the present situation, when our foremost ns 
tional policy is to mobilize our military and economic strength for an indefinite 
period wth the objectve of preventing a third world war. We will continue tv 
exert every effort to bring about the earliest possible termination of these wi 
sound controls and the adoption of a sound program which will really contro! 
inflation.” 

Titles IV and V, which are the price- and wage-control provisions of the De 
fense Production Act, were written into law in a period of uncertainty, nea: 
hysteria, and scare buying which followed the outbreak of the Korean conflict 

The inflationary rise in the general price level which followed Korea, wis 
almost entirely the result of two factors—one of which was aggravated by the 
enactment of legislative authority for price and wage controls. These factors 
Were; 

1. Inflation psychology which developed as a result of statements, irrespo: 
sible and otherwise, from Washington and elsewhere on the magnitude and w!ti 
mate cost of the defense program, doubts that taxes would be raised sufficiently 
to pay the bill, controversy over the need for price and wage controls which sug 
gested that prices were going to run away, and the rumors which preceded jhe 
actual imposition of controls. Quite reasonably, many people became convinced 
that money was going to be cheap and goods scarce, so they rushed out to get 
things done while they could. New wage contracts were negotiated, because 
employees wanted to improve their position before the wage freeze and employers 
wanted to strengthen their ability to hold workers in the event a manpower 
shortage developed. Stocks of goods were built up all the way from the manu 
facturer to the consumer as a protection against hoarding and expected scarcities 

2. Cheap money policies: We not only stimulated the buying of all kinds of 
goods ; we also followed monetary policies which made it certain that the banks 
would be able to meet the resulting increase in the demand for bank credit. As 
a result of the Treasury's insistence that interest rates be kept low to keep down 
the cost of carrying the Government debt, the Federal Reserve System increased 
its ho'dings of Government securities about $2.4 billion between June 1950 and 
the end of the year. This increased bank reserves and made it possible for th: 
banks to increase their loans and deposits, with the result that the supply of 
money went up about $7.4 billion in the last half of 1950. 

We stimulated demand by causing people to think that money was going to ge! 
cheap; then we increased the supply of money. Is it surprising that prices 
went up? 

The inflation, which had already taken place before price ceilings were inst! 
tuted, and confusion as to the cause of this inflation, brought about a 1-year 
extension of titles IV and V in the Defense Production Act Amendments of 1951 
When inflationary pressures eased, and many prices fell below OPS ceilings in 
the last half of 1951, many people erroneously jumped to the conclusion that this 
situation was a result of the operation of price and wage controls; however, the 
important factors which acted to check the rise of prices last year were a phe- 
nomenal output of goods and services ; a realization-on the part of the people that 
shortages were not as imminent as had been expected: increased taxes ani a 
Government surplus in the 1951 fiscal year ; increased personal savings ; and last, 
but not least, a general tightening of money and credit which followed when the 
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Federal Reserve System stopped pegging the Government bond market last 
spring. 

Price and wage controls are not a cure for inflation. They are a smoke screen 
which actually makes the job of controlling inflation more difficult (1) by con- 
cealing from the people the fact that inflation is destroying the purchasing power 
of their money; (2) by interfering with production; and (3) by diverting atten- 
tion from the things that must be done if we really want to control inflation. 
Here let us note that many of those who are the most insistent that price and 
wage controls be continued, are equally vocal in support of propositions which 
would lead to inflation. It certainly is inconsistent to be for “inflation control” 
but against the effective control of Federal expenditures which is necessary to 
achieve a balanced budget; against selective credit controls; and against the 
type of policies the Treasury and Federal Reserve System must follow to minimize 
the inflationary potential of the national debt. 

Political controls are a clumsy and inefficient substitute for the automatic 
functioning of a free economy. The attendant evils of price and wage controls are 
many and inescapable. Reduced production, less efficient processing and distri- 
bution, poorer quality products, black markets, rationing, proposals for subsidies 
in lieu of prices and expanded controls of every sort, are natural consequences. 

By creating confusion, disrupting normal business procedures and relation- 
ships, ceiling regulations make the job of getting production vastly more difficult 
This situation grows steadily worse as the number of regulations multiplies. 
Each new order inevitably creates new problems and thereby forces the develop- 
ment of further regulations and still further problems. Each step down this road 
increases Government controls over the actions of the individual and brings us 
closer to the complete regimentation of our entire economy. It has been estimated 
that there are 9,000,000 different prices in our economy. The complex nature of 


market prices, particularly in agriculture, is illustrated by the fact that there are 
over 400 recognized official qualities of raw cotton, each of which represents a 
different combination of grade and staple. In addition, different lots of cotton 
consisting of identical combinations of grade and staple may vary significantly 
in value because of differences in such factors as tensile strength, uniformity, 
variety, moisture content, maturity, and fiber diameter. The task of fixing ceil- 


ngs on cotton is further complicated by the fact that the thousands of individuals 
and firms who buy and sell this commodity apply varying methods and standards 
in determining the value of the individual bale. 

It is an obvious impossiblity for any group of men to fix 9,000,000 different 
prices and keep them in a proper relationship to each other. Even if the ad- 
ministrators were smart enough to determine proper relationships between so 
many prices, they couldn’t change their regulations fast enough to keep up with 
changing economie conditions. A free market does this tremendous job auto 
matically, 

Continued price control will lead to a breakdown of respect for the law, and a 
consequent breakdown in public morality. Price controls create an opportunity 
for the unserupulous to make money by violating price ceiling regulations with 
only a slight possibility of getting caught. They establish a premium for dis- 
honesty and violation of law. They create cynicism with respect to law. An eco- 
nomic base for the support of a new criminal group in our population is created. 
The disrespect for law created by price controls and related measures inevitably 
will result in the deterioration of the moral stamina of all citizens. Price con- 
trols continued for any significant period of time thus break down those ideals and 
concepts which are basic to a Christian democracy. 

Black markets and maldistribution are an inevitable consequence of price 
control. In the case of meat, this can mean the loss of valuable by-products, in- 
cluding raw materials for leather and life-saving medicines. Also in the ease of 
meat, controls can result in health hazards, due to the fact that black market 
operators may follow unsanitary practices in uninspected operations. Although 
meat production is currently at a high level, there is already evidence that con- 
trols are discouraging livestock production. Continuation of price ceilings eventu- 
ally will cause meat to be very scarce at regular meat counters. With most major 
meat items selling below OPS ceilings, it is obvious that these controls are not 
benefiting consumers, but they are imposing numerous hardships on the live- 
stock and meat industry. Even though meat prices are below the ceilings, the 
trade must still observe burdensome cutting regulations which greatly restrict 
its ability to merchandise its products and give the consumers what they want. 
Other industries can bring out new models, but the meat trade cannot cut meat 
the way it did before price controls were imposed, or change its methods to meet 
changes in the market situation. 
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It is totally unrealistic to discuss price control without pointing out that any 
successful effort to depress prices below the free-market level will inevitably lead 
to shortages, and rationing. Whenever we decide not:to use prices to distribute 
goods, some sort of rationing is inevitable. We must either ration by Government 
regulation, by voluntary action of sellers, or by a mad scramble in which each 
customer tries to get there first. The fact that it has not yet been necessary to 
institute consumer rationing is definite evidence that price controls have had very 
little effect on consumer prices. In the few cases, for example, Soybean meal, 
where OPS has forced prices substantially below their natural level, severe arti- 
ficial shortages and dislocations have appeared. The difficulties which many 
packers—particularly some of the lower-cost operators—had in obtaining cattle 
while beef prices were pressing against the ceilings are a dramatic illustration 
of the disruptive effects price controls cause when they actually force prices 
below their natural level. Slaughter quotas have been advocated as a cure for 
some of the disruptions caused by price controls, but experience has demonstrated 
that such controls only create further disruptions. 

Controls waste manpower—our scarcest resource—not only in the Government 
where millions of man-hours must be spent on the unproductive job of writing 
regulations and the impossible job of enforcing them, but at every level of indus 
try where people subject to regulations must try to interpret and comply with 
them. 

In time, price controls lead to subsidies, because special incentives become 
necessary to get needed production. Subsidies increase Government costs in a 
period when the Federal budget is already inflated. They conceal the true cost of 
an item and give the public an unrealistic idea of its worth. Costs become fixed 
at one level and prices at another and relatively lower level, with the result that 
it becomes very difficult to go back to a free market. Subsidies aggravate infla- 
tion by increasing the Government deficit if the Government is not balancing the 
budget and by increasing the purchasing power available to the public for the 
purchase of other items. 

Leading proponents of price-and-wage controls have told us that if we will use 
this economic narcotic for 2 years, we will then be able to put it aside and 
return to a free economy. There is nothing in the picture to indicate that this is 
so. Ceilings have already been in effect for a year and we are now told that 
Congress should grant a 2-year extension of the control authority. If we use 
controls to suppress prices, and then go ahead and inflate by unbalancing the 
Federal budget and following wrong fiscal and monetary policies, it will become 
progressively more difficult to remove controls. We might even follow this road 
so far as to make it politically impossible to go back to a free-choice system. In 
the interest of getting the production we need for defense and to preserve our 
freedom at home, we must drop the pretense that price-and-wage ceilings can 
control inflation and concentrate on measures which really can do the job. 

There will never be a better time than now to drop these unworkable controls. 
The inflation psychology, which followed the outbreak of hostilities in Korea, has 
subsided. The Federal Reserve System has put a brake on expansion of the 
money supply by discontinuing its previous policy of pegging the Government 
securities market. The Nation as a whole has demonstrated the fact that we 
have a far greater capacity to expand national production than anyone dared 
to predict in June 1950; however, there is already substantial evidence that price- 
and-wage controls are beginning to interfere with our ability to maintain a high 
level of production. 

The most important step remaining is for Congress to control appropriations 
and restrain the expenditures of the Federal Government so as to bring the 
budget into balance—at least on a cash consolidated basis. This task will be 
difficult, but it can and must be done. The American Farm Bureau Federation 
favors a pay-as-we-go policy, but if we are to pay the bill through taxes, we 
must have the courage to make the hard decisions necessary to get a bill we 
ean pay. Here let us note that the emphasis must be on restraining expendi- 
tures rather than increasing taxes because we are near, and possibly at, the 
level of diminishing returns with present tax rates. Let us note, also, that if 
the bill is not paid with taxes, it will be paid with inflation. The real cost of 
defense expenditures occurs when labor and materials are diverted from civilian 
uses to military uses. As the Government spends money, the bill must be paid 
either by taxes or with deficit financing. This creates new money. It is, in 
effect, an insidious and inequitable tax on every person's income and on all 
such savings as cash, bank accounts, bonds, pension funds, and insurance. 
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In summary, We will support legislation to provide a one-year extension of 
those provisions of the defense production bill which provide necessary authority 
for the allocation of scarce materials and for the effective control of consumer 
and real estate credit ; and, we will oppose any further extension of the authority 
for price and wage controls. 


SUPPLEMENTAL MATERIAL PRESENTED BY ALLAN B. KLINE, PRESIDENT, AMERICAN 
FaRM BUREAU FEDERATION 


We recommend that section 104 of the Defense Production Act of 1950, as 
amended, be eliminated. We firmly believe that the provisions of Public Law 
50, Eighty-second Congress, together with section 22 of the Agricultural Adjust- 
ment Act, properly administered, give adequate protection to producers of agri- 
cultural commodities from excessive imports. A prosperous and expanding 
agriculture in America is dependent on high volume of trade. Our exports 
exceed our imports. The current exports of dairy products exceed by about 244 
times the imports. We will insist that the provisions of Public Law 50 and sec- 
tion 22 of the Agricultural Adjustment Act be promptly carried out by the re- 
sponsible administrative agencies. 

The continued threat of the Office of Price Stabilization of revising price 
ceilings downward has had a very depressing effect on many segments of our 
economy. An example is the depressed situation existing in the textile industry. 
We do not know the intention of the Price Administrator in this regard, but as 
long as the authority to lower ceilings exists, the effect will be the same. 

We have developed a few specific examples to illustrate some of the effects of 
price control on production, distribution, and the added cost to consumers as a 
result of these unworkable regulations which follow: 


CURRENT LIVESTOCK FEEDING SITUATION 


Declining prices and increasing costs have created an unprofitable situation 
for livestock feeders, 


CATTLE 


In September 1951 choice 500- to 800-pound feeder steers cost the farmer an 
average of $37.40 per hundredweight at Kansas City. For the week ending 
March 8, 1952, 900- to 1,100-pound slaughter steers at the same market sold for 
$34.10 per hundredweight if Choice and for $36.70 per hundredweight if Prime. 
With corn costing $1.66 per bushel United States average farm price in February, 
the feeders who bought cattle last fall are in a squeeze. 

Although cattle feeders are losing money, they can, at least, be thankful 
that they are not feeding lambs. 


LAMBS 


Good and Choice feeder lambs cost an average of $32.50 per hundredweight 
at Omaha last September. The average price of Choice and Prime fat lambs 
at the same market for the week ending Marcb 8 was $26.40 per hundredweight. 
Although wholesale lamb prices are far below OPS ceilings, that agency is 
continuing to interfere with the distribution of dressed lamb by enforcing re- 
strictive cutting regulations which prevent the trade from cutting lamb so as 
to give the product the greatest amount of consumer appeal in the various 
markets. Although the most restrictive of these regulations—which prevented 
packers from increasing the percentage of lamb sold as cuts rather than as 
carcasses over a base period when the total production of lamb was much 
smaller—has been temporarily suspended, regulations prescribing the manner in 
which carcasses may be cut up are still in effect. This results in such wasteful 
practices as the shipping of stew meat to areas where there is little or no con- 
sumer interest in lamb stew. This denies lamb feeders and the meat trade free 
access to the market demand for their product, and reduces the supply of some 
lamb cuts in markets where such cuts are in demand. 

OPS regulations specifying the manner in which meat must be cut are also 
restricting the ability of the trade to merchandise other meats. Other indus- 
tries can bring out new models of their products to attract customers, but the meat 
trade cannot cut meat the way it did before controls were imposed or change 
its methods to meet changes in conditions. Farmers have been forced to take 
Canner and Cutter prices for more valuable Commercial grade cows because of 
unrealistic OPS cutting regulations which force packers to sell such beef on a 
carcass basis. 
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Meat packing is a disassembly process, and the demand for the different cuis 
varies from market to market and from time to time. We cannot have efficient 
meat distribution unless the trade is free to cut meat so as to offer consumers 
what they most want to buy. 


HOGS 


Wholesale pork prices are far below OPS ceilings and have been for months. 
Hog prices averaged only 80 percent of parity in February. The hog-corn ratio 
parenthesis the number of bushels of corn that could be purchased with the price 
of 100 pounds of live hogs parenthesis was only 10.7 in the north-central region 
in February in comparison with a 1931-50 average of 13.6. 

The present unprofitable price of hogs would be less of a burden from the 
producers standpoint if OPS had not depressed the price of hogs last summer 
below normal seasonal levels and below legal limits. This has discourage: 
many hog producers and is a major cause of the sharp reduction in the number 
of sows bred for spring farrow. 

Presumably, the Government is interested in the maintenance of an adequate 
production of meat and the efficient distribution of meat products to consumers. 
Neither objective can be achieved if OPS contrels are allowed to continue in 
effect. 

POTATOES 


After more than 2 years of prices much below parity, OPS issued ceiling prices 
on January 5, 1952, just 7 days after United States Department of Agriculture 
estimated that the farm price had reached 105 percent of parity. Up to that 
time growers had not received parity price for any of the 1951 crop and much 
of it had been sold at an actual loss compared with cost of production. 

Some interesting occurrences have developed under OPS potato-price regula- 
tions. Potatoes are now moving from Maine to California, Oregon, and 
Washington. 

The ceiling prices as established permit the inclusion of as much as $2.29 per 
hundredweight for transportation for Maine potatoes moving to the west coust, 
although the freight rate from the Pacific Northwest and Idaho, the norma! 
sources of supply, is about 85 cents per hundredweight. Therefore an excess 
freight of $1.44 per hundredweight is being paid for the Maine potatoes. 

OPS regulations permit percentage mark-ups to the retailer of from 30 to 35 
percent on bulk sales and from 20 to 23 percent on package sales based upon the 
delivered cost of the potatoes. The effect of this regulation is to encourage 
unneeded freight charges of $1.44 per hundredweight plus a mark-up of from 
20 to 35 percent on such unnecessary transportation. Thus about 2 cents per 
pound of extra distribution costs are being incurred compared to normal. 

Therefore the ceiling regulations are actually costing consumers of potatoes 
on the west coast 1.9 cents per pound for unnecessary transportation expense 
from eastern sources of supply. 


SOYBEAN MEAL 


In the case of soybean meal, the Office of Price Stabilization has set the 
ceiling price at $74 per ton even though this ceiling price when added to the 
current market price of oil will not reflect parity to the producers of soybeans. 
This ceiling price violates the provisions of the Defense Production Act of 
1950, as amended, which provides that no ceiling price should be maintained on 
any commodity processed from an agricultural commodity which will result in 
prices to producers of the agricultural commodity of less than parity. The fact 
that processors cannot reflect even support prices to producers in many cases 
and the artificial holding down on protein feed prices in relation to other 
feeds has caused widespread dislocation of supplies. 

This maldistribution has been increased by the Office of Price Stabilization 
permitting the toll crushing of beans and the increasing of the price of so-called 
mixed feeds. This is where the manufacturer takes straight soybean meal and 
adds a small quantity of salt, trace minerals, corn meal, or limestone. As a con- 
sequence some dairy and poultry producers have had to pay as high as $105 per 
ton for this protein meal mixture. The strange result is that OPS permits an 
adulterated product worth materially less money to be sold for materially more 
—— because it comes within OPS regulations and happily the “line” can be 
eld. 
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By not permitting the reflection of parity the price of soybeans is being ‘“beat- 
dewn” to the farmer which will induce many farmers to shift their land to 
production of corn. At first glance this would seem desirable in view of the 
tight feed situation in relation to livestock numbers. However, to obtain the 
maximum feed value from corn or any other carbohydrate you need a balanced 
amount of protein feed. Lowering the protein feed supply will mean getting 
less feed value out of the carbohydrates. The net result will be less poultry, 
dairy, and other livestock products. 


COTTONSEED MEAL 


Under the 1951 cottonseed price-support program large quantities of cotton- 
seed meal have been turned over to the Commodity Credit Corporation in Cali- 
fornia and Arizona. One of the important reasons for large amounts of cotton- 
seed products being taken over by the CCC in the war West is the relatively low 
price for cottonseed cake and meal which prevails in Arizona and California. 
Price ceilings for cake and meal in these two States were established in De- 
cember 1950 and January 1951, when the west coast was in a surplus position 
with respect to protein meal. 

The San Francisco price in January 1952, averaged $76.20 per ton compared 
to $44.90 per ton at north Texas mills and $83.50 at Memphis, Tenn. The price 
in San Francisco was $7.30 per ton under the Memphis price in January this 
year, but for the 3 years, 1948-50, average prices for the period January- 
March showed a premium for San Francisco over Memphis of $11.06 per ton. 
The comparatively low prices allowed under ceiling prices in west coast areas 
has adversely affected the distribution of cottonseed meal. The combined effect 
of the price-support program and the ceiling price on cottonseed meal has op- 
erated to lock up cottonseed in the hands of the Government. 


PROCESSED APPLES 


The effect of the ceiling formula established for processed apples such as slices, 
sauce and juice, allowed the grower a price of about 1.3 cents per pound for his 
apples in October. At the time the ceiling was established parity for apples for 
processing was 3.5 cents per pound and for fresh sale was 6 cents per pound. 
The apples might have been identical, but used for different purposes. Obviously, 
these ceilings did not comply with the law, caused heavy losses to producers, and 
finally stopped the processing of apples. 

The price received by growers for the half of the crop normally processed was 
held at levels below cost of production. 

The CHarrMan. Senator Dirksen asked if we would hear Mr. Castle 
for 5 minutes. You may come forward. 


STATEMENT OF BENJAMIN F. CASTLE, EXECUTIVE DIRECTOR, MILK 
INDUSTRY FOUNDATION, WASHINGTON, D. C., ACCOMPANIED BY 
E. B. KELLOGG 


Mr. Castitr. My name is Benjamin F. Castle. I am executive di- 
rector of the Milk Industry Foundation. 

The recommendation which I am about to make for an amendment 
to the Defense Production Act is based on two economic facts and one 
fiseal fact. 

As to the latter, on June 27, 1951, the Honorable Senator Burnet R. 
Maybank said— 

Just remember that for every billion dollars in roll-backs, the Treasury loses 
$450 million in taxes. 


That arresting statement may have been a reason for certain amend- 
ments to the Defense Production Act of 1950 which, at least to my 
mind, implied a mandate to the OPS to refrain from tampering with 
ees margins established in marketing by processors of food com- 
moaities, 
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Unfortunately, the doctrine of “cost absorption” was adopted by 
OPS. It is now in full force and effect for the fluid milk industry 
with the result that ceilings do not provide for 15 percent of unavoid- 
able costs. 

The justification for “cost absorption” as explained by Mr. DiSalle 
was the large increases in volume in an expanding economy permitted 
manufacturers, handlers, processors, and sellers to absorb costs without 
detriment to “normal profits.” He overlooked the inexpansibility of 
the human stomach when it comes to increasing the ep of food 
products sold. For example, the attached chart 1 shows that milk 
sales increased only 2 percent from the first half of 1950 to 1951, 
whereas industrial production increased 17 percent and durable goods, 
24 percent. 

Interrelationship between cash farm income and nonagricultural 
income (chart 2). 

We all recognize that farm income is basic in our economy. We 
know farm buying of the products of American industry declines 
when farm income declines. We know that industrial workers cut 
down on food purchases, on articles made from cotton, and on tobacco 
perhaps, when payrolls are cut. But few people know that for many 
years there has been a fixed relationship between cash farm income 
and nonagricultural income. Look at chart 2. 

From 1929 to 1950, inclusive, cash farm income increased 193 per- 
cent. Nonagricultural income increased 19.4 percent. It is practically 
identical. They are as indivisible as Siamese twins. This, to me, 
seems like a “stop, look, and listen” sign. 

Does it not mean that it is dangerous to tinker with historic margins 
in the food industry—the great industry that moves food from farm 
to table? 

Note the astoundingly steady percentage by which net income of 
nonfarm persons exceeds farm cash receipts. Back here your non- 
farm persons got 6.2 times the amount received by the farmers. 

In 1940 it was 7.7 times. In 1945 it was 6.6 times. In 1950 it 
was 6.8times. There is another example of your tie. 

Senator CapeHarT. Year in and year out it will average just about 
7, will it not? 

Mr. Castie. Yes, sir. I think that is just about what it comes to 
there. 

Now, let us look at chart 4 and look at the position of gross farm 
income from dairy products and net income from persons not on 
farms, 1941-50. 

Please consider that cash farm income from milk ranks second in 
the list of crops and products that keep men “down on the farm” at 
least some, and furnish nonfarm citizens with food and fiber. In 1950 
milk returned regular, cash income to the farmer amounting to 354 bil- 
lions of dollars. Cattle and calves gave him 53, billions of dollars. 
But about 30 percent of the income from cattle and calves can fairly 
be attributed to dairy cattle and calves sent to the butcher. The 
adjusted figure for cash farm income from dairying can therefore 
be stated as approximately 514 billions and for beef cattle 4 billions. 
Thus milk goes to the head of the class. 

Note what chart 4 shows with respect to spread between dairy prod- 
ucts gross farm income and net income of persons not on farms. It is 
bad and foreboding. To me it says three things: 
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First, there was a good reason why the Congress denied to OPS 
the right to hold ceilings of farm milk below parity. 

Second, there was a good reason why Congress gave the Secretary 
of Agriculture the power to decide when after passing parity a ceil- 
ing might be imposed. 

Third, nonfarm persons have had, since the middle of 1948, an 
advantageous position in purchasing power for dairy products. In 
1939 the avers age factory employee worked 12 minutes to buy a quart 
of milk. Now he works only 9 minutes for it. 

The last three points constitute a bit of special pleading, I admit. 

[ now return to my theme, namely, it is imperative in our delicately 
balanced economy to maintain historic margins in food marketing, 
processing, and distribution. 

Reduction in the margins means less nonfarm income, less taxable in- 
come, and this adds up to less food consumed, less gross farm income, 
less farm purchasing power, and this means backing into another 
depression. 

[ submit, therefore, gentlemen, the following proposed amendment 
to section 402 of the Defense Production Act of 1950, through addition 
of a new paragraph at the end of subsection (k). 

The CHarman. I understand you filed that amendment with the 
committee some 2 weeks ago. 

Mr. Castie. On the 24th; yes, sir. 

Notwithstanding any other provision of this subsection, no rule, 
regulation, order, or amendment thereto shall hereafter be issued or 
maintained under this title which shall deny to processors of any food 
commodity their customary percentage margins over cost of goods 


or cost of material as shown by their records during a representative 
period of their operations. 
That is an amateurish effort to present an amendment and I imagine 
it will be revised. 
The CuamrMan. We appreciate having you with us today. 
Mr. Castrie. I apenas the privilege of appearing. You have 
C 


been very, very kind. Thank you. 
Senator Dirksen. May I suggest that if Mr. Castle wants to supple- 


ment his testimony by other material in the record, he m: iy do so? 
The CHarmman. C ‘ertainly. 


(The prepared statement of Mr. Castle and supplemental material 
is as follows :) 


STATEMENT BY BENJAMIN F. CASTLE, EXECUTIVE DIRECTOR, 


MitK INDUSTRY 
FOUNDATION 


BANKING AND CURRENCY COMMITTEE, 
United States Senate. 

GENTLEMEN: The recommendation which I am about to make for an amend- 
ment to the Defense Production Act is based on two economic 
fiscal fact. 

As to the latter, on June 27, 1951, the Honorable Senator Burnet R. Maybank 
said: “Just remember that for every billion dollars in roll-backs, the Treasury 
loses $450,000,000 in taxes.” That arresting statement may have been a reason 
for certain amendments to the Defense Production Act of 1950 which at least 
to my mind, implied a mandate to the OPS to refrain from tampering with his- 
teric margins established in marketing by processors of food commodities. 

Unfortunately, the doctrine of “cost absorption” was adopted by OPS. (It is 
now in full force and effect for the fluid-milk industry with the result that ceilings 
do not provide for 15 percent of unavoidable costs. ) 


facts and one 
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The justification for cost absorption as explained by Mr. DiSalle was tha: 
large increases in volume in an expanding economy permitted manufacturers, 
handlers, processors, and sellers to absorb costs without detriment to norma! 
profits. He overlooked the inexpansibility of the human stomach when it comes 
to increasing the volume of food products sold. For example, the attache 
chart (1) shows that milk sales increased only 2 percent from the first half of 


1950 to 1951, whereas industrial production increased 17 percent and durable 
goods, 24 percent. 


YEAR TO YEAR VARIATIONS IN MILK SALES 
AND IN INDUSTRIAL PRODUCTION, U.S. 


1947+ 100 
PER CENT 


MILK & CREAM SALES Cais s non 
(U.S. DEPT. AGR.) Saar Z 


INCREASE 15" HALF, i950 TO 195 
INDUSTRIAL PRODUCTION 17% 
DURABLE GOODS 24 % 
MILK,.26FED.ORDER MARKETS 2% 


| 
oa OF DURABLE GOODS 
(FED. RES INDEX) 


1946 1948 1950 
* AVERAGES OF FIRST NINE MONTHS SEASONALLY ADJUSTED 
FESTIMATE FOR 1951 BASED ON CHANGES IN ACTUAL SALES 
IN 26 FEDERAL ORDER MARKETS FIRST NINC MONTHS. 1950 & 105! 


INTERRELATLIONSHIP BETWEEN CASH FARM INCOME AND NONAGRICULTURAL INCOME 


We all recognize that farm income is basic in our economy. We know farm 
buying of the products of American industry declines when farm income de 
clines. We know that industrial workers cut down on food purchases, on articles 
made from cotton, and on tobacco perhaps, when payrolls are cut. But few 
people know that for many years there has been a fixed relationship between 

cash farm income and nonagricultural income. (Look at chart 2. Note thit 
feien 1929 through 1950 the rise in cash farm income was 193 percent. 

In the same period the rise on nonagricultural income was 194 percent. Is! 
this a “stop, look, and listen” sign? Does it not mean that it is dangerous | 
tinker with historic margins in the food industry—the great industry that mov: 
food from farm to table? 

ECONOMIC FACT NO. 2 

See chart 3. 

Note the astoundingly steady percentage by which net income of nonf 
persons exceeds farm cash receipts. 

1935—6.2 times farm cash receipts 
1940—7.7 times farm cash receipts 
1945—6.6 times farm cash receipts 
1950—6.8 times farm cash receipts 
This economic fact No. 2, 


gentlemen, is in my opinion another “stop, look, a1 
listen” sign. 





DEFENSE PRODUCTION ACT AMENDMENTS OF 1952 697 


CASH FARM INCOME AND NON AGRICULTURAL 
INCOME 
1929 AND i950 





1929 1950 1929 1950 
CASH FARM INCOME NON AGRIC. INCOME 


SOURCE: BUREAU OF AGRICULTURAL 
ECONOMICS 


NET INCOME, PERSONS NOT ON FARMS 
AND CASH RECEIPTS FROM FARMING 
1935-1950 


DOLLARS 
200 6 8 times 
198.2 Form Cosh 
Receipts | 


eee 


menue FOrm Cosh 


$146.2 Receipts 


62 times 


SOURCE. AGRICULTURAL STATISTICS. 
USDA 








698 DEFENSE PRODUCTION ACT AMENDMENTS OF 1952 


POSITION OF GROSS FARM INCOME FROM DAIRY PRODUCTS AND NET INCOME Frou 
PERSONS NOT ON FARMS, 1941-50 
See chart 4. 


GROSS FARM INCOME FROM DAIRY PRODUCTS 
AND NET INCOME FROM PERSONS NOT ON FARMS 
1941 TO 1950 


1941 = 100 





194! 1942 1943 1944 1945 1946 1947 1948 1949 1950 
SOURCE: AGRICULTURAL STATISTICS, 195) 
USDA 


Please consider that cash farm income from milk ranks second in the list of 
crops and products that keep men “down on the farm”—at least some—and 
furnish nonfarm citizens with food and fiber. In 1950 milk returned regular, 
cash income to the farmer amounting to 3% billions of dollars. Cattle and calves 
gave him 5° billions of dollars. But about 30 percent of the income from cattle 
and calves can fairly be attributed to dairy cattle and calves sent to the butcher. 
The adjusted figure for cash farm income from dairying can therefore be stated 
as approximately 51% billions and for beef cattle 4 billions. Thus milk goes to 
the head of the class. 

Note what chart 4 shows with respect to spread between dairy products gross 
farm income and net income of persons not on farms. It is bad and foreboding. 
To me it says three things: 

First. There was a good reason why the Congress denied to OPS the right 
to hold ceilings of farm milk below parity. 

Second, There was a good reason why Congress have the Secretary of Agricul- 
ture the power to decide when after passing parity a ceiling might be imposed. 

Third. Nonfarm persons have had since the middle of 1948 an advantageous 
position in purchasing power for dairy products. (In 1939, the average factory 
employee worked 12 minutes to buy a quart of milk. Now he works only 9 
minutes for it.) 

The last three points constitute a bit of special pleading, I admit. 

I now return to my theme, namely: It is imperative in our delicately balanced 
economy to maintain historic margins in food marketing, processing, and distri- 
bution. Reduction in the margins means less non-farm income: 
income; and this adds up to less food consumed; 





less taxable 
less gross farm income; less 


farm purchasing power; and this means backing into another depression. 

I submit therefore, gentlemen, the following proposed amendment to section 
402 of the Defense Production Act of 1950—through addition of a new paragraph 
at the end of subsection (k): 

Notwithstanding any other provision of this subsection, no rule, regulation, 
order, or amendment thereto shall hereafter be issued or maintained under this 
title which shall deny to processors of any food commodity their customary per- 
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centage Margins over “Cost of goods” or “Cost of material’ a shown by their 
records during a representative period of their pang ee 

The Cuamman. Mr. Schuckman of the American Municipal Asso- 
ciation. Will you come up, please / 


STATEMENT OF FRED A. SCHUCKMAN, AMERICAN MUNICIPAL 
ASSOCIATION 


Phe CHarmman. We shall make your statement a part of the 
ord. As T remarked yesterday. [ have been one of your members. 
have belonged to several such associations. 

Please tell the committee how the municipalities are affected by 
the present situation. 

Mr. ScHvucKMAN. There are two or three things which in our esti 
nation are wrong with the present situation, 

| shall confine myself to the municipal situation, sir, of course. 


The major difficulty les, actually, in some confusion as to what 


iw Congress intended in the wa of control of municipal utilities and 
SeTVICeS, 

Phe CHAIRMAN. Ii Hy jude rit. thee Coneres cid hot intend 
interfere with municipal control, 

Mr. Scucek MAN. Apparently they did not. It is my understand 
ing from a careful reading of the law that that was not intended and 
vet time and again there has been difliculty because OPS has seen fit 
to interpret the law in a way whi h we do not feel is consonant with 
the intent of the Congress. Consequently e want to vo on record 

favor of S. 2722. which we think will spe i out as far as municipali- 
ties are concerned, clearly, unequivoe ably. and once and for all. the 
Taet that munic pal service charees should hot be subjected to OPS 
control. 

I might add only that we would like to make clear that mun cipal 
ties are fully cog izant of the dangers inherent in inflation. 

Phe CHarrMan. I would imagine the mavor would be, because he 
has his parks, his policemen, his schools, his teachers, varbauge col 
lectors, and so forth, and whenever inflation comes, the mayor will 
get it worse than we get it lp here. 

Mr. ScHuckMan. He will hear from it at that end and, of course. 
the municipality itself is one of the first victims of inflation. and 
price increases hit them pretty hard. 

Secondly, of course, there is the fact that a peaeenens’. is not 
u the business of making private profit. It is in existence » pro 
vide services. Those have to be financed. If there is a tests ation 
put on service charges, i municipality has no alternative except to 
resort to raising veneral taxes. 

We do not feel that is the proper way to go about it. because we 
feel these things should be determined in the light of over-all con 
siderations which will be taken into account by those people elected 
by and responsible to the citizenry of the municipality and not by an 
administrative agency who is going to approach the thing from a 
narrow st: andpoint. 

The Cuamman. I have no questions to ask, but I understood it was 
the thought of this committee, and I do not think anvbody would 
differ with me, that we did not desire to pass a law here to have some- 
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body in Washington tell a municipality what it should do about its 
ordinances. I hope we can make it more plain at this time. 

Mr. Scuuckman. We think if S. 2722 is enacted it will make tha: 
more plain. : 

The Cuamman. We have not had hearings on that, as you know, 
and there might be some differences of opinion there. I would not 
want to comment on that until I hear the other side. 

Senator SparkMAN. Mr. Chairman, may I ask, is 8. 2722 a bill to 
amend the Defense Production Act ¢ 

The Carman. Yes. 

Senator Careuart. Mr. Chairman, I would like to recommend tliat 
since there have been two or three instances now where witnesse- 
have maintained that OPS was not following the intent of the Jay 
written by the Congress, and there is one of the instances, that we 
set aside at least a couple of hours sometime and invite them dow) 
to give us the reasons why they have followed the opposite vie 
point of these witnesses. This would be one instance, you see. 

The CHatrmMan. Without objection, that will be done. 

Senator Carenarr. I would like to get their viewpoint before we 
pass on this. 

The CHarrMan. Make a memorandum to have a meeting at the ei 
of the hearing to see why they are not following the intent of the law. 
if such is the case. Let’s get their side of the story. 

Any instances reported to this committee between now and the ei 
of the hearing will be taken up. 

Senator Dirksen. Mr. Chairman, I would like to ask the witnes- 
whether he is at liberty to say in what State and what municipality 
that parking meter case took place, at the bottom of page 2 of 1}: 
statement. 

Mr. ScuuckMan. The first one I knew of was in St. Louis. T think 
there have been one or two others. 

In that case the matter was thrashed out. The regional office opinion 
on that was overruled, after some confusion, by going through the 
procedure here. 

The CHamman. That was before a joint committee and we took it 
up with Mr. DiSalle right away when it first came up. 

Mr. ScnuckMan. The standpoint has been from the standpoint of 
municipalities that on specific occasions when questions have arisen, 
they have by and large ultimately been able to work the thing out, but 
it means going through a lot of rigmarole and red tape, going over the 
heads of the regional OPS people and perhaps even getting to the 
point of threatened litigation which involves a lot of time and expense 
and we feel it could be eliminated because we do not feel, as the chair 
man has indicated, was not the intent of Congress, to bring this thing 
in here at all. 

We would just like to have it clarified. 

The CHarrman. We will have them up here for 2 hours sometime 
week after next. Next week we have hearings all day long. 

Mr. ScuvuckMan. With your indulgence I would like to add just one 
further thing: I would like to put the American Municipal Associa 
tion position on record as supporting Senator Magnuson’s amendment 
to section 708 (a) of the Defense Production Act. That amendment 
would exempt States and municipalities from the controls of the 
voluntary-credit restraint committees. 
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That again is a —— that has caused some difficulty, and it is 
our position that if municipalities decide to take a course of action 
involving expenditure of their own money, some voluntary group or 
private interest should not be permitted to prevent their carrying out 
their objective. 

Now as the matter stands at the moment, some of the regional 
committees have been reasonably liberal and there has not been much 
difficulty encountered. 

At the moment, however, out in Washington, the San Francisco 
committee apparently has caused considerable difficulty on the issu- 
ance of some bonds, there, on some power projects. 

A similar situation down in Birmingham was worked out satisfac- 
torily because the regional committee down there was w illing to take 
« little more liberal point of view. 

But again it is one of those things where the munic ipalities and the 
States cannot tell ahead of time just where they are going to stand, 
and these instances as they come up, are handled as individual in- 
stances and you have the same time, the same discussion. the same con- 
fusion and trouble on each and every one of them. 

The CHarkMan. Next Thursday we are going to hear from the Sen- 
ators and Congressmen on the amendments we have here. We have 
public hearings running through next Wednesd: av. and I assure you 
that we will listen to Senator M: agnuson, and when we do we will take 
into consideration what you said about it. 

Mr. ScouckMan. Very well. That in connection with the statement 
which has been filed will be my remarks. 

(The statement referred to follows :) 


STATEMENT OF FRED A, SCHUCKMAN, AMERICAN MUNICIPAL ASSOCIATION 


Chis statement is submitted in behalf of the American Municipal Association 
in support of those sections of S. 2722 which will exempt from price control 
rates, fees, and charges for services supplied directly by municipalities and any 
of their agencies, 

The association represents over 11,000 municipalities in the United States 
and is the national federal representative of 41 State leagues of municipalities. 
Its activities include the exchange of experience; solving critical municipal prob- 
lems by providing research, information, and public-relations services; and the 
development of a national policy in order to solve effectively such problems as 
the municipalities have in common. 

| appear here today to point out one par tic ular problem every municipality faces 
today and to tell you why we think S. 2722 would solve that problem without 
jeopardizing in any way the purposes of the Defense Production Act. 

The problem is Caused by the Office of Price Stabilization insisting that charges 
for municipal public-utility services are not covered by the general exemption 
of public-utility charges in the Defense Production Act. To us this is such a 
perversion of the intent of the Congress that it should be promptly repudiated 
by the Congress so as to spare both the Federal Government and the munici- 
palities the expenditure of public money and the time and energies of public 
officers which would otherwise be squandered in litigating the point. 

Section 402 (e) (v) of the Defense Production Act unqualifiedly exempts 
from price control “rates charged by any common carrier or other public utility.” 
rhe Congress did not say “public utilities except such as are publicly owned.” 
Nor did it say “public utilities which are subject to outside regulation.” Yet 
the Office of Price Stabilization seeks, without your permission, to amend, on 
its Say-so, your language to read these qualifications into the act and to dis 
criminate against municipal operation of public utilities. 

If there ever was any previous doubt about the intent of Congress to exempt 
self-regulated publicly owned utility charges, it was forever dispelled in the pages 

the Congressional Record in connection with the 1951 amendments to the 
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Defense Production Act. The intention was dramatically revealed when the 
Senate and House versions of the 1951 extension act differed radically on this 
point. The House bill introduced for the first-time the OPS-sponsored quatlifiica- 
tion which would have limited the public-utility exemption to cases where the 
charges were subject to outside regulation. 

However, the Senate had a different view of the matter, and it voted to retain 
the exemption unqualified in its original state. The final enactment on this 
point was the Senate version, as a result of the conference committee recom- 
mendations that the House yield, 

So far as the intent of the House was concerned, its incorporation of the 
qualification in its original version was a recognition that without the qualiti- 
cation the charges of self-regulated publicly owned utilities were already exempt 
and would continue so. In the case of the Senate we have even more direct 
evidence of the same intent. 

Senator Maybank, whose views as chairman of this committee carry special 
weight in this matter, answered direct questions by Senator Knowland and 
explained that by refusing to accept the House version the Senate had assured 
the continued exemption of charges made by public operators of public utilities 
despite the complete absence of any form of outside regulation of their charges, 

While this record would alone be sufficient to defeat the OPS position in court 
litigations, we deplore the prospect of such unnecessary court proceedings and 
support S. 2722 as the soundest solution to our problem, 

You will notice that we have not called our publicly owned utilities non 
regulated but rather self-regulated. There is a world of difference. If to the 
OPS there is a legal need for regulation to qualify for exemption as a public 
utility, then we submit that regulation by the municipal officers upon whom 
the States have imposed that duty completely satisfies that legal need. And, 
if there is a policy need for prices to be regulated by some public officers if we 
are to dispense with OPS regulation, then again in our case that policy need 
is fulfilled. 

After all, public officers setting the charges for the services their public agen- 
cies render are not motivated by any desire for private profit; their motivations 
from first to last are as fully in the public interest as are those of the OPs. 
Among the factors in the public interest which local public officers must con- 
sider is the important factor of avoiding increasing the cost of living in their 
communities. This philosophy they share with OPS. However, their viewpoint 
is not so narrow, and this is only one of the factors they must consider. 

For example, one of our member municipalities recently ran afoul of the OPS 
viewpoint when it sought to install parking meters in an attempt to alleviate 
congestion and meet its severe traffic problem. The OPS regional office served 
notice that this violated the Defense Production Act because the municipalits 
now sought to charge for outside parking for which there was formerly no 
charge at all. 

To the OPS regional office the beginning and end of the problem was the 
existence of a price increase. To the municipal officers the installation of park 
ing meters was a Vital step in the solution of a serious municipal governmental 
problem. If it were argued to the municipality that their step would increase 
the cost of living of motorists, they probably would have answered that that 
Was exactly what had to be done to discourage unnecessary motoring into the 
congested business heart of the city. 

While the central office of OPS solved the particular problem by granting 
administrative permission for the parking-meter charges, it never conceded that 
Congress had forbidden its regulation of such a municipal activity, and pre- 
sumably today it would contend that it could withdraw its permission and vitiate 
the charge. 

Obviously Congress never intended to supersede local government officials in 
such attempts to solve local government problems. 

Basically, however, this conflict is inherent in any attempt by OPS to frus- 
trate municipal government decisions to increase prices for municipal services. 
This is a reason not only why Congress never intended to permit OPS regulation 
of municipal utility charges but also why Congress never should give a moment's 
consideration to any future suggestion to permit such OPS regulation. Munici- 
palities must continue unhampered in their efforts to solve their own problems. 

Not only is OPS regulation of municipal charges unnecessary and an unwar- 
ranted superseding of local government, but it would even be futile. 

Since profit is not an ultimate governmental purpose, municipalities would 
not attempt to increase their charges unless it became absolutely necessary to 
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meet increased costs. If they suffered such pressure, they could still fall back 
on taxation to balance their budget. Taxation in such cases just as effectively 
increases the cost of living in these communities as would an increase in prices. 
That is Why we say that the OPS program would be futile in such cases, it could 
force a choice of method by the municipality, but it could not prevent the increase 
from being collected in one way if not in the other. 

Obviously a Federal price-control agency should not have the power to decide 
whether a nrunicipality should charge users or tax the general public. A host 
of factors beyond the purview of OPS but within the scope of local government 
must dictate such a choice. 

At the present time the OPS insistence that it has statutory power to regulate 
publicly owned utility charges is proving a constant source of ve xation. Our 
member cities face the problem of deciding whether to tilt with OPS, whether to 
seek to justify necessary price increases under present permissive regulations, 
whether to come hat in hand for OPS pérmission on a hardship basis, or whether 
to absorb increases in costs by cutting down on some public service. 

Believing as we must that Congress intended municipalities to be exempt from 
OPS regulation, we submit that we should not be forced to choose between these 
courses. Apparently only an unmistakable reaffirmation of the congressional 
purpose can avoid our dilemma. For that reason We respectfully submit the 


oro 


urgent need for the prompt enactment of 8. 2722. 

Senator SparkMAN. Mr. Chairman, let me say this. I am rather 
surprised to hear about this because I am positive in my own recol- 
lection that we deliberately worded the provision last year so as to 
exclude municipalities which owned and operated their own public 
utilities. I know that we intended that to be so. 

Senator CapeHart. I would like to say, “Amen,” because I was 
present at all times, and that was the intent. 

Mr. ScnuckMaN. I might just add this: We thought that had been 
clearly understood, and yet the question as to whether OPS—I might 
suy it this way—OPS has raised the question as to whether that ex- 
emption applied to a utility which was not subject in its rates through 
a regulatory agency. They apparently have not been willing to con- 
cede that a city council, in the case of a municipal utility which is 
responsible to the people, and in the same relative position as a regula 
tory State agency would be—— 

The CrramMman. We had it in there for rent control. Ido not know 
why OPS did not know that. 

Senator SparkMAN. I may say the reason I remember it so well was 
because so many municipalities in my State do operate their own 
power-distribution systems, and I know that they took it up with me, 
and we threshed out in committee and had a definite understanding 
that they were not covered. 

Senator Carrnart. The OPS ev idently hasnt enough to do, so they 
have to look out for other fields to conquer. 

Mr. Scnuckman. I am glad to hear that suggestion from you, 
Senator. 

The Cuatrman. Mr. Finch, will you come up, please. 


STATEMENT OF HAROLD FINCH, NATIONAL-AMERICAN WHOLESALE 
GROCERS’ ASSOCIATION 


Mr. Fincn. May I say this very quickly. I will not read the state- 
ment because you have it. I am president of the Nash-Finch Co. in 
Minneapolis, and I represent the National-American Wholesale 
Grocers’ Association. 

We are in the wholesale grocery business, the middlemen. We are 
caught between, with our costs going up and our profits going down. 
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because OPS has applied the same margins of markup over cost as 
they did during OPA days. 

Senator Carenart. Are they not applying the Herlong amendment 
to you? 

Mr. Frxcu. No; not to food. OPS says that does not follow the 
food line because there are so many items you cannot calculate your 
historic margin. 

Senator CarrHart. How do they get out of that one? 

Mr. Frncu. We respect the people in OPS, but we do not always 
agree with them. 

However, it is a fact; and, for the record, the profits of the whole- 
sale grocery industry have declined 1.5 percent for the last half—now, 
this is before taxes—for the last half of 1951 as compared to the first 
half, 

Our industry is hurt. We are not mortally hurt but we will be if it 
continues. 

Our recommendation to Congress is that they instruct OPS to sus. 
pend present controls on foods at wholesale—and I think it means 
retail, also—until the Secretary of Agriculture defines what is in short 
supply and why it should be recontrolled. 

hank you, gentlemen. 
The Cuatirman. We certainly appreciate your attendance. 
(The prepared statement of Mr. Finch follows:) 


STATEMENT OF NATIONAL-AMERICAN WHOLESALE GROCERS’ ASSOCIATION, INC 


My name is Harold Finch, and I am president of Nash-Finch Co., a wholesale 
erocery firm with headquarters offices in Minneapolis. My entire business life 
has been devoted to wholesaling groceries. 

I have been asked to present this statement before your committee on behalf 
of the membership of National-American Wholesale Grocers’ Association. This 
organization is a national voluntary trade association with headquarters at 60 
Hudson Street, New York City. The membership comprises wholesale grocer) 
tirms located in all parts of the country, and the annual volume of business done 
by our member firms constitutes an overwhelming part of the total sales of the 
wholesale grocery industry. 

Time for this hearing before your committee was requested so that the views 
of our association could be expressed to you in substantially the same form is 
expressed in a resolution adopted unanimously by those members present at the 
ussociation’s annual convention held in Atlantic City 2 months ago. 

The resolution recorded the convictions of our members that experiences over 
the past several months have demonstrated that price controls in the food in 
dustry have not been advisable or necessary to accomplish the essential pur 
poses of the Defense Production Act. 

Our business is a vietim of inaccurate thinking, and actions based upon th 
premise that methods that were advisable and necessary and reasonably suc 
cessful under Office of Price Administration are therefore wise today and for the 
foreseeable future under Office of Price Stabilization. 

In OPA days America was engaged in a hot war, confronted with ever-present 
food, manpower, and production shortages that called upon all for daily and 
continuous sacrifices and distortions of normal methods of doing business. The 
demands were such that everything was considered in short supply. It was 
both necessary and advisable that controls of every nature be used—prices, ra 
tioning, subsidies, ete. 

Now, under OPS, everybody has found plentiful supplies of food to be at hand 
Prospects are there will be no shortages to speak of in 1952. Because of these 
food surpluses and the outlook for surpluses upon surpluses, we consistently 
have a violently competitive situation which never existed under OPA. It causes 
most foods to pass through wholesalers’ hands at mark-ups well below those per 
mitted and suggested by OPS last year in its price regulations controlling whole- 
saling of groceries. 
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On top of this, clauses in the present OI’S regulations further distort normal 
operations of food merchants by arbitrarily requiring them to use the same 
mark-ups on great groups of foods, regardless of grade, historic selling policies, 
and of the supply situation. In addition, between the workings of OPS regu- 
lations, surplus supplies, fierce competition, the food merchant is left in the 
position all too often of having to absorb inventory losses when prices go down. 
He may not, except under difficult conditions, mark up inventories when prices 
rise on isolated items. ‘ 

In free-enterprise operations it is standard practice for food merchants to 
offset their losses suffered as a result of market declines on some items by 
following the markets up on other items when they have made fortunate pur- 
chases by accurately appraising future trends. It is true that it is one of the 
economic services of the food merchant to buy and sell with an eye to the present 
as well as future trends. 

if a merchant happens to make a bad buy, he must sell at a loss because com- 
yetitors force him to. This remains true today. However, under existing OPS 
controls, if he makes a good buy, he cannot recoup on it except under conditions 
that are onerous in many cases. 

Again, basing their thinking upon OPA days and conditions, some insist that, 
f foodstuffs in surplus supply and not now contributing to the inflationary 
spiral were exempted, the prices of such foods would immediately rise seriously 
because food prices did increase when ceilings were dropped after World War IT. 

The conditions are entirely different today because of a plentiful supply po- 
sition and merciless competition. A recent poll of expert opinion among whole- 
sale grocers indicated by a 13-to-1 majority that, generally speaking, food prices 
would remain stable if those in plentiful supply were exempted from price control. 
\ limited number of non-cost-of-living items now distorted out of the price line 
and historie relationships by OPS might advance slightly, but such brands, food 
tems, and qualities would still have to meet competitive prices in an open 
market. 

With plentiful supplies and keen competition prevailing, it can be regarded 
as a safe assumption that prices of food staples would not and could not rise 
much or for long if controls of foods in adequate supply were temporarily but 
promptly suspended. 

Otherwise we wonder how long America must wait before restoring free enter- 
prise and flexibility to operation in the food field. Assuming that the Commu- 
nists continue their present threats for another decade, must we await their 
pleasure while the free-enterprise system deteriorates under severe regimenta- 
tion as the days go by? 

From the outset, price controls in the food industry have been based on 
the supposition that full employment and vastly increased purchasing power 
would inevitably create heavy demands for foods, thus leading to shortages, and 
that the seramble for available supplies would bring about constantly rising 
prices, 

The situation which now, and has for some time, confronted our industry over- 
turns this premise. In addition to the fact that there has been generally an 
abundance of most of the products sold by wholesale grocers, our industry has not 
experienced, nor have any other elements in the food distributive trade experi- 
enced, a sales volume which would lead one to conclude that per capita sales 
of foods are on the increase or that buying in food was being stepped up in such 
ashion as to make for any appreciable change in the balance of supply and 
demand. As a matter of fact, any increase in tonnage sales recorded as of last 
October showed a mere one-half of 1 percent increase over pre-Korean figures, 
an increase more than accounted for by the increase of our population. 

We submit to this committee the considered conviction held by our industry 
that there is little evidence to support any belief that tonnage sales of food 
did or would increase proportionately with the creation of added purchasing 
power through stepped-up defense spending. The human capacity for consump- 
tion of foods will remain relatively stable, since the past several years have been 
mes in which most of the Nation has been eating well. We cannot expect once 
ore, as in OPA days, that individual food consumption would vastly increase. 
OPA came at the end of a depression. The failure to take this fact into consid- 
eration has been a great mistake. 

Today’s abundance of foods has resulted in a sharp competitive situation 
vhich requires that wholesale grocers sell many if not most of the commodities 
they handle below permissible ceilings established by present control regulations 

s this fact. combined with the inflexible provisions which prevent compensa 
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tory gains which the market would allow on other items, that contributes to the 
dilemma of the food-distributive trades today. 

For the most part, satisfactory earnings were possible during the control 
period of OPA simply because permitted maximum prices served rather as actual 
minimums for most commodities at all distributive levels. This, of course, was 
due to the continued short supply of most items handled by grocers. With the 
situation reversed today, there are relatively few operators who can escape the 
punitive effects of the complete loss of merchandising flexibility. 

As these seemingly needless controls hamper normal marketing practices at 
every turn, it would be well to explain that the wholesale grocery industry, in 
addition to being a major factor in the steady marketing of products produced yy 
hundreds of thousands of farmers, growers, processors, and manufacturers, js 
also the principal supplier of hundreds of thousands of sellers who form the 
backbone of the Nation's greatest retailing industry, the independent retail food 
store. 

This means that the wholesale grocer in most instances carries a burden of 
dual responsibility. He can never be satisfied by taking care only of his own well- 
being. He is obligated to aid his retailer Customers to stand up in their struggle 
for survival. On both counts, his own success and his retailer's success, astute and 
resourceful adjustment to merchandising opportunities in his greatest: stock 
in trade. 

The wholesale grocer cannot go to his retailers’ aid today with suggestions to 
make up for his many below-ceiling sales by suggesting unusually profitable buys 
that would make the retailer's profit margin average out at pre-Korea levels. 

He can no more help his retailers in this respect than he can take advantage otf 
his own ability to discover and use special purchasing opportunities. With his 
retailers curtailed in their chance of maintaining pre-Korea returns for their 
labors, he is also affected saleswise in his opportunities at the wholesale leve', 

The accumulated etiect of restrictions imposed on his customers’ merchaniis- 
ing ability, plus the limitations imposed on his own ingenuity in moving extra 
lots or special buys, make for sharper inroads into his chances for success that 
would be present if he were dealing with a situation that affected the wholesale 
grocer on his own trading level only. 

Operating under today’s control regulations produces another strain on capital 
and facilities of distributors in the food trades which requires this committee's 
attention for corrective action. Many distributors are required, day after da) 
to actually purchase losses—those staple commodities which decline in price 
between the time of purchase and the time of delivery to the wholesaler’s 
warehouse. The only thing the seller can do in today’s competitive market is to 
go down immediately. But what if the market rises’ Cau any advance be 
taken’ The answer is that it cannot unless a new cost is established by an 
additional purchase in a “customary quantity.” from a “customary supplier. 
It is here, gentlemen, that another inequitable strain is placed on the capital and 
facilities of an industry which must have some latitude to adjust advances and 
declines beyond the narrow regulations presently prescribed. 

An added argument for the request for suspension is the complexity of the 
wholesale grocer’s ordinary inventory. Not only does it exceed, in most instances, 
4,000 items, but also is it of infinite variety as to types and sizes and grades 
The canner and processor has a host of problems to calculate individual ceilings 
for every type, size, grade, quality, etc., but the food distributors, wholesalers and 
retailers, are given broad category groupings which completely ignore and disrupt 
normal marketing and merchandising practices developed by years of effort on 
the part of sellers that recognize sales velocity, consumer demand for special 
grades, can sizes, and special tastes. 

Various wholesalers are geared to serving differently selected groups of eithe: 
retailers or institutions or both. The continuous improvement in the American 
standard of living over the past several vears is particularly manifested in the 
added variety of items and grades of items which our members offer to the co! 
sumer. The need for adjustment to varieties of tastes is more conspicuous on 
the wholesale level than at the retail end or within the individual institutions, 
be it hotel, restaurant, summer camp, hospital, ete. There is no compariso! 
between customers’ insistence on broad choice from his supplier’s warehouse 
at the wholesale level today as compared with the period of OPA. This insist 
ence may complicate inventories, but not nearly to the degree that the seller's 
role is complicated by the broad categorizing of the products which precludes 
merchandising along accepted, time-tested rules. 
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The key to the success or failure of any control program is, in our opinion, 
the extent to which the productive capacity of our Nation can be adjusted to 
match the demands placed tpon it. We feel that present Government machinery 
embodied in existing facilities of the United States Department of Agriculture 
can be effectively used to certify the short-supply status of any major commodity 
or group of commodities. 

It is probable that none of the adverse circumstances touched upon above 
would be present if we Were not operating in a period of plentiful supplies that 
in many instances depresses obtainable prices far below their permitted ceilings 
It cannot be stated strongly enough that the complete reversal of the supply 
situation, as contrasted to the conditions prevailing during OPA days, is the 
main source of all affliction that compels wholesale grocers to take a firm stand 
against the extension of present control legislation. 

We feel that the foregoing considerations should convince your committee 
that the temporary suspension of controls for all plentiful foods should be made 
mandatory. 

We repeat at this point that we are not objecting to the continuation of a 
revised and improved Defense Production Act, for we feel that such an act is 
needed because of the uncertain international situation. But we cannot empha- 
size strongly enough that the wholesale grocery industry requests stipulations 
that will embody into the law the measures called for in the interest of a whole- 
some and efficient functioning of all factors in the food manufacturing, process- 
ing, and distributive trades, 

Our suggestions call for temporary suspension of control provisions on all 
foods that are not in short supply. We now add recommendations for provi- 
sions that should govern any controls that are (1) kept in force for those foods 
Which are deemed to be in short supply and (2) recontrolled in case an acute 
crisis in foreign relations might necessitate such action. 

For such an emergency we recommend : 

(1) Because, forces of nature will continue to influence supply, factors in the 
food fields more drastically than many others—even in a national emergency 
safeguards preventing stark dislocations and destructive damages to food distrib- 
uting factors should be provided in the new law. For those groups of food that 
are not subject to Inandatory suspension of controls immediately, or would have 
to be recontrolled because of impending shortages or because of general national 
emergency, provisions should be written into the law that will put industry con- 
sultants, sworn in by the administration as expert advisers, into the position 
to guide and assist in the writing and shaping of detailed regulations. 

(2) Even under “national emergencies” we can come up against situations in 
which certain agricultural commodities may actually be in an oversupply posi 
tion, Allowance should be made in advance for the specifie requirements needed 
to meet this problem. 

Farmers’ marketing groups and other growers and processors’ organizations 
are continuously appealing to our association to assist in moving agricultural 
commodities into consumption channels in order to prevent the destructive effects 
of heavy oversupply, There is not enough flexibility in present regulations to 
permit the mobilization of helpful assistance that our wholesaler members had 
provided in such instances in the past. The new law should contain clauses 
that will correct—even in case of a reversal of general control suspension—the 
reimposition of the present type of inflexible controls. 

(3) Present regulations have their most damaging effect where they force 
dealers to accept losses occurring because of competitive pressures, while pre- 
venting the recovery of margins on other items which could be merchandised to 
advantage. It can be assumed as certain that this situation would again be 
present if controls, once suspended, should be reimposed. 

Wise foresight should write into the law clauses requiring the active partici- 

« pation of sworn-in industry consultants in devising formulas that will, under any 
circumstances, enable, and mobilize, active distributor versatility to move foods 
through established channels to the best advantage of the producers, with full 
recognition of the consumer's interest but without destructive consequences for 
those who render the service of distributing at wholesale. 


The CHatrrMan. The next witness is Mr. Dratt. 
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STATEMENT OF JOHN J. DRATT, REPRESENTING THE NATIONAL 
ASSOCIATION OF RETAIL GROCERS, ACCOMPANIED BY TYRE 
TAYLOR AND HENRY J. BISON, JR. 


Mr. Drarr. Mr. Chairman and member of the committee, my nani 
is John J. Dratt. My address is Highland Springs, Va. I appear here 
today representing the National Association of Retail Grocers. Ti 
headquarters of the association are at 360 North Michigan Avenue. 
Chicago, Ill. 

IT own and operate a medium-sized food store in Highland Spring. 
Va., and I am also a member of the board of directors of the Nation: | 
Association of Retail Grocers. 

The association is the recognized spokesman for the Nation’s inc 
pendent retail grocers. With over 60,000 active members and 5°. 
affiliated State and local associations, it is the largest trade group 
the United States. For over half a century, the association has bee), 
representing independent food retailers. Next June, in Miami, Fla, 
we will hold our fifty-third annual convention. 

First, I should like to say that my primary purpose here today is 
to make it clear that our members are overwhelmingly in favor of 
the suspension of retail and wholesale price controls on food and food 
products which are in plentiful supply. 

Price controls, as such, are not compatible with the free, competitive 
enterprise system upon which this Nation was built. Price controls 
can be defended only in a time of national emergency when the supply 
of goods available is not adequate to meet the demand. 

When the Defense Production Act was originally passed by Con 
gress, abnormal market conditions were present. The Communist in- 
vasion of South Korea came as a shock to everyone. Tensions and 
uncertainties arose. There was a general fear that this was the be 
ginning of world war III. <A panicky reaction set in, and sensitive 
commodity prices increased sharply. 

By September 1950, wholesale prices of farm products and food 
products increased from 12 to 13 percent over the level of 6 montlis 
earlier. Retail food prices shot up. From May 15 to August 15, 1950, 
retail beef and veal prices increased 9.5 percent; pork prices went up 
i0 percent; eggs 26 percent; and fats and oils almost 12 percent. 

The economic problems posed in those anxious days of 1950 brought 
to us all a sense of the magnitude of the peril that threatened the 
Nation. In the face of such a peril, the members of the Nationa! 
Association of Retail Grocers did not oppose a system of complet: 
price controls. And I wish to make it very clear that if the san: 
situation existed today, we would take the same position. 

But the all-important fact is that the same situation does not exis! 
today. 

The defense program has not produced the shortages that were pre 
dicted. I suspect that one of the reasons why these predictions have 
proved to be wrong is that full account was not taken of the stupendous 
and almost incredible productive capacity of American industry and 
agriculture. 

In any event, we know that today there is no evidence of food shor' 
ages. Trade has been sluggish for some time. 
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The wholesale processed food index for the week of March 4 fell 
for the ninth consecutive time. At wholesale the prices of livestock, 
eggs, butter, and lard have been falling. 

These persistent declines in primary market prices are now reflected 
in retail food prices. ‘The retail food index for Febru: ary is not yet 
available, but it is estimated that it will show a drop of 3 index points, 
or over 1 percent from January. 

Through the month of January the retail index of egg prices de 
clined almost 25 percent from October 1951. Both canned and dried 
fruits and vegetables have shown a decline and the same applies to 
fats and oils. 

The retail food distribution industry is one of the most highly 
competitive in the country, and with wholesale food prices falling 
like they are, retail prices are bound to follow. 

The trend, so far as food is concerned, is evident to grocers every 
where. The prices in grocery stores today are determined by keen 
and vigorous competition. It is competition and not price ceilings 
which determine retail food prices when supplies are plentiful. 

A recent spot check indicates that most of our members are selling 
50 percent and more of their total store volume at prices well below 
permitted ceilings. 

I might interject in our own case, I think at least 90 percent of our 
items in our store are selling at below ceiling prices. 

In meats the percentage of volume sold below ceilings runs in 
some cases as high as 90 percent. A few highly spec ialized items are 
still being sold at lawful maximum prices, but these are largely luxury 
items. 

The market is such that small- and medium-size food retailers, even 
ane they are allowed slightly higher ceilings by OPS, are selling 

t prices competitive with the large chains item by item. 

This is brought about because of the plentiful supply of foods and 
the resistance on the part of consumers to high prices. It is the con 
sumers who are keeping food prices down today, not OPS. The con- 
sumers do not need OPS to regulate food prices. They are doing a 
far better job than OPS could ever do. In fact, we be lieve that price 
control in the food field, as it is now operated, is hurting consumers 
It does this in many ways; (1) by adding to retailer’s cost of oper ation. 
for even though many ceilings are above selling prices, the regulations 
including all ‘their record- -keeping provisions and red tape remain in 
effect ; (2) by adding to the cost of Government and increasing the 
tax beni: and (38) by continually accentuating what it calls in- 
flationary forces while discounting or ignoring “the much greater 
deflationary influences which are now increasingly in evidence. Price 
control officials continually reiterate the now familiar theme that dis- 
astrous inflation is just around the corner. Fortunately, their record 
for prophecies come true is not good. In fact, many people fear that 
the real danger ahead, barring a turn for the worse in the international 
situation, is deflation. 

Another factor which makes food price controls, as presently ager 
ated, undesirable and unnecessary is that they are not practical « 
workable. There is one aspect of this problem which is of particular 
concern to us because of the very large number of small stores repre- 
sented by this association. I refer to the literally impossible task of 
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keeping up with the immense and continually growing number of 
OPS rules and regulations. 

I have before me here today two large volumes containing all the 
reading matter with which the retail grocers should be acquainted, 
The list includes 45 regulations and 142 amendments, supplemeiiis, 
and so forth. We estimate that this material contains approximate ly 
525.600 words. 

(The exhibit referred to follows :) 





Num- 
ber of | Num Estimat 
Regulation amend , berof | number of 
ments pages words 
ete 

1. Alcoholic beverages, CPR 78 14 45 10, VK) 
2. Alcoholic beverages, GCPR, SR 30 3 \) 
3. Bakery products, GCPR, SR 80 2 1. 800 
4. Beef, processed, GCPR, SR 61 1 & "Wy 
5. Beef, retail, CPR 25 2 15 1 ") 
6. Beef, wholesale, CPR 24 8 58 2, 2%) 
7. Beverages, malt, CPR 117 I 16 14, 4K 
8. Canning supplies, home, GCPR, SR 21 ! ™) 
9. Containers, deposit charges, Gen. Int. 2 2 1, 8) 
10. Coupon exchange rates, GC PR, SR 25 2 $ x) 
11. Drinks, bottled soft, GCPR, SR 438 2 6 iv 
12. Exemptions, food and restaurant, GOR7 12 15 13, 500 
13. Fair trade commodities, GCPR, SR 19 I on) 
14. Food packages, holiday gift, GOR 22 1 4) 
15. Foods, retail, CPR 15 and 16 3 66 59. 40) 
16. Foods, wholesale, CPR 14 11 29 26,100 

17. Fruits and berries. frozen CPR 82 4 11 Y 
18. Fruits and berries, processed, CPR 56 12 38 1, 21 
19. General Ceiling Price Regulation ; 9 R100 
20. Introductory offers, GCPR, SR 27 l On) 
21. Kosher beef, retail, CPR 26 2 10 9, 000 
22. Lamb and mutton, wholes ile . GCPR, SR 54 10 9, 000 
23. Lamb, spring, GCPR, SR 37 I 0 
24. Lamb, vearling and mutton, wholesale, CPR 92 1 16 14, 4% 
25. Meat, sterile canned and dry sausage », CPR. 22 2 3 2, 7%) 
25. Milk, cream, and milk products, GCPR, SR 20 1 900 
27. Milk price adjustments, area, GCPR, SR 65 2 S 7, 200 

28. Mutton and lamb, wholesale, GC PR, SR 44 10 90 
29. Pork loins, GCPR, SR 47 5 & 7,200 
“0. Pork products, retail, GCPR, SR 65 1 7 ) 
Pork, wholesale, CPR 74 1 20 18 } 
Potatoes, white flesh, CPR 113 4 21 1s. 400 
Price procedures, general, P PR! ; : ‘ 1 7 6, 300 
34. Pricing, community, GOR ‘ oe 4 , 600 
35. Sales, retail and wholesale, G Cc PR, SR 29 7 li 1, 900 
45. Sausage, fresh and cemid vy, GCP R, SR 34 1 7 6, 300 
7. Soaps and cleansers, CPR 10 1 7 ( W 
38. Soups, processed, CPR 7 I 9 8, 1M 
39. Speical deals, GCPR, SR 26 : l aM) 
40. Taxes, ¢ Meet m of, in addition to prices 2 1, SM 
41. Veal, lamb, and mutton products, retail, GC PR, SR 79 ; 3 2, 700 
42. Veal haben le, CPR 101 1 18 16, 200 
43. Vegetables, c wnned, C PR 42 dais 1 8 7, 200 
44. Vegetables, frozen, CPR 81 ‘ ‘ 4 17 15, 300 
45. Vegetables, processed, CPR 55 , 20 44 39, 600 
I i a i le 142 54 25, 600 


Mr. Drarr. Many of these regulations are extremely complicated. 
For example, GCPR, SR 47. entitled “ Adjustment of Ceiling Prices 
on Pork Loins Weighing 16 Pounds or Less,” runs to some 5 000 words 
and prescribes the nine steps to be taken weekly in computing ceiling 
prices. They are as follows: 

The CratrMan. We are familiar with all those orders. They send 
them down here every time they are issued. I am disgusted with 
them myself. There is no reason for your reading them. 

I do not mean to be short by what I have said but we have been 

‘complaining here for 2 years, in the Joint Committee on Defense 
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Production, about these lengthy, wordy orders which nobody but 
a group of accountants, plus lawyers and financiers can understand. 
Senator DirksEN. Do you get any time to sell groceries to make a 
little money ¢ 
Mr. Drarr. Senator, we have to try to; yes, sir. 
We would like very much to have this included. 
The CuHarrMAN. We will be glad to include it in the record. 
(GCPR, SR 47, follows :) 


Adjustment of Ceiling General Ceiling Price Regulation 
Prices of Pork Loius Supplementary Regulation 47 
Weighing 16 Pounds or Less JULY 30, 1951 


OFFICE OF PRICE STABILIZATION 


Washington 
TIPLe 382. NATIONAL DEFENSE, APPENDIX 


Cuaprer TLI—Orrice or PRICE STABILIZATION, ECONOMIC STABILIZATION AGENCY 
(General Ceiling Price Regulation, Supplementary Regulation 47 | 


GCPR, SR 47 ADJUSTMENT OF CEILING VRICES OF PORK LOINS WEIGHING 16 PoUNps 


or LESS 


Pursuant to the Defense Production Act of 1950 (Pub. Law 774, Sist Congress } 
as amended, Executive Order 10161 (15 F. R. 6105), and Economic Stabilization 
Agency General Order No. 2 (16 F. RR. 738), this Supplementary Regulation 47 
to the General Ceiling Price Regulation (16 i. LR. S09) is hereby issued 


STATEMENT OF CONSIDERATIONS 


Ceiling prices for pork are currently determined in accordance with the Gen 
eral Ceiling Price Legulation Under the provisions of that egulation, hog 
slaughterers and processors, until the past few weeks, were able to obt; 
adequate margin on their operations. In recent weeks, however, the 
hogs have advanced and some slaughterers have been placed in a price squeeze 





The Office of Price Stabilization is preparing regulations establishing uniform 
dollars-and-cents ceilings for sales of perk products. These regulations will be 
ready for issuance in the near future. However, it appears necessary to take 
immediate steps to afford some relief to those packers whose margins have been 


squeezed. This regulation is designed to afford such relief by establishin 
form ceiling prices for pork loins and cuts derived therefrom which are gen 
erally above the level established under the General Ceiling Price Regulatios 

The adjustments provided for by this regulation are confined to one cut in 
order to expedite action, Fresh or frozen pork loins weighing 16 pounds or less 
have been selected for several reasons : 

(1) Margins on heavier hogs have remained relatively stable in comparison 
with January margins, while margins on lighter hogs, from which pork loit 
Weighing 16 pounds or less are derived, have been reduced. Market prices 
heavy loins are generally below current ceilings 

(2) The pork loin is a major pork cut. It accounts for approximately ten 
percent of the live weight of a hog. 

(3) The General Ceiling Price Regulation freeze caught pork loin prices at 
a seasonal low. Raising those prices to the levels which they would normally 
attain will afford substantial relief to packers whose margins have been nat 
rowed, 

(4) The current situation has resulted in discouraging many packers frons 
offering pork loins to some of their customary outlets because of their low ceilings 
established for such markets. These sellers have expanded their sales in othe 
markets because of higher ceilings. The present regulation, therefore, will pro 
mote the resumption of normal distribution of this important pork product 
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(5) Finally, most light pork loins are sold in fresh form whereas the other 
major cuts to a large extent are normally processed (cured, smoked, etc), and 
change in the price at one stage would necessitate modification of prices through- 
out the other stages. Furthermore, in view of the fact that loins are not custom 
arily used for sausage or in canned meat products, the price change on loins wil! 
not require a revision of sausage or canned-meat prices. 

This regulation specifies flat prices for pork loins derived from hogs slaug)h- 
tered by, or dressed hogs cut by, the seller. These prices reflect customary price 
differentials and the cost of transporting fresh pork at 125 percent of the lowes; 
carload freight rates from customary basing points in the central part of the 
United States, thereby covering the costs of icings and tare. In the event the 
seller performs local delivery, an addition of one-half cent a pound is permitted 

Inasmuch as it is normal for pork loins derived from hogs slaughtered in cer 
tain parts of the eastern end of the western areas of the country to sell at higher 
prices than loins shipped into such areas, a special local kill differential has been 
provided for specified areas, This latter action will permit normal differentials 
in the prices of pork loins. Moreover, an addition of 14% cents per pound is 
provided for bladeless pork loins to cover the costs of removing the whole shoulde 
blade. 

Section 7 of this regulation provides for adjustments in the prices of pork loin, 
bought for resale or cuts derived therefrom. The formula set up for this adjust 
ment is designed to maintain normal margins on these sales. This formulg is 
based on differences in the current costs of pork loins as compared with the costs 
of these items during the 7 days beginning January 19, 1951, the last week ot 
the base period established by the General Ceiling Price Regulation. 

Except for bladeless pork loins, this supplementary regulation does not pro 
vide a specific ceiling price for specially trimmed or specially cut pork loins de- 
rived from hogs slaughtered by, or dressed hogs cut by, the seller. These 
specially trimmed and cut items may be sold by the seller at his ceiling price 
computed under the General Ceiling Price Regulation, adjusted as provided in 
section 6 of this supplementary regulation. This adjustment is based on the 
increase in price authorized for pork loins derived from hogs slaughtered by, 
or dressed hogs cut by, the seller. The adjustment differs from the formula 
provided in section 7 for pork loins bought for resale, in order to avoid the 
complex cost allocations and intricate cut-out test equations that would be 
necessary if the cost of pork loins derived from live hogs or dressed hogs pur- 
chased by the seller were to be determined. 

It should be emphasized that this regulation is an interim measure designed 
to take care of a pressing situation during the period between the effective 
date of this regulation and the effective date of dollars-and-cents ceiling price 
regulations applicable to sales of pork products. 

This regulation does not apply to any pork product other than pork loins and 
euts derived from pork loins. 


FINDINGS OF THE DIRECTOR OF PRICE STABILIZATION 


In the judgment of the Director of Price Stabilization the provisions of this 
supplementary regulation are generally fair and equitable and are necessary to 
effectuate the purposes of Title IV of the Defense Production Act of 1950, as 
amended. 

So far as practicable the Director of Price Stabilization gave due consider: 
tion to the national effort to achieve maximum production in furtherance of 
the objectives of the Defense Production Act of 1950, as amended: to prices pre 
vailing during the period from May 24, 1950, to June 24, 1950, inclusive; and to 
relevant factors of general applicability. 

In formulating this supplementary regulation the Director has consult+«! 
with representatives of the industry to the extent practicable under the cireui: 
stances and has given consideration to their recommendations. 
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REGULATORY PROVISIONS 


1. What this supplementary regulation does. 
» Where this supplementary regulation applies. 
3. Ceiling prices of pork loins derived from hogs you slaughter or dressed hogs you 
purchase. 
4. How to determine the base price. 
5. Permissible additions to the base price. 
6. Ceiling prices of pork loin cuts derived from hogs you slaughter or dressed hogs you 
7 ale iene the ceiling prices of the pork loins you buy for resale or the pork cuts 
derived from the pork loins you buy. 
8. How to compute the total cost of pork loins. 
4. How to compute your base week cost if pork loins were not delivered to you during the 
base week. 
10. Reeords. 
11. General definitions. 
\ppendix A—Zone definitions. 
\ppendix B—Region definitions. _ et 

AuTHORITY: Sections 1 to 11 issued under sec. 704, Pub. Law 774, 8list Cong., as 
amended. 

Section 1. What this supplementary regulation does. This supplementary 
reguiation establishes ceiling prices for wholesale and retail sales of pork loins 
ind pork cuts derived from the pork loin. ‘These ceiling prices supersede those 
established by the General Ceiling Price Regulation for these items, but this 
regulation does not supersede the other provisions of that regulation. 

sec. 2. Where this supplementary regulation applies. This supplementary 
regulation is applicable in the forty-eight states and the District of Columbia. 

Sec. 3. Ceiling prices of pork loins derived from hogs you slaughter or dressed 
hogs you purchase, Your ceiling price for a pork loin derived from a hog you 
sinughter or a dressed hog you purchase is the base price specified in section 4 
of this supplementary regulation, plus the applicable additions specified in 
section 5. 

Sec. 4. How to determine the base price. (a) If you deliver the pork loin in 
Zone 1, your base price is 51 cents per pound. (Zones are defined in Appendix 
\ ) 

‘(b) If you deliver the pork loin in Zone 2, your base price is 51% cents per 
pound 

(c) If you deliver the pork loin in Zone 3, your base price is 51% cents per 
pound, 

(d) If you deliver the pork loin in Zone 4, your base price is 52 cents per 
pound. 

(e) If you deliver the pork loin in Zone 5, your base price is 51% cents per 
pound plus 125 percent of the fresh meat carload freight rate to the point of 
delivery from Chicago, Illinois, or East St. Louis, Illinois, whichever is lower. 
(Section 11 (b) of this supplementary regulation defines “point of delivery” and 
“fresh meat carload freight rate.” ) 

(f) If you deliver the perk loin in Zone 6, your base price is 51 cents per 
pound plus 125 percent of the fresh meat carload freight rate to the point of 
delivery from either Omaha, Nebraska,.Seuth St. Paul, Minnesota, or Kansas 
City, Missouri, whichever is lowest. 

Sec. 5. Permissible additions to the base price—(a) Local kill addition. (1) 
lor pork loins derived from hogs slaughtered in Region A, you may add 2 cents 
per pound. (Regions are defined in Appendix B.) 

(2) For pork loins derived from hogs slaughtered in Region B, you may add 
lly cents per pound. 

(3) For pork loins derived from hogs slaughtered in Region C, you may add 
| cent per pound. 

(4) For pork loins derived from hogs slaughtered in Region D, you may add 
» cent per pound. 

(5) For pork loins derived from hogs slaughtered in Region E, you may add 
| cent per pound. 

(6) For pork loins derived from hogs slaughtered in Region F, you may add 
Ito cents per pound. 

(b) Addition for bladeless loins. For bladeless pork loins, you may add 1%4 
cents per pound. 

(c) Local delivery addition. If you deliver the pork loin or bladeless pork 
loin to the buyer's place of business you may add \% cent per pound. 
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Sec. 6. Ceiling prices of pork loin cuts derived from hogs you slaughter o, 
dressed hogs you purchase, Your ceiling price for a pork cut or specially 
trimmed pork loin, other than a bladeless pork loin, derived from the pork Join 
of a hog you slaughter or of a dressed hog you purchase shall be determined 
as follows: 

(a) Compute your cents per pound ceiling price for pork loins sold to any class 
of purchaser under the General Ceiling Price Regulation, as effective prior 
the issuance of this regulation. 

(b) Compute your cents per pound ceiling price for pork loins sold to the same 
class of purchaser under section 3 of this supplementary regulation. 

(c) Compare the figure computed under paragraph (a) of this section with the 
figure computed under paragraph (b) of this section. The cents per pound dif 
ference between the two is your “cut differential.” 

(dad) If the figure computed under paragraph (b) of this section is more than 
the figure computed under paragraph (a) of this section, your ceiling price for a 
pork cut or specially trimmed pork loin, other than a bladeless pork loin, derived 
from the pork loin of a hog you slaughter or of a dressed hog you purchase shal! 
be your cents per pound ceiling price for that item, sold to the same class o| 
purchaser, under the General Ceiling Price Regulation, as effective prior to the 
issuance of this regulation, plus your “cut differential.” 

(e) If the figure computed under paragraph (b) of this section is less than the 
iigure computed under paragraph (a) of this section, your ceiling price for a 
pork cut or specially trimmed pork loin, other than a bladeless pork loin, derived 
from the pork loin of a hog you slaughter or of a dressed hog you purchase shal! 
be your cents per pound ceiling price for that item, sold to the same Class of 
purchaser, under the General Ceiling Price Regulation, as effective prior to the 
issuance of this regulation, minus your “cut differential.” 

Sec. 7. How to compute the ceiling prices of the pork loins you buy for resale 
or the pork cuts derived from the pork loins you buy. Tf you buy pork loins 
and resell] those pork loins or pork cuts derived from those pork loins, you shall! 
determine your ¢eiling price as follows: 

(a) Compute the total number of pounds of pork loins delivered to your be- 
tween January 1 and January 25, 1951, inclusive. This period is referred to 
us the “base week.” 

(b) Compute the total cost of pork loins delivered to you during the “base 
week.” (See section S of this supplemental regulation.) 

ic) Divide the figure computed under paragraph (a) of this section into the 
figure computed under paragraph (b) of this section. The resulting quotient 
is your base week cost per pound in dollars and cents. If pork loins were de 
livered to you during the base week, see section 9 of this supplemental regula 
tion. 

(d) Compute the total number of pounds of pork loins delivered to you during 
the seven days preceding each Monday after the effective date of this regulation 

(e) Compute the total cost of pork loins delivered to you during the sever 
days preceding each Monday after the effective date of this regulation.  (Se¢ 
section S of this supplemental regulatien.) : 

(f) Divide the figure computed under paragraph (d) of this section into the 
figure computed under paragraph (e) of this section. The resulting quotient 
is your seven-day cost per pound in dollars and cents. 

(g) Each Monday after the effective date of this regulation, compare your 
hase week cost per pound with your seven-day cost per pound for the preced 
ng seven days. The difference between the two is your “seven-day differential” 
in dollars and cents per pound. 

(h) If you seven-day cost per pound for the seven-day period preceding any 
Monday after the effective date of this regulation is more than vour base week 
cost per pound, your ceiling price for the seven-day period commencing with 
that Monday for pork loins bought and resold by you and for pork cuts derived 
from those pork loins shall be your dollars-and-cents ceiling price per pound fo 
those items computed under the General Ceiling Price Regulation plus the “seven 
day differential” for the seven-day period preceding that Monday. 

(i) If your seven-day cost per pound for the seven-day period preceding any) 
Menday after the effective date of thie regulation is less than you base week 
cost per pound, your ceiling price for the seven-day period commencing with that 
Monday for pork loins honght and resold by vou and for pork cuts derived from 
these pork loins shall be your dollars and cents ceiling price per pound for those 


to 
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items computed under the General Ceiling Price Regulations less the “seven- 
day differential” for the seven-day period preceding that Monday. 


Rrample: Between January 19 and January 25 1,000 pounds of_pork loins were delivered 
to you. They cost you $500. Your base week cost per pound is nee or 50 cents. During 
the seven-day period preceding Monday, August 6, 3,000 pounds of pork loins are delivered 
to you. They cost you $1,530. Your seven-day cost per pound is ee or 51 cents. Your 


seven-day, differential is your seven-day cost per pound (51 cents) minus your base week 
cost per pound (50 cents), or 1 cent. If your General Ceiling Price Regulation price for 
york loins or pork loin cuts is 55 cents per pound, your ceiling price for these items during 


the seven-day period beginning August 6 is 5 cents plus the seven-day differential of 1 

cent, or 56 cents per pound If, during the seven-day period beginning August 6, 2,000 

pounds of pork loins are delivered to you and they cost you $960, your seven-day cost per 
960 


pound is . 00 or 48 cents. Your seven-day differential is your seven-day cost per pound 
20 , ; 


(48 cents) minus your base week cost per pound (50 cents), or 2 cents Your ceiling pric 


for pork loins or pork loin cuts for the seven-day period commencing August 13 becomes 55 
nts (your GCPR price) minus the seven-day differential of 2 cents, or 53 cents, per pound 
Sec. 8. How to compute the total cost of pork lions. Your cost of pork loins 

for a given period of time shall be the net amount you paid your supplier for 

pork loins delivered to you during that period of time, plus any transportation 
charges you paid for the delivery of those pork loins to your business establish 
ment. 

sec. 9. How to compute your base week cost if pork loins iwere not delivered to 
vou during the base week. If pork loins were not delivered to you during the 
base week, compute the total number of pounds of pork loins delivered to you 
during the seven-day period beginning with the Urst day pork loins were dé 
livered to you after January 25, 1951. Compute the total cost of pork loins de 
livered to you during that seven-day period. Divide the total number of pounds 
into the total cost. The quotient is your base week cost per pound. 

See. 10. Records. Each of you who buys pork loins and resells these pork loins 
or pork cuts derived from these pork loins shall make and preserve for inspectiot! 
hy the Office of Price Stabilization for a period of two years conrplete and accu 
rate records showing your seven-day cost per pound for each weel 
effective date of this regulation and your pork icin base week « 

You shall prepare the records showing your pork loin base week Cost per pound 

within two weeks alter the issuance of this regulation 

Sec. 11. General definitions. (a) When used in this regulation, the term: 

(1) “Bladeless pork loin” means a loin of pork from which the whole should 

has been removed. The bladeless loin shall weigh 16 pounds or less. 

) “Pork loin” means a fresh or frozen pork join trina in accordance wit! 
commercial practice, Excess fat shall be 1 woved ft he tender] 

the fat on the back of the loin shall not exceed 

shall weigh 16 pounds or less. (b) When used 

. the term: 
1) “Fresh meat carload freight rate” means the charge so 

portation by rail of a carload of fresh pork (exclusive of any charge 

e. g., icing) including the federal transportation tax thereon 
(2) “Point of delivery” means the rail unloading point nearest the seller's 

slaughtering or cutting plant if the seller does not pay the freight to the ra 

oading point nearest the buyer's place of business, or the rail unloading point 
hearest the buyer's place of business if the seller pays the freight to that point 

If no fresh meat carload freight rate is established to the applicable delivery 

point listed in section 4 (e) or (f), the nearest point to which such freight rate 

s established shall become the applicable delivery point 
ifectire date. This regulation shall become effective on July 30, 1951. 


Petahele 
» 


] 


nn 


NOTE: The record keeping and reporting requirements of this regula 


ilation have beer 


approved by the Bureau of the Budget in accordance with the Federal Rep rts Act of 1942 


MICHAEL V. DISALLE, 


Director of Price Stabilization 
JULY 30, 1951. 


APPENDIX A—-ZONE DEFINITIONS 


(a) “Zone 1” means the area described as follows: The entire state of Iowa, except the 
inties of Dubuque, Jackson, Clinton, and Scott: that portion of Minnesota south of and 
including the counties of Lac Qui Parle, Chippewa, Renville, MeLeod, Carver, Hennepin 
Ramsey, and Washington: that portion of Wisconsin included in the counties of St. Crois 
Dunn, Pierce, Pepin, and Buffalo; that portion of South Dakota south and east of and 
neluding the counties of Grant, Codington, Clark, Spink. Beadle, Sanborn, Davi 


son 
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Hutchinson, and Bon Homme; that portion of Nebraska east of and including the counties 
of Knox, Antelope, Wheeler, Greeley, Howard, Hall, Adams, and Webster ; t portion of 
Kansas included in the counties of Jewell, Mitchell, Cloud, Clay, Riley, Pottawatomie, Jack. 
son, Jefferson, Leavenworth, Wyandotte, Atchison, Doniphan, Brown, Nemaha, Marsha} 
Washington, and Republic ; and that portion of Missouri north of and ao counties 
of Pere wom Lafayette, Salina, Howard, Boone, Callaway, Montgomery, arren, and 
St. Charles. 

(b) “Zone 2” means the area described as follows: That —— of Wisconsin south of 
and including the counties of Chippewa, Taylor, Marathon, Shawano, Oconto, Brown, and 
Door; that portion of Illinois north of and including the cunties of St. Clair, Clinton, 
Marion, Clay, Richland, and Lawrence; that paren of Missouri included in the City and 
County of St. Louis; and that portion of Iowa included in the counties of Dubuque, Jackson, 
Clinton, and Scott. 

(c) “Zone 3” means that portion of Indiana north of and including the counties of 
Sullivan, Greene, Monroe, Brown, Bartholomew, Decatur, and Franklin. 

(d) “Zone 4” means that portion of Ohio west of and including counties of Ottawa, Eric, 
Huron, Richland, Knox, Licking, Fairfield, and north of and including counties of Pickaway 
Fayette, Greene, Montgomery, and Preble. 

(e) “Zone 5” means the area described as follows: That portion of the United State. 
east of and including the states of New York, Pennsylvania, West Virginia, Kentuck, 
Tennessee, and Mississippi; that portion of Louisiana which lies east of and including th. 
parishes of West Feliciana, East Baton, Ascension, St. James, St. John the Baptist, st 
Charles, Orleans, St. Bernard, and Plaquemines; that portion of Illinois not in Zone 2 
that portion of Indiana not in Zone 3; that portion of Ohio not in Zone 4; and that portion 
of Michigan lying between Lake Michigan and Lake Huron. 

(f) “Zone 6” means the area of the United not included in Zones 1, 2, 3, 4, or 5. 


APPENDIX B—REGION DEFINITIONS 


(a) “Region A” means the area described as follows: The entire states of Maine, New 
Hampshire, Vermont, Massachusetts, Connecticut, Rhode Island, New Jersey, and Delaware 
the District of Columbia; the state of Maryland, except Allegany and Garrett Counties 
the portion of New York east of and including the counties of St. Lawrence, Jefferson 
Lewis, Herkimer, Otsego, and east and southeast of and including the County of Delaware 
that portion of Pennsylvania east of and including the counties of Tioga, Lycoming, Union 
Mifflin. Juniata, Perry, and Franklin; and that portion of Virginia including the counties 
of Loudoun and Fairfax. 

(b) “Region B” means the area described as follows: That portion of New York not 
in Region A; that portion of Pennsylvania not in Region A; that portion of Maryland 
including the counties of Garrett and Allegany: and that portion of West Virginia includ 
ing the counties of Mineral, Hampshire, Morgan, Berkeley, and Jefferson. 

(c) “Region C” means the area described as follows: The lower peninsula of Michiva: 
(that portion of Michigan lying between Lake Michigan and Lake Huron) ; that portion 
of Ohio east, southeast, and south of, and including the counties of Lorain, Asbland 
Holmes, Coshocton, Muskingum, Perry, Hocking, Ross, Highland, Clinton, Warren, 
Butler: and that portion of West Virginia not included in Region B. 

(d) “Region D” means the area described as follows: That portion of Virginia not in 
eluded in Region A; and that portion of Kentucky east of and including the counties of 
Boone, Gallatin, Owen, Franklin, Woodford, Mercer, Boyle, Casey, Russel, and Cumberland 

(e) “Region E” means the area described as follows: The entire states of Arizona, New 
Mexico, and Nevada: and that portion of Texas included in the counties of El Paso 
Hudspeth, Culbertson, Jeff Davis. Reeves, Pecos, Terrell, Brewster, and Presidio. 

if) “Region F”’ means the states of Washington, Oregon, and California. 


Mr. Drarr. That particular one is quite complicated and I wanted 
to get the point across, but I think you understand the point. 

Senator Carrnarr. You are not operating under the Herlong 
amendment ¢ 

Mr. Drarr. No, sir. 

Senator Carenarr. I understand the principle you price from is to 
take the wholesale price or the price you pay, and then apply a certain 
margin to that. 

Mr. Drarr. That is correct, sir. 

Senator Carruart. Each week you change that ? 

Mr. Drarr. Yes, sir; we change it as it is changed. 

Senator Carrnart. In other words, you take the formula, in the 
principle of the Capehart amendment, and take what it costs you, anid 
then add a margin of profit to that, which is changeable each week 

Mr. Drarr. That is right. 

Senator Caprnarr. If you bought something last week for a dollar. 
it cost you a dollar as a retailer and your margin is 25 cents, vo! 
would sell it for $1.25. 

Mr. Drarr. That is right. 

Senator Caprnart. The next week if you could buy it for 90 cent-. 
you would add 25 cents to it and sell it at something over a dollar. 

Mr. Drartr. That is correct. 
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Senator CaprnHArr. You do change these prices then every week. 
Mr. Dratr. Yes, sir. 
Senator CareHart. Once a week. 
Mr. Dratr. That is right. 
Senator Carenart. And then you supposedly post the prices in your 
store ¢ 
Mr. Drarr. The article itself must be marked and the shelf price 
put on it. 
Senator Carruarr. Your increase in cost has nothing to do with it, 
at all? Nothing to do with the ceiling price. 
Mr. Dratrr. That is correct. It has considerable to do with it, but 
| am sure we understand. 
Senator Dirksen. Your ceilings drop as you pay less for the goods 
from the wholesaler; is that correct ? 
Mr. Drarr. That is correct. 
Senator Dirksen. How does OPS handle that, do they send you 
«statement or poster to put up in the store every week ? 
Mir. Drarr. No, sir; they have not yet. They have tried that out, 
hit community ceilings are not being used as yet. 
Senator Dirksen. How do you handle it in your store, do you post 
yourse lf 4 
Mr. Drarr. Our mark-up is on the cost to us. 
Senator Dirksen. That is right, but are you duty-bound to notify 
the consumer who comes into your store ? 
Mr. Drarr. No more than to mark it on the individual item, or shelf- 
mark it, on or the other. 
Senator Dirksen. I think some of them still do post them, but that 
ld be their own responsibility. 
Mr. Drarr. Of course, we have to maintain records which are avail- 
able to anyone who wants to inspect them. 
Senator Capenarr. You represent practically all the retail grocery 
stores in the United States? 
Mr. Drarr. The independent food dealers. 
Senator Caprnartr. Do you have : any exc ise taxes ? 
Mr. Drarr. Yes; we do in certain items that are handled in the 
stores, 
Senator Caprnart. Do you add a margin of profit to those? 
Mr. Dratr. We don’t handle those in our store at all, Senator. 
Senator Capenakt. We were trying to find out. The President said 
in his message that you were making | a profit on excise taxes. 
Mr. Drarr. I think that information could be obtained all right, sir. 
Senator Capenart. The automobile dealers said they were not but 
the President left the impression that everbody was. 
The Carman. Would you find out from your association if any 
of them are? 
Mr. Drarr. Yes, sir. 
Senator Capenart. As a retailer you would not know whether there 
was or whether there was not unless the man from whom you pur- 
hased invoiced you for X amount. Otherwise you would not know 
f there was an excise tax in it or not. 
Mr. Drarr. That is correct. Of course, anyone handling those 
roduets is supposed to know that. 
The same procedure applies in the case of veal, lamb, and mutton. 
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Gentlemen of the committee, I state without fear of successful con 
tradiction that this presents an absolutely impossible task for the 
average retail grocer. In order that you may understand how impos: 
sible it really is, I wish at this point to describe to you briefly a typica! 
small store ope ration. 

This store is run by a man, his brother, a checker, and one part-time 
employee. The annual volume is slightly in excess of $120,000. 

Right here I might interject that, according to 1948 census figures 
the latest available—there is a total of more than 283,000 grocery stores 
doing less than $120,000 annual volume of business. Tens of thou 
sands of these are the so-called mom and pop stores operated by a 
man with his wife’s assistance—or vice versa. 

Store hours in my example are from S a.m. to 6:50 p. m., except on 
Friday and Saturday, when the store is open until 9 p.m. 

The brother works almost full time in the meat department, since 
it is his job to buy, receive, unpack, and trim all fresh meats. He must 
tlso break down the sides into wholesale and retail cuts, display them 
in the refrigerted case, wait on customers, make special cuts on request, 
and remove meat from display to storage walk-in box. He must also 
take care of many other items such as ready-to-serve meats, already) 
packaged items like bacon. 

The other jobs around the store must be carried on by the ofher two 
full-time and one part-time persons. ‘These jobs are multitudinous 
and many times they must be done by the owner when other persons 
are ill, out on errands, at lunch, and so on. Many of the duties musi 
be carried on by the owner and his brother after closing and before 
the store is opene din the mor ning. 

Dry groceries—including packaged and canned merchandise nist 
be ordered, received, and checked—and many times some assistance 
must be given to unloading in order to avoid such a long time involved 
in checking. This merchandise must then be taken into the store— 
either placed on the shelves or in storage space. 

Before merchandise can go on the she slves it must be priced—care 
fully—and prices indi catoe either on each can or ate we or on the 
shelves on which it is plac ‘ed, 

A normal delivery might include as many as 140 different items, 
and ap proxini ite ly 200 po muunds of merch: andise. 

Then there are m: nv © ther items mn the so- called grocery dle part 
ment which must be received, stocked, and stored—ineluding bakery 
~ ro lucts, frozen foods, and dairy items, and all these are delivered at 
different times during the day—each presenting a different problem. 

The produce department requires a great deal of time and attentio 
for this merchandise must be received, unpacked, trimmed, and either 
stored or displayed, and plainly price-marked if placed on display. 

Here, as in the meat department, a regular job Is to keep the dis 
plays filled—wait on customers—and weigh and package and _ pric 
merchandise. 

The checker’s job is equally important in this particular store, for 
here customers’ merchandise is carefully totaled, bagged, and many 
times carried out to the waiting car. “2, | 

In other stores—not cash-and-carry operations—there is the addi 
tional work of taking telephone orders, filling those orders, delivering 
them, and taking care of records thereon. 

The owner must, of necessity, prepare his own advertising cop) 
which requires selecting the items, wr iting the e opy, securing the illus- 
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trations, checking the proofs, and arranging for distribution in this 
case—since the retailer uses circulars and not newspaper copy. 

He must also arrange for special merchandising in the store—out- 
line signs and copy and in many cases prepare these signs. He must 
build special displays and properly price them—or he must take the 
time to show others what to do and where to put up the displays. 

There is constant need of maintenance—keeping the store itself 
clean, well-lighted, and well-ventilated—making sure equipment and 
machinery is all operating well—and, of course, keeping the customers 
<atisfied. 

And then there is the important, though tedious, job of keeping 
records on purchases, sales, inventory, mark-downs, taxes. and so on, 
and preparing all the tax reports, paying bills, and so forth, which 
could very well take up a full day’s time for one individual but neither 
the volume nor the profits permit it. 

And speaking of profits, reports from every section of the country 
indicate a steady downward trend. 

This is accounted for not only by the fact that we are in a buyer's 
market with all foods in plentiful supply, but also by a substantial 
increase in overhead costs, much of which, because of the extremely 
competitive nature of the retail food business, must be absorbed. For 
example, rents are substantially higher, with many reports of increases 
of 40 to 50. percent since 1950. 

Senator Frear. Are you in favor of rent control ¢ 

Mr. Drarr. Do you mean individually or as an expression of the 
association / 

Senator Frear. I would say an expression of the association. 

Mr. Drarr. IT would say that so far as I know, the association has 
no definite position on that matter. 

An 8-foot refrigerator case which cost $1225 in 1950, now costs 
81.300. During the same period, the cost of cash registers increased 
1) percent. Andsoon. We have not had time to assemble adequate 
(ata on increases in labor costs, but, as other industry witnesses have 
testified, they have been substantial. 

So you can see what thousands of honest, hard-working businessmen 
operating food stores are up against. You can see from what I have 
just said why our members are appealing to Congress to suspend 
price controls on foods in ample supply. 

The Cuarrman. I am glad to see you say that, “on foods in ample 
supply.” 

Mr. Drarr. There is no necessity for such controls in the first place 
and second, as now in effect, they are totally unworkable. 

The CuHarrman. Are there any questions? 

Anything further you care to supply for the record before the 21st 
of March, you may feel free to do so. 

Mr. Drarr. Thank you, sir. 

Senator SpaRKMAN. Mr. Dratt, before you go, let me ask you this: 
You know that Mr. Putnam and Mr. Arnall have testified before our 
committee and both have suggested the possibility of working out a 
system of suspension of controls. 

Mr. Drarr. Yes, sir. 

Sqm SPARKMAN. Do you believe that such a plan could be work 
able? 


Mr. Drarr. W e certainly do, sir; yes, sir. 
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Senator SpaRKMAN. I was interested in your statement as to the 
number of small grocery stores with gross sales of less than $120,000 
a year. 

How many of those would you say keep records as to the cost of 
individual items and have them back to the beginning date, say May 
24 to June 24, 1950? 

Mr. Dratr. That isa little bit hard to answer right offhand. 

Senator SparKMAN. Does not the Herlong amendment rest on that ? 
Is it not based on that ? 

Mr. Dratr. Yes, sir. 

Senator SpaRKMAN. Now the thought occurred to me, since these 
little stores that you are talking about have such small numbers rw 
ning them and have this great burden, how many of them have ke) 
records as to the cost of individual items over that period of time? 

Mr. Dratr. Some of them have, sir, I am sure. A good many 
them. 

Senator SparKMAN. Do you think a majority of them would have or 
1 majority of them would not have ? 

Mr. Dratr. I doubt whether the majority of them do, sir. 

Senator SpaRKMAN. I do, too. Does that not mean, then, that thie 
Herlong amendment in effect benefits the big, well-organized stove. 
and does not benefit this little store to which you refer ? 

Mr. Dratr. I think, of course, that he would have less opportunity 
to make a case individually for himself ; yes, sir. 

Senator SpPaRKMAN. He has to make it in order to get benefit from it. 

Mr. Drarr. Yes, sir, that is right. 

The CuHamrMan. Are there any further questions? 

Senator Carenart. Is it the conclusion, then, that these small fe 
lows, that OPS knows what they should sell for, better than they « 
themselves? If they do not know, how does OPS know? Is OPS 
going to arbitrarily set a figure ? 

Mr. Dratr. Do you mean if they come in individually ? 

Senator Carenart. If they had not kept records in the past, tlie) 
could not comply with the Herlong amendment. In that case, if they 
did not know, OPS would arbitrarily set a margin of profits’ Is 
that the way it would work ? 

Mr. Drarr. I imagine so, sir; yes, sir. 

Senator SparKMAN. Let us examine that just a little bit. As 2 
matter of fact, that is not the way the OPS set its price ceilings, 1s 
it? OPS put a freeze date on of January 1951, did it not / 

Mr. Darr. That is right. 

Senator SparkMAN. It is from that freeze date that they set thei 
regulations, was it not? Under the Herlong amendment if they wait 
the benefit of the mark-up they have to go back and show the 1 
vidual items as of the earlier date. 

Mr. Drarr. As I understand—this is technical to me—under tlie 
Herlong amendment we do not have any right individually, upon 
the interpretation of OPS. 

Senator CareHarr. Congress intended that you should, but ©1’s 
rules that you do not. 

Mr. Drarr. That is right. We feel we would like to get the bene 
fits of that, as well as any other branch of distribution. 

We feel more keenly, though, that we would like to have suspension 
in the face of the fact that controls as are now in operation, are Wi! 
portant and unnecessary. 


Of 
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Senator Capenart. Your recommendation is that when food is in 
long supply and the present prices are under the existing ceilings, 
that t they ought to be suspended ¢ 

Mr. Drarr. That is right. 

The Cuamman. Those above ceiling should not be suspended? 

Mr. Dratr. Well, if they are considered in short supply ; yes, sir. 

Senator Carenarr. If they were in long supply, they would not be 
above ceiling. 

Mr. Drarr. That is right. 

The Cnatmman. If there are no other questions, I have been asked 
to have Mr. Turner as the next witness. I understand Mr. Turner 
is from Rhode Island and is a typical small-business man. He left 
his store and came down here and has been here for 2 days and he had 
to engage someone to stay in the store when he came here. Is that 
correct ¢ 

Mr. Turner. That is correct. 

The Coarrman. We are happy to have a small-business man here 
who had no help at all and who engaged someone to take over his 
store while he came down here. 


STATEMENT OF BERTRAM TURNER, COOPERATIVE FOOD 
DISTRIBUTORS OF AMERICA 


Mr. Turner. My name is Bertram Turner and I am an owner and 
operator of a smi ul grocery store located in Cranston, R. I. 

It seems to me that our chief problem at the operating level is the 

ck of fle xibility. 

I always has been «a historical practice to have a line of fancy goods 

ind a line of standard goods. ‘Those fancy products give us a highe r 
pi reentage of profit. Along comes the OPS regulation and they take 
all the items in the same category and put one standard price level 
on it, Which they tell us is our historical mark-up. 

The CuHarmMan. Do you know that to be your historical mark-up / 

Mr. Turner. Well, theoretically, yes. 

Phe Cuarrman. Do you know that is right ? 

Mr. Turner. That is right. But in actual operation, it is not. | 
can show you my operating statements and though Iam a small man | 
still keep figures and know in which direction I am headed. 

The Cuamman. Which direction are you headed now? 

Mr. Turner. Well, last year I drew three thousand, one hundred 
and some dollars as a salary and the store went in the red for one 
thousand and some hundred. I have those figures. It is headed i 
the wrong direction, very definitely. That is why I was willing to 
come down here and talk to you gentlemen, because the problem Is 
real. The problem is acute. 

We did take some courage when we heard about this Herlong 
amendment and felt that then we could apply our historical mark-up 
to those commodities but the OPS tells us we cannot apply them as 
individuals. It must be applied industry-wide, or at least by seg 
ments of industry. ; 

The Cuarrman. You are not an industry. You are a little small 
store owner. 

Mr. Turner. My wife, myself, and one paid employee. My son. 
after high school, comes to the store at 3 o’clock and makes deliveries. 
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Incidentally, I brought him along on something of an educational! 
tour. 

The Cuairman. Have him come up here and sit with you. 

Mr. Turner. He is my “delivery department.” 

Senator Carrenarr. I can recall performing the same duties as 
your son at one time. 

Mr. Turner. I think most of us got our start as delivery boy or 
clean-up man, later to start up a small business. 

The Cuatrrman. Who cuts vour meat / 

Mr. Turner. I cut it. 

Through my years of experience, I learned how to establish prices, 
It now comes to a period where that privilege of figuring the over-all 
mark-up has been taken from us, and in theory it would give us a 
working profit, but in actual operation it does not do so, particularly 
in meat, 

In meat it has been a historical experience, if something does not 
sell you eut the price of it and we still have to do that. 

The other half of that normal trade practice is that if you cut 
the price of some items, vou add the price on to something else, so 
that to my mind, if we were allowed flexibility, that is all that we 
ask for, and if the Herlong amendment would apply it seems to me 
we would get along very well. 

The CuHarrman. But it does not apply. 

Mr. Turner. Not to any individuals, or to any law that was writ- 
ten at the time of the Herlong admendment. 

Senator “apenartr. The Herlong amendment says retailers and 
wholesalers. You area retailer, are you not? 

Mr. Turner. That is right, but in the OPS interpretation that is 
not so. 

I have some pictures here of my store. You can see it is not a 
little country store. We operate in a nice community. We have a 
glass front. It is 30 feet by 60 feet. My operating expense foi 
last year, coming out of my head, was 14.25, and I do not know of 
any operation, regardless of size, that can operate much more efli- 
ciently and effectively than that. 

Senator Carenartr. You say you gross profit was 14.25? 

Mr. Turner. No, that was my operating expense. 

Incidentally. last vear we operated at a loss although my gross 
profit was 12 point something. 

Senator Carpenarr. What is vour total volume? 

Mr. Turner. One hundred thousand dollars. 

Senator Carenarr. You do $100,000 worth of business a year’ 

Mr. Turner. Yes, which is approximately $2,000 a week. 

Senator Scnorrret. Mr. Turner, you are saying here to this com- 
mittee, in your business, operating it as you do, and from your stand- 
point from a very practical approach, that these rules and regulations 
of the OPS simply will not work and will not permit you to remain 
in business very long / 

Mr. Turner. That is more or less correct. 

Senator Scorpret. Is that about what it amounts to? 

Mr. Turner. That is right. 

Senator Scnorepret. Your type of business is such that there ought 
to be some type of flexibility or exemption, Is that not about the 
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Mr. Turner. That is right, but I would not think my segment of 
industry should be examined to be exempted if other industry is con 
trolled. 

Senator ScHorrren. I get that, but the point is that there must be 
some relationship between the way you run your business, operating 
under some of these rules that are established, that will give you more 
flexibility of operation than apparently you are able to operate under 
now, 

Mr. Turner. That is correct. | think I sold a higher proportion of 
fancy goods—long-profit goods, if you want to call them that. although 
that is not correct—they “did carry a higher percentage of mark-up 
than some of the « ‘ompet Ing stores or bigger stores. 

When the regulations come along and “pull those fancy goods down 
to the same level as general-line merchandise, then I have lost what 
used to be net profit and this past year I lost more than net profit; I 
lost gross operating also. 

The CuamrMan. Are there further questions, gentlemen ¢ 

Senator Dirksen. Mr. Turner, do you have one of these price bibles 
that you have to work by ? 

Mr. Turner. I have not been as methodical and have not filed 
all in order as I should, I suppose. We receive in the mail these 
stacks of rules and regulations which I thumb through and do believe 
that I hit the high lights and have an understanding of what they tried 
to tell me. I have devoted one shelf in my small office to file them as 
they come along, so that we do have those records and we have them 
where we could dig in and find them if something ¢ came along that 
we had todo. It would probably take me 3 nights and 2 days to do 
it. but I could do it. 

Senator Dirksen. Do you have time to sell groceries, in addition 
to your reading ¢ 

Mr. Turner. As you see from the pictures, we have set it up on a 
self-service basis so the consumer sells himself, so to speak. 

That is a point where, if I got my better mark-up on my fancy goods, 

I do not think we would be. contributing to the increase in the cost 
of living. We maintain a 17-cent can of string beans and a 25-cent 
one and a 3i-cent one in normal times. The 31-cent one isa very fancy 
grade. ‘The housewife goes to the shelf and picks it off herself. No 
one says, “There is the one to buy” or, when she asks for string beans, 
automatically hands it to her. She has that selectivity herself. Most 
women prefer the better one. 

Under this price-control program that 31-cent one has been pulled 
down. However, comparatively, I cannot take my 17-cent one and 
push it up to 21, so it seems like it has been all losses along the way 
and no ups. We are not up to stealing. We could get more for 
sugar, for soap flakes, cereals, and many items, but the competitive 
condition prevents one’s doing that. Therefore, it has been all a 
squeeze from the top down. 

Senator CapEHart. How many items are you selling at the moment 
that are under permissible ceilings ? 

Mr. Turner. In the grocery department, I would not attempt to 
umber the items, but I would say in relationship to total sales of that 
department, it would represent 50 to 60 percent. 

Seater Capenart. That are under permissible ceilings 

Mr. Turner. That is right. 
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Senator Capenarr. What about in the meat department ? 

Mr. Turner. About the same proportion. The meat department is 
our worst headache. You can lose money quicker and faster there any- 
way, and that is where the inflexibility really hurts. 

Senator Carrnart. All pork products are below permissible ce'l- 
ings? 

Mr. Turner. I would say “Yes.” 

The Cuarmman. Are there further questions, gentlemen / 

Senator Caremart. Do you have any steaks that sell for $1.25 ani 
$1.50 a pound ? 

Mr. Turner. Yes. No: I do not think we can gothat high. It seens 
to me $1.42 is our top. 

Senator CarpeHart. What is your cheapest steak ? 

Mr. Turner. Out of top grade cattle, $1.23. 

Senator CareHart. How about the commercial cattle? 

Mr. Turner. We do not sell it. We never did. 

Senator Carenart. You havea high-class store ? 

Mr. Turner. Yes. Fancy and choice are our grades in the meat 
(lepartment. 

The Cuarrman. What is your home town? 

Mr. Turner. Cranston, R. I. It adjoins the city of Providence. My 
city is just 3 miles from the center of Providence. 

The CuarrMan. We thank you very much, Mr. Turner. 

Mr. Turner. Thank you very much. 

(The prepared statement of Mr. Turner follows :) 


STATEMENT OF BERTRAM TURNER, COOPERATIVE Foop DISTRIBUTORS OF AMERICA 


Mr. Chairman and members of the committee, my name is Bertram Turner 
1 am the owner and operator of a small retail grocery store located in Cranston, 
R. TI. Tam also a member of the Retail Food Distribution Advisory Committee of 
the OPS. And Associated Grocers, Inc., of Rhode Island, which is a retailer 
owned wholesale grocery company, of which I am a stockholder and from which |! 
buy most of my merchandise, is a member of the Cooperative Food Distributors of 
America. 

Last March, that is, March of 1951, the Retail Food Distribution Advisory 
Committee had a meeting in Washington. Most of us present at that meeting did 
not feel that the retail grocery regulation which was being considered for issuance 
based on margins which were used by OPA during World War II would be 
satisfactory. All of us knew there had been changes in the margin picture since 
OPA days and that May-June 1950 margins were higher than the old OPA 
margins. 

At that meeting OPS representatives thought that a request for a survey was 
reasonable and recommended that one be made. Since that time there have been 
two trial surveys, and I have just read where OPS is finally going to make i: 
widespread survey. Frankly, gentlemen, while they are surveying the situation, 
my little business is losing money—and I can’t afford to lose money. I’m a little 
man and I have no great big reserves. Just my wife and myself and one employee 
run our small store. So when I say “lose money” it doesn’t mean that we're jusi 
making less; it means that we're really losing. I guess I’m that small-business 
man that everybody bleeds for, but, believe me, all that is happening as far as 
I'm concerned is that I'm getting even smaller and I don’t like it. 

I can give you one example of what I think is an unrealistic approach by the 
OPS in their setting of margins. Historically in my store, choice canned fruits 
and fancy canned vegetables returned a higher percentage of mark-up to me 
than regular straight-line merchandise. Because of this and because of my type 
of operation, T have “pushed” this line of merchandise since it constituted about 
12 or 18 percent of my total sales in the grocery line and represented from 5 to 7 
percent of my profit. Well, along came the OPS and pulled my mark-ups down on 
this merchandise to the level of straight-line merchandise, making no difference 
between choice and faney grade goods and regular grade goods. Some stores 
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that have built up an even larger percentage of sales in choice lines than I had 
have been hurt even more than I have, but I can tell you that I have been hurt 
plenty. 

Here are some figures taken from my operating statements which will illustrate 
what I mean, In 1950, my over-all gross mark-up on total sales was 15.06 percent. 
My expensse were 14.25 percent—giving me a net before Federal income taxes of 
eight-tenths of 1 percent. Not good, but at least a profit. In 1951, my over-all 
gross mark-up was 12.48 percent. My expenses 14.11 percent, or a loss of 1.68 
percent, My total dollar volume in each year was not more than $400 apart. 

[ thought I was going to get some help from the so-called Herlong amendment. 
Then I found out after it was passed that it did not apply to any ceiling price 
regulations already issued. Also it applies, according to the OPS interpretation, 
en an industry-wide basis and not to individuals. Well, in the grocery industry, 
each company operates differently. In my small store I may feature more fancy 
and choice merchandise than, say, one of the big chain stores might feature in 
relation to total volume of sales. 

Also, because of the difference in volume between what I do and what they do, 
my margins are substantially different; as a matter of fact, my margins even 
differ from other operators who belong to the same retailer-owned wholesale 
organization that I belong to, selling in the same general trade area. This, of 
course, is not true on all items but it is on some. When Congress passed this 
Herlong amendment I felt it was aimed at giving me—and people who were 
caught in the same sort of squeeze that I found myself caught in—some relief. 
But, frankly, since it doesn’t apply to regulations issued prior to the enactment 
of the Herlong amendment, and since it is being applied on an industry-wide 
basis or at least on some sort of grouping basis, the Herlong amendment hasn’t 
helped me at all. 

If Congress intends for the amendment to help me and other people who are 
in the same boat that I am, then I would like to suggest that it make the amend- 
ment apply to all ceiling price regulations, whether they were issued before the 
amendment passed or whether they are issued after the amendment passed. 
\lso Congress should make sure that the amendment applies to individual busi- 
nesses and not to groups of businesses. Applying margins on an industry-wide 
basis in the retail food industry is like mixing up apples with oranges. 

I have just one more thing to say. And that is that the OPS retail meat ceiling 
price regulation is completely unrealistic. OPS says that we’re supposed to be 
able to average out 19-percent gross above the acquisition cost of our meat. 
They have figures to show that this is the way it will go—but only if we would 
sell everything at ceiling. Now I don’t need to tell you gentlemen that we're not 
selling everything at ceiling. If my customers don’t buy my steak, it sits in 
the case for a few days and loses what we call the “bloom.” Then I have to 
convert that steak to ground beef. I lose quite a bit of money on that steak. 

Or perhaps instead of grinding it up, I lower the price to move it out of the 
case. Now, when I lower the price of that steak I am enguging in half of a 
customary trade practice. The half of that practice is that when any cut of 
meat is not selling well—and I’m talking about in times of an uncontrolled 
economy—I lower the price of that cut. The other half of that customary trade 
practice, however, is one which I cannot do under OPS price controls. That 
is, I raise the price on cuts of meat which are selling well until I make up 
or the loss on cuts of meat which are not selling well. This adjustment of 
the selling prices of various cuts of meat sometimes takes place several times 
in a single week. Without such flexibility in any “easy” market, no retail meat 
operation can be profitable. 

As a result of being forced by OPS regulations to stay in a rigid and non- 
llexible pricing pattern, in my store I have grossed only about 12 percent, which 
is less than the cost of handling the meat. Since in my case the meat profit 
Was always one of the main backbones in the strength of the store, it doesn’t 
require an Einstein to figure out what's happened to my business. 

I said toward the beginning of this statement that when a store like mine— 
or I'll make it specific, when my store—operates at a loss, I mean exactly that 
and not that we’ve made less profit than we made some other year. Well, 
centlemen, I operated at a loss in 1951. I drew from the business a total salary 

f $3,120. To do this I had to go into the red to the extent of $1,496.35. I think 
the principal thing responsible for this has been the strait-jacket which has 
heen put on the operation of my business by these inflexible OPS regulations. 

If there are any questions any of you gentlemen want to ask of a practical 
perating grocer and meat cutter who has been in this business all of his adult 
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life and who is not grinding anybody’s ax, but is simply fighting for his ow, 
survival, I will be glad to try to answer them. 

Thank you. 

The Cuairman. The next witness is Mr. Davis. 

Mr. Davis. With your permission, Mr. Chairman, I will not read 
all this statement I have here, but I would like to high light a few 
of the spots. 

The Cuamman. You may proceed as you see fit. We will have it 
all printed in the record and any other additional data that you desire 
to have printed. 


STATEMENT OF STANTON W. DAVIS, REPRESENTING THE 
SUPERMARKET INSTITUTE 


Mr. Davis. My name is Stanton Davis and I operate two supe: 
markets in Brockton, Mass., and one supermarket in New Bedford. 

My customers work in the shoe factories in Brockton and the tex 
tile plants in New Bedford. Right now, as vou know, the shoe in 
dustry and the textile industry are having a pretty rough time, and 
soam I. 

I am also representing the supermarket institute, which is an asso- 
ciation of operators like myself. The average operator runs 5 stores 
and the total number of stores in the country that are operated |y 
members of this association are 7,000, 

1 would like to restrict my remarks to meat, because that is the 
subject in which I am most interested. 

We believe that where price controls are necessary, we are not op- 
posed to them, but we feel now that because of the adequate supplies 
of meats and because of the fact that meats are selling under ceiling. 
there is no need for price controls. The emergency ‘has passed and 
the shortages and inflationary pressures which we had last year are 
no longer here. 

I think there has been a considerable amount of testimony as to 
the adequacy of supplies of meats prior to my appearing here, so | 
do not know that I need to go into it. 

As long as meats are in long supply, we feel we should not be under 
control and that we should be restricted just to stand-by controls 
which might be put into effect if they were necessary. 

The CHairman. The chain store people, here yesterday, testified 
there were steaks advertised for 85 cents and 89 cents. 

Mr. Davis. That is right. 

The CHairman. Now, what kind of meat is that? Mr. Turner just 
sald $1.25. 

Mr. Davis. The ceiling on this steak I have right here is $1.23. I 
think that is selling at around 95 cents or a dollar in the Washington 
markets. 

The Cuamman. The farther away from the market you get because 
of transportation and so forth 4 

Mr. Davis. That is right. 

The CuarrmMan. That steak would be worth around 95 cents to 2 
dollar. 

Mr. Davis. It would be $1.23, in our area. 

The Cuarrman. That is the ceiling, $1.25? 


eo 
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Mr. Davis. That is the ceiling. It is selling under the ceiling right 
how, ; 

You might ask, if prices are under ceiling, why are we concerned 
about all this? Why do we want to get out 
regulations ¢ 

One of the answers to that is that these regulations cause us a tre- 
mendous amount of rigmarole and red tape that is not necessary. 

[ brought along here, today, three lamb chops. I would like to tell 
you What I have to do in order to set a price on those chops. You 
would think that was a fairly simple matter, but I have to dig out all 
of my invoices for the last 6 days, on all lamb that I bought. I have 
to get the total weight and the total price and then I divide and find 
out what my average price per pound is for lamb. 

Then, I go back to January of 1951 and find out what my average 
price for lamb was away back there. ‘Then, 
the other in terms of percentage. 

Then, I apply that percentage to the price of Jamb chops last 
January, and this way, I get my retail price. 

Now, you need a slide rule to do that. IT have all that in spite of 
the fact that the price of lamb moves up and down every week. Yet, 
we have to go through all this trouble to get a price on Jamb chops. 

Senator Carrnarr. What is the difference in those three 
chops ¢ 

Mr. Davis. ‘These happen to be rib lamb chops. 

Senator Capenartr. There is no difference in the three / 

Mr. Davis. That is right. 

I have to do that for every item of lamb we sell. I have to do the 
same thing for every item of pork which we sell in a similar way, and 
[ have to do the same thing on veal. 

Where lamb, pork, and veal are all selling under ceiling, it seems 
like that rigmarole is entirely unnecessary. 

Senator ScHoEPPEL. Are you then required to make a report to the 
agency on this 4 
Mr. Davis. No: we have to make all these records and keep them on 
tile. 

This happens to be a copy of the computation for the price of lamb, 
for | week, this stuff here. We have to do the same thing. on por 
and the same thing on veal. 

Now, I have also been serving on the Retail Meat Industry Advisory 
Committee which has worked with OPS, to try to make some work- 
able regulations. 

I think I have been down to Washington, six or seven times. Of 
course, all the members of the committee come down at their own 
expense, 

The CHarrMan. Where is your home, sir / 

Mr. Davis. In Brockton, Mass. 

Senator Carenarr. Your point is, as long as meat products are 
selling under the permissible ceiling, or are in long supply. that you 
ought not to be required to do all this ¢ 

Mr. Davis. That is right. 

Senator Carenarr. Who gains by your doing it, when they are 
selling under ceiling ¢ 

Mr. Davis. I do not see that anybody gains by it as long as 1 am 
under ceiling. 
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The Cuairman. How much would that steak weigh ? 

Mr. Davis. I am going to get to that-in just a minute. 

The Cuamman. Hold it up and let me look at it. These newspaj 
fellows want to look at it. That is the only steak they see aroun 
Washington. 

Mr. Davis. Our difficulty with OPS has been in two categories. 

The Cuarmman. You say the ceiling on that is $1.23, and it is se'| 
ing for 93 cents now ? 

Mr. Davis. That is the approximate price. I know what it is jn 
my market, about $1.05. The ceiling is $1.23 in my market. 

The CuHatrman. Here, you think it would be about 95 cents? 

Mr. Davis. I take it from the ads that you are selling it at les. 
We have attempted to work out some workable regulations with the 
OPS and we have two difficulties. 

One is that OPS fails to realize that since World War IT, we have 
had a revolution in the meat business and now meat is selling on 
self-service basis and the way you do it is entirely different. The 
housewife wants to buy a piece of meat that is well trimmed, «|| 
ready to put in the oven, and it is just what she wants. OPS will not 
let us do that. 

Our second objection to OPS is that they will not give us, in these 
regulations, our pre-Korean margins which we think we are entitle: 
to under the law. We are asking for no relief because of increase: 
expenses, but we are merely asking for the same mark-up that we 
got before the pre-Korean war. 

OPS, in fact, refuses to discuss margins in a proposed regulatic 
when we come down here. 

Now, the margin, gentlemen, is a life and death matter with the 
retailer. It is the difference between what he pays and what he sells 
There is nothing in a regulation that is more important to us than 
the margin. And yet, OPS tells us that that is their prerogative and 
they cannot discuss it with us. 

Now under the circumstances, I do not see where an Industry Ac 
visory Committee has any function at all. If we are going to tal! 
about nonessentials, we might as well stay home. 

I would like to show you this piece of porterhouse, here. 

The CuHairman. Bring it over here and show it to us. 

Mr. Davis. That piece of steak is cut according to the OPS regu 
lations which say we can leave on the steak, an inch of fat, and we 
have left it on. 

Now, that is a pretty good size piece of meat. That is Safeway’ 
3 pounds and 9 ounces. If I were going to get a steak price of $1.2". 
that steak would cost $4.37 the way it is right there now. 

Now there is not much that I, as a retailer can do to bring dow: 
the price of that meat, because if I gave away all of my profit, whic): 
is 1 cent on every dollar, I would just reduce the price of that =tea\ 
4 cents. 

Nor do I have any control over the wholesale market. The price 
of live cattle determines basically what I am going to get for steak. 
but there is one thing I can do, and OPS refuses to let me do it. | 
can salvage some of this stuff here and I can sell it to the rendere: 
and they can make soap out of it, and I can deduct that from thie 
value of the steak, and I can give it to the housewife and she is happ\ 
and we are also happy. 
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To do that I have to take this off, like that [indicating]. That is 
the way we want to sell a steak in‘a self-service store. That is the 
way the customer wants it. 

Senator Capenartr. Why would they not let you sell it like that / 

Mr. Davis. For this reason: They sell it at $1.23 to include all this 
stuff. 

Senator Carenart. Do you mean they want you to sell fat to the 
housewife ¢ 

Mr. Davis. That is right. They want us to sell fat to the housewife. 

Senator CaprHartr. Suppose she cannot use it / 

Mr. Davis. If I take this off, 1 have a piece of steak there which is 
till worth $4.37 to the customer, but she cannot eat this stuff here, 
but actually, I can take off from that. 

Senator SPARKMAN. Why do you take that lean out there ? 

Mr. Davis. That is a tough piece of muscle. It is only good for 
hamburger. The same is true down here. 

Senator Carrnarr. What would you sell the remaining piece of 
meat for ¢ 

Mr. Davis. With that off, I could sell that piece of meat for $3.90, 
which is 10-percent less to her for a meal—and that is what she is 
interested in, is a meal. 

Senator Carenart. In other words, you sell her these things which 
-he cannot use at all? 

Mr. Davis. This, I salvage. This goes to the bone man and this 
voes to the soap people. This little piece goes into hamburger. 

Senator CarrHart. What is the reason they give for making you 
do it that way ¢ 

Mr. Davis. There is a Federal trade-mark right on here where it 
says U. S. Prime. They are afraid if we trim the trade-mark off, 
us retailers are dishonest and so we are going to sell standard grade 
beef and get a prime price on it, but that is not true because they can 
come out in the cutting room and look at a beef that is hanging there, 
uid they can see where we are cutting it. 

Senator SparKMAN. Why could not they provide that you trim it 

n such a way that the trade-mark be left on it, as you have done it 
there ¢ 

Senator CapreHarr. Is that why I hear so many women complain 
that the meats they are getting today are fatter than they were years 
ago t 

Mr. Davis. That is right. 

Senator Capenart. And that they have to buy more than they did 

order to get edible meat ? 

Mr. Davis. That is right. 

After all, the housewife is interested in how many people she can 
feed out of a piece, per steak. She is more interested in the price 
she pays for the whole business than the price per pound. 

The Cuarrman. You can reduce it by 10 percent and let that be 
taken off? 

Mr. Davis. That is right. 

Senator SpaRKMAN. Is the salvage worth the 10 percent 

Mr. Davis. I can get 46 cents out of this salvage right here. 

Senator SpaRKMAN. How much was it ? 

Mr. Davis. $4.37. I can sell the good part for $3.90 and I can get 
16 cents out of this. 
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Senator SparKMAN. You get exactly the same, but your contentio, 
is that you please the housewife by selling her a better product / 

Mr. Davis. I make the same amount of money on it; yes. 

Senator Carruarr. If you make the housewife take all this, then 
it is wasted ¢ 

Mr. Davis. It is thrown in the garbage can. 

Senator Frear. You get 46 cents either way. 

The Charman. If you have a dog, he will take care of this hai 
burger meat. 

Mr. Davis. The one reason the OPS is reluctant is because I have 
to get more per pound. Actually, it is not the price per pound that 
counts, it is the price you pay for a piece of steak that will serve 4 
people that counts. 

The Carman. Your point is, that if the OPS would let you cut it 
a little different, you could sell the part the housewife wants for 10 
percent less and she would pay 10 percent less. 

Mr. Davis. I would not say on all meats, but this is an example 
of what I can do with this porterhouse. 

Senator Scnorrret. That objection runs through the entire indus 
try that is in the same type of business that you are / 

Mr. Davis. That is right. 

Senator SparKMAN. Has the industry committee made a recon 
mendation that this trimming be allowed / 

Mr. Davis. We have been doing nothing but making such recom 
mendations, but we do not get listened to. We get listened to, but 
nothing is done about it. 

This pre-Korean margin is an interesting thing and I would like 
to pass to it briefly. 

We had an industry committee meeting herein March 1951, and we 
told them that we were being in a very squeezed position because we 
were frozen with our ceilings here | indicating }, and our wholesale 
costs were supposed to be below it, but the wholesale price kept rising 
so we were squeezed. 

The first rehef we got on that did not come until April 20, 1951, 
I believe. when they put out a beef regulation. We still complained 
about pork, lamb, and veal, and actually we did not get any relief 
on the final item, which I believe was veal, until November 1951, if | 
have my dates correctly, so that from January, when the ceiling went 
into effect, until nearly the end of the vear, we were squeezed b 
packers and wholesalers who were raising the cost to us. and yet, our 
retail prices were frozen. 

It seems to me that one of the things OPS can do, is to expedite these 
regulations which are putting us in such a terrible position profit wise. 

In my own case, we lost more money in the third quarter of last 

“ar than the company ever lost in its history. The only reason is 
that we were squeezed very badly on meat—meat is a very important 
part of our business. I think we sell a million and a half pounds 
of meat a year in our three stores. It seems to me there is very little 
excuse for the delays and lack of action that we are getting from OPS. 
I say that as a member of the Industry Advisory Committee. 

Senator ScHorrret, Are you experiencing any difficulty, now, in 
vetting practically any type or kind of meat / 
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Mr. Davis. I can go into any packing house or wholesale meat house 
in New England and buy the grades that I want and the weights 
that I want, and practically all of it is under ceiling. 

Senator Carpenarr. And get deliveries promptly ‘ 

Mr. Davis. And get deliveries right away. 

The Cuarrman. Are there any further questions, gentlemen ? 

We thank you, Mr. Davis. 

(The prepared statement of Mr. Davis follows :) 


STATEMENT OF STANTON W. DaAvis, REPRESENTING THE SUPERMARKET INSTITUTE 


My name is Stanton W. Davis and I operate two supermarkets in Brockton, 
Mass., and one in New Bedford, Mass. My customers work in the shoe factories 
in Brockton and the textile plants in New Bedford. Both of these industries 
are working on a part-time basis right now—and my customers are interested 
in stretching their food dollar as far as they can, and so am IL. 

I’m here to talk about meat. And I'm here to represent the Super Market 
Institute—a national organization of businessmen like myself—most of whom 
operate less than five markets. For the most part you might call us medium- 
sized businessmen, but we're an important part of America—7,000 markets 
from coast to coast. 

I don’t need to tell you about supermarkets—what they are, how they oper- 
ate. We believe—and the housewife believes—that this is the most important 
retailing revolution in the past 20 years. We believe in providing more for 
all—quite literally. We believe that the solution of the problems of the average 
American lies in selling huge volume of food at a penny and a fraction profit. 
We believe in providing the housewife with freedom of choice through wide 
variety and self-service—-so she can buy what she wants at the price she can 
afford to pay. We offer foods and services undreamed of in the old time grocery 
store, and at prices that are at least 25 percent less than the old fashioned type 
of store, 

We are in deadly earnest about serving the consumer. If we don’t 
for our customers today—we don’t have any customers tomorrow. 

Where price controls are necessary, we are not opposed to them. In January 
a year ago we called for positive action in holding the price line to halt the wave 
of price increases created by scare buying, hoarding, and speculation. 

We believed then, and we believe now, that the general “hold-the-line order” 
was a necessary move, which, if it had come earlier, would have prevented much 
of the speculative increase in prices. 

But that emergency has now passed. The shortages and inflationary pres- 
sures which were given as a justification of war-time controls have not material- 
ized. Instead, foods are plentiful. There is no scarcity, 
anticipation of scarcity within the foreseeable future. 

There are two continuing complaints about OPS regulations: (1) the OPS 
failure to realize that super markets operate at a profit of but a penny and a 
fraction. And that hindrances will wipe out that slim profit; (2) 


watch out 


nor is there any 


the failure of 
OPS to realize that a revolution in the form of self-service meat has taken place 
since World War II. Therefore, antiquated thinking based on OPA regulations 
that were designed for the service store cannot possibly apply to self-service 
markets—it can only destroy efficient operation, and impair customer services. 

Now, more than half the industry sells meat on a self-service basis. 

This means that the meat has to be cut exactly as the customer wants it, 
wrapped in cellophane, weighed and priced and put in the case. Self-service in 
meats has become popular because it enables the customer to buy just what she 
wants at the price she can afford to pay. 

OPS apparently has not yet discovered self-service meat. Let’s take a couple 
of low-priced meats. Ground meat—or hamburger and cubed steaks. Cubed 
steaks are an interesting example of a recent development. Previously, this was 
ust stew meat, but with the development of tenderizing machines it 
possible for the housewife to serve low-priced cube steaks. 

But OPS says the housewife shopping in the Nation’s self-service markets 
cannot have special cuts of meat ground or cubed without wasting 10 or 15 
nunutes in watching the meat ground or cubed in the back room. 


is now 
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OPS put this regulation in because it said it couldn't trust the Nation’s leading 
retailers to be honest. 

Let’s take another example. We have found with self-service that we must 
carefully trim our meats—prepare them so the housewife can put them right 
in the pan or oven. But OPS forces meat retailers to sell the customer bone 
and fat that would ordinarily be cut away, and, consequently, the customer jis 
pay terrific prices for waste that goes in the garbage can. 

How does this happen? Well, the margins OPS allows us on the various cuts 
in a careass of beef are all out of line and OPS knows it. We complain 
OPS tells us, in effect, to cut the carcass so that we sell the customer more bo. 
and fat to make up for the margins. 

And they justify this by saying that otherwise it would be impossible for thei 
to enforce the law because trimming off the fat would trim off the Federal Grade 
mark. This is somewhat foolish since most of us now have our workrooms 
exposed behind glass to even the general public—and any inspector could easily 
find the grade mark. 

But the housewife balks at these cuts with excessive bone and fat on them 
and we have to please our customers. So, as long as beef is at ceilings, we are 
bound to lose money. 

There is a minor, but annoying, problem that is the further result of OPS 
For some reason, OPS decided to change the names of cuts. For example, in 
Boston, we call the backside of a steer the rump. In Washington, OPS is more 
prudish—they call it a sirlion. So for a year we've been explaining to our 
customers that rump is sirloin, and what we used to call sirloin is now club steak 

1 told you before that the supermarket industry is proud to be the purchasing 
agent of the American housewife. We give her every possible opportunity to buy 
what she wants at what she can afford to pay. 

Like every other businessman in America, we hope to do this at a profit. Ours 
is perhaps lower than that of other industries, but it is a profit. But when we 
have to pay ceiling prices for beef at wholesale, we cannot sell it at a profit 
even the profit of a penny and a fraction. When we cannot sell meat a a profit, 
we are providing our customers with less useful service. 

Let me show you how this works. We have complained that OPS has ham- 
pered us in merchandising flexibility. What we mean is that OPS will not permit 
us to sell meat at the values the housewife puts on it. 

For example, we buy a whole steer. We know how much profit we must get 
out of it to stay in line with competition, to hold our customers, and to keep our 
volume up. 

Let us suppose I might decide that porterhouse steaks should bring $1.23 a 
pound and round steak $1.17. But in the old days if the housewife didn’t think 
porterhouse was worth $1.23 a pound, we very quickly reduced it to $1.19 or $1.15 
or what she thought it was worth. To make up for that, we added a cent a pound 
to the round and the other cheaper cuts. Thus, the total price paid by all my 
customers for the whole steer was the same, the profit was the same, although 
the price paid for individual cuts might vary. 

And in this way we moved the entire carcass of beef rapidly: we did not get 
overstocked on some cuts and understocked on others and thus we kept al! cuts 
available at all times for the customers. 

Today, we are handicapped by OPS. I can cut the price of porterhouse, but I 
can't adjust the price of my other cuts to preserve my slim margin of profit. 

It is true that today some of the squeeze on beef has been eliminated because 
prices have dropped below ceilings. Someone may say that we have no cause for 
complaint under such circumstances. We do have cause for complaint. With 
prices below ceilings, controls are not needed. They simply remain as a threat 
to our business. Despite assurances, we never know when OPS will decide that 
it should roll back ceilings lower even perhaps than prices actually are in the 
markets. 

Gentlemen, these are not OPA days, when anything we got could be put out on 
the floor of the store where it would be snatched up by the customer. I do not 
think that we in the food business have sufficiently told the story of competition 

When I speak of competition, gentlemen, I don’t mean a polite interchange of 
advertising slogans. I mean rough, tough, and vigorous competition every hour 
of the day. I mean the kind of competition that has made the supermarket su 
cessful. The kind that cuts the prices of articles a penny all over the store 
dozens of times a week, to keep volume up, by giving our customers the greatest 
possible food value. 
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These are days when we are fighting for every consumer dollar, because by and 
large the entire grocery line is in long supply, produce is in long supply, and 
meat is plentiful. I have no trouble in buying all the supplies of meats I want. 
I ean go to any wholesale house at any time and buy the weights and grades I 
want at prices which are now below wholesale price ceilings, particularly on beef. 

Under these conditions, OPS regulations have outlived their usefulness. 

We have other serious difficulties with OPS. I am, for example, a member of 
the OPS Retail Meat Advisory Committee. Along with other members of the 
industry, I spent considerable time and money to come to Washington to try 
to get fair and workable regulations for the entire industry. 

OPS has accepted a number of minor suggestions, but has refused to grant 
the pre-Korean margins which we understood was the intention of Congress to 
grant. This despite conclusive proof that even the amended beef regulation is 
returning a 6 to 8 percent lower margin in dollars and cents than Pre-Korean 
margins. 

We have tried to get pre-Korean margins on beef for 9 months but nothing has 
happened. Instead, it is our understanding that OPS is considering the issu- 
ance of dollars-and-cents regulations on veal, lamb, and pork. Why put in more 
regulations when those we have aren’t workable? 

In connection with these proposed regulations the Meat Advisory Committee 
asked OPS what percentage mark-up the veal and lamb orders woul? yive to 
the retailers. In view of the fact that we were already realizing very low 
margins on beef, we thought this was a reasonable request. OPS told us that 
this was the prerogative of OPS and was not a subject for the committee to dis- 
cuss. Margins are a life or death matter to a retailer, and if we can’t discuss 
them, what is the use of an industry advisory committee? 

I have one final illustration of how difficult it is to work within the frame- 
work of OPS regulations. Here is a pound of lamb chops. Here is how you 
must price them every week. First I have to add up all the weights and prices 
I paid for all lamb products. Next I must divide to get the average cost per 
pound of lamb. Then I must find out by what percentage that average price 
is lower or higher than my average during the base period in January 1951. 
Next I have to apply this increase or decrease percentage to the price I was 
getting on lamb chops during the base period. And this has to be done every 
week. In our markets, we're thinking of equipping every meat manager with 
u slide rule, along with a knife. 

To sum it all up, our customers are price-wise and budget-conscious. We like 
them that way. 

We are in a highly competitive business; its very nature will not permit an 
over-all increase in food prices when supplies are plentiful. 

To the degree that stand-by controls may be necessary, or specific controls 
imposed on foods certified to be in short supply by the Department of Agri- 
culture, we ask that Congress spell out the rules so that price controls will be 
administered in such a way as to— 

(1) Allow for maximum flexibility in merchandising and for regional, seasonal, 
and cost differences. 

(2) Provide pre-Korean margins that are not only fair, but are required by law. 

(3) Require OPS to consult effectively with the advisory committees as was 
the intent of the law. 

(4) Establish procedures whereby necessary relief is promptly given. 


(The following was subsequently received from OPS in regard to 
above oF 


OFFICE OF PRICE STABILIZATION, 
FFICE OF DIRECTOR, 
, D. C., March 14, 1952. 


O 

Washington 25 

Hon, BurNet R. MAYBANK, 
United States Senate, Washington, D. C. 

DEAR SENATOR MAYBANK: There has been called to my attention certain testi- 
mony provided your committee on yesterday by Stanton W. Davis, who operates 
some Supermarkets in Massachusetts. A more complete analysis of Mr. D 
testimony will be provided the committee by the Office of Price Stabilization 
when we have had a chance to examine the transcript in detail. However, in 
view of the seriousness of statements made by Mr. Davis as quoted in the pre 
today, I should like to advise you immediately in connection with particu! 
Variances in Mr. Davis’ testimony and the actual facts. 


vis 
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Mr. Davis is quoted as charging that OPS regulations required him to se) 
housewives bones and fat which would ordinarily be cut off of retail cuts of meat 
He was further quoted as stating that OPS meat regulations forced him to sell 
“heavy fat-rimmed steak” at $4.37, whereas, if he were able to trim it the way 
he wanted to he could sell it for $3.90. With regard to this charge, I shoulq 
like to point out that there is absolutely no requirement in our meat regulations 
which prevents a retailer from trimming all fat or gristle from retail cuts if he 
so desires. In the public interest our regulations do limit the amount of fat 
which may be left on steaks, roasts, and other meat cuts. 

Mr. Davis is also reported in the press as having stated that each butcher 
must be supplied with a slide rule in order to determine prices of retail lai) 
cuts. In this connection it is significant to note that OPS officials recently «: 
tended a meeting in Boston comprising dealers representing a major portion 
of all lamb retail sales in the United States. One of those in attendance at the 
meeting was Mr. Davis. Our officials report that those present at the meeting 
unanimously advocated retention of the present margin type cost pass through i), 
determining ceilings for retail cuts. We feel it would be unfortunate if these 
misconceptions were not corrected, particularly if housewives were led to believe 
they are being forced by OPS regulations to pay for unwanted fat and gristle on 
the cuts they buy. 

As suggested above, we expect to provide the record of your hearings with 
factual information and I only took this opportunity of commenting particularly 
on this testimony since it was quoted in the press and I am anxious that neither 
the hearing record nor the public be misled for any length of time. 

With kindest personal regards, I am, 

Very truly yours, 
ELLis ARNALL. 


The CHarrman. Mr. Hanson is the next witness. 


STATEMENT OF ELISHA HANSON, ATTORNEY, SAFEWAY 
STORES, INC. 


Mr. Hanson. Mr. Chairman and gentlemen of the committee, as 
I told you yesterday, my name is Elisha Hanson. I am an attorney 
for Safeway Stores, and have been for more than 15 years, 

The Cuarrman. I see you have a statement here which will last 
about 2 hours. 

Mr. Hanson. I hope not. I will tell you what I did with that state- 
ment, gentlemen. I think we have had more experience with the ad- 
ministration of this act and its predecessor, than any other one com- 
pany. 

The Cuarrman. Of course, this is not a company hearing. We can 
only hear national organizations. 

Mr. Hanson. We are speaking for the industry. 

The Cuamman. We will make it a part of the record. At 4:50 
o'clock, we will have to quit. 

Mr. Hanson. What I want to talk about is this: 

Along with the statement, I have filed certain proposals for amend- 
ment, as a result of the experience that the food industry has had, and 
one of those proposals which you will find on page 4, of exhibit B. 
is a decontrol and recontrol amendment. Where there is food in 
plentiful supply or anything else, decontrol it, and when it becomes 
in short supply, recontrol it. 

The Charman. How will that affect manufactured products? 

Mr. Hanson. It will help anything. 

The Cuatrman. I said, how will it affect manufactured products! 
My idea, as I have been consistently stating, is that we cannot apply 
one thing to food and another thing to manufactured products. 











DEFENSE PRODUCTION AGL AMENDMENTS OF 1952 735 





Mr. Hanson. The amendment does not distinguish between prod- 
ucts, materials, or services. It provides that when anything is in full 
supply—rather, it goes further than that, because so many ‘things are 
in full supply now, and to avoid unnecesary delay, or dragging of 
the feet by administrative officers, proposes to decontrol everything 
within 80 ‘days, or some other time, and then that they can be recon- 
trolled only upon a specific finding of fact or shortage. 

Now, it does not make any difference whether it is foodst uffs, man- 
ufactured supplies, or services. 

The Cuarrman. With regard to specific findings of fact of short- 
age. who would that be left with 4 

Mr. Hanson. That would be left with the President as the bill is 
now written and he could delegate. 

The CuHatrmMan. In other words, he could delegate manufactured 
products to the Secretary of Commerce, and food products to Agri- 
culture ¢ 

Mr. Hanson. That is right. Anyone he wanted, to determine 
whether or not there is a shortage, and that goes into the next step of 
one of the amendments that we have proposed and that is that in any 
one of his regulations or orders, he can base the regulation upon the 
findings of fact as to the particular industry and not upon guesses, 
because we have here the record of where he has guessed and cuessed 
and guessed, and been wrong, and has refused to correct his guesses. 

The Cuairnman. He would not have to wait until there was an actual 
shortage to make this finding, you could make this finding that there 
would be a shortage. 

Mr. Hanson. He could make the finding that there would be a 
shortage if he has facts to back it up. 

The Cuatrman. Of course, you cannot do anything without facts, 

Mr. Hanson. They have been doing it, and that is our complaint. 

The CuarrMAN. Some people try it. 

Mr. Hanson. That is our complaint, that they have been doing it, 
Mr. Chairman. 

We go further than that. We suggest that after these findings of 
fact are made to back up a regulation when he would recontrol, that 
they may be included in the statement of considerations, rather than 
to have what we call the opinions and guesses, so that if they are chal- 
lenged, then you will have a record with evidence on both sides, where, 
as it is now, no protestant can possibly prevail in any of these proceed- 
ings against any of these regulations, and I will tell you why. 

In the first. place, the 1 culations do not provide findings of fact. In 
the second place, when the protestant makes his protest, he is presumed 
to know about his own business, but down at the OPS ee demand 
that he provide figures on the whole industry of which he is a part, 
and if he is not able to supply the figures for the whole industry, the 
mere fact that he is suffering an individual hardship does not count, 
and out it goes. 

The OPS in turn does not put anything in the record on the basis 
of which it promulgated the regulation, or on the basis of which it 
denies the protest. There is no evidence for the protestant to counter. 
_ The Cuairman,. That was not the theory of the law when we passed 
it. 

Mr. Hanson. I am talking about the fact—a great democrat stated 
we are not confronted by theory, but with fact, and I am telling you 
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about the facts because the Emergency Court of Appeals recently 
upheld a case which I handled for Safeway—upheld an order of the 
OPS holding that Safeway had to prove what was wrong with the 
whole industry before it could get any relief, irrespective of the proof 
it submitted as to its own condition, and notwithstanding the fact that 
last year it did $1,200 million worth of business. OPS said that was 
not representative of the food industry or any part of it. 

Senator Carenart. They are denying the American citizen a right 
to petition his Government. 

Mr. Hanson. I would not go that far, because the law gives the 
Emergency Court of Appeals such a limited jurisdiction that it has 
little leeway to give equitable relief. It can only hold that the regu- 
lation is valid or void, or remand it for further evidence on that ques- 
tion of whether it is valid or void. 

Now, we have proposed here that you overhaul both the protest 
procedure and the court review procedure, so as to give any industry 
or segment of industry that is adversely affected by this act the right 
to go into any circuit court of appeals—not confine it to this one court 
with limited jurisdiction, and vest those courts with full equity juris- 
diction to review the same as all other administrative orders are sub- 
ject to review. , 

Now, we go one step further. You have seen this little fellow from 
Rhode Island this afternoon. Let us suppose he had a problem with 
OPS. He would have to come down here; he would have to file his 
protest ; he would have to prove that the whole industry of which he is 
a part is suffering just as much as he is suffering before he could get 
any place under this law today. . 

The only court that he could go to would be the Emergency Court 
of Appeals, and the only thing that court could do would be to say 
that this regulation is valid or is invalid, in whole or in part. 

When it did that, it would have to strike down the regulation or 
uphold it for the whole industry. 

Now, let us reverse it. Suppose the OPS says, “Well, all right. He 
has a small store up there and he should have kept records, but he has 
not, so we will proceed against him and enjoin him for not keeping 
records, have him fined for violating the regulation” and it could 
proceed against him in the court up in his own district. If we 
wanted to challenge this law as it now stands, he could not bring in 
the fact that the law is inequitable, unfair, denies him due process, 
because the law provides that before he can raise those defenses he hias 
to go through the protest procedure and through the Emergency 
Court of Appeals. 

I think if you just reform your protest procedure and go ahead ani 
make these people act in accordance with the law, then you will be 
giving the American public a fair deal in price control, if you decide 
to continue it. 

The Cuarrman. I understand that you have that recommendation 
in there. 

Mr. Hanson. We have that recommendation, and, as I say, if is a 
voluminous thing, Senator, and I hated to file it except that we have 
combed this law, we are willing to discuss it with your staff at any 
time, we presented it as suggestion or recommendation for your con- 
sideration, but we believe that there is no more reason why the OPS 
should be excused from due process of law, or the requirement of due 
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process, than there is to excuse, say, the National Labor Relations 
Board, or any other administrative agency. 

This is the only agency of the Government today that can enter 
orders without findings of fact; without basing the orders upon the 
evidence in the record, and have those orders upheld by act of Con- 
gress by a court which has no power to set them aside unless the one 
who is injured can prove on his own evidence that the orders are 
illegal and unjustified, unfair and inequitable. 

The administrator, or rather the Director, can simply say in his 
opinion he is not satisfied, and his opinion is worth more than all the 
evidence anybody can submit today. That is the status of our 
jurispr udence. 

Senator Caprnarr. Is that a weakness of the law, a weakness of 
the administration, or both / 

Mr. Hanson. It is a weakness of both. I mean the law could be 
fairly administered, but it has not. I will give you an example. You 
have heard a lot about these regulations. When general ceiling price 
regulation was put in, ev erybody thought at the time it was necessary 
because it was going to freeze prices, everybody thought it was going 
to freeze everybody. Well, what did we find? We were frozen. The 
food retailers as a whole were frozen at their prices, but OPS came 
through with an amendment allowing the suppliers to select the 
prices at the 10 percent to which they had sold the highest to anybody. 
Then Safeway, along with others, soon found that prices on pork, 
beef, and other things were pushed up above the prices that they had 
paid during the base period. 

When efforts were made to adjust that inequity, OPS itself issued 
an interpretative bulletin which appears in my statement here which 
suys “That is just your hard luck. If your cost was a dollar and your 
price was $1.25 during the base period and your cost has gone up to 
31.25, you can’t sell any higher than $1.25.” 

Now, when they came along with their celebrated CPR-15 which 
put a ceiling upon all dry groceries, which amount to 35 percent to 45 
percent of the groceries that are sold in our stores, evidence was 
submitted to them as to what the historical mark-ups were. 

OPS, without any evidence of their own, rejected the evidence that 
was submitted by its industry advisory committees, based the mark- 
ups upon the old OPA mark-ups with certain adjustments, and prom- 
ised that it would make an immediate survey of more recent compre- 
hensive data, and if that survey justified a revision, it would make the 
revision proper. 

That statement was made on March 28 last year. The survey has not 
even been started yet and we are still suffering under CPR-15. 

Now, only 2 weeks ago it was announced it would start last. Mond: ay. 
Then they came out with another statement in which the *y said that 
since they had not got it organized yet it would be postponed to March 
\7, which is next Monday. 

Now, they made a guess as to what was going to happen. They 
guessed wrong. Every time the industry advisory committees have 
been to see them, they have said, “Well, we have this survey in the 
offing. We have this survey.’ 

Their guess is still in effect on the whole industry, and you have 
here the other people, large and small, complaining about it. 
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Now, they estimate it will take some weeks for them to complete the 
survey and I want to tell you something about it, when it is completed, 
I do not think it will be fairly administered because back in the OP \ 
days when they made a survey of canned foods they based the survey 
on peas, corn, beans, and tomatoes. When they gathered the material 
together, they used the evidence they got to fix the prices or margins 
on all canned foods, including baby foods, except peas, corn, beans, 
and tomatoes, and abandoned the figures they collected and put lower 
mark-ups on on those than they had demonstrated in their survey. 

Now, as I say, here on March 28 they promised the survey. The 
next you heard of it the law had expired and been extended twice and 
on August 16 they announced it was getting under way. On October 
1 they announced they were having } pre tests in two cities. On Oc- 
tober 2 they said they were organizing the Nation-wide survey. Then 
they went over to December and announced this surv ey Was going to 
get under way the first of next year. On January 19 ‘they said they 
were in the process of running mark-ups and earning surveys 

At January 25 they issued an order on potatoes where ‘they fixed 
prices, but they said that would be subject to reaction in the light 
of the forthcoming survey of pre-Korean margins. 

February 29, the survey of grocery mark-ups in the period immedi- 
ately preceding the outbreak of war in Korea would get under way 
on March 10 and on March 7 they said March 17. 

In the emergency court of appeals in one case which is now pending 
there, the OPS stated it made no promise of asurvey. Ina statement 
of February 28 it said that this survey was made as a result of a 
promise which was made when CPR-15 was issued. 

Take your choice as to which statement is correct. They are on 
record on both sides of the question. 

I say that the amendments which have been proposed here in behalf 
of the industry are suggestions for decontrolling where you have a 
plentiful supply, recontrolling where you have short supply, providing 
for findings of fact as a part of every regulation and as a part of 
every order that is issued denying a protest, revamping your protest 
procedure, and giving fair and equitable review, instead, sending it to 
a court that is also tied up and cannot give relief. 

If you can give consideration to those suggestions, I need take up 
no more of your time today, but I am available to your staff if they 
want to review them in the light of an experience that runs back for 
more than 10 years. 

The CHarrman. I cannot say what the committee would do, but | 

‘an only say this for my part, we will certainly give every consideration 
is it and I am going to ask the staff to confer with you. 

Mr. Hanson. I am at your service. 

Thank you very much, gentlemen. 

(The prepared statement of Mr. Hanson and attached exhibits 


follow :) 


STATEMENT OF SAFEWAY Srores, INc., ELisHa HANSON, ATTORNEY 





Safeway Stores, Inc., by Elisha Hanson, its attorney, has filed with the com- 
mittee its request to be heard on S. 2645, extending the life of the Defense 
Productioi Act of 1950, as amended, from June 30, 1952, to June 30, 1953. Pur- 
suant to the desire of the committee this statement is filed in support of the 
request to be heard. 
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Safeway is a corporation organized and existing under the laws of the State of 
Maryland, with its principal office in Oakland, Calif. It operates approximately 
2,000 retail food stores in 23 States of the United States and the District of 
Columbia. 

Safeway’s gross sales in the United States in 1950 were $1,100,852,000. 

In 1951 Safeway’s gross sales in the United States were $1,320,919,000. 

Safeway’s profits from all United States operations, after taxes and all other 
charges were: 1950, $12,286,889 ; 1951, $5,469,119. 

Thus it can be seen that this one company during the period of price controls, 
notwithstanding an increase of more than $200,000,000 in dollar sales volume, had 
its profits reduced by nearly 60 percent. 

Safeway’s accounts are audited for each period of 4 weeks throughout the 
year. 

In 1950, Safeway’s retail operations were conducted without loss in any one 
of these 4-week periods. 

In 1951, Safeway’s retail operations were conducted at a profit before taxes 
in but 3 of the 14 accounting periods, namely, the 4 weeks ending January 27, 
February 24, and November 3. In all others the losses ranged from $12,327 to 
$1,526,668. 

Percentagewise, these losses ranged from 0.01 percent to 1.51 percent on 
sales. 

As is well known to this committee, the retail food distribution business his- 
torically has been operated on a low-margin-of-profit basis. 

The effect of price controls as administered by the Office of Price Stabilization 
under the present act is discussed in the annual report of Safeway which shortly 
will go to all of its stockholders and be released to the public for its information 
in part, as follows: 

“Comparative figures for the third quarter of 1950 and 1951 show that Safe- 
way’s United States profits before taxes dropped 110 percent from $7,318,760 to 
a loss of $773,698 and that the rate of profits before taxes dropped from an 
average of $2.88 per $100 of sales to a loss of $0.25 per $100 of sales. The effect 
of discriminatory price regulations on Safeway’s operations is even more pro- 
nounced when we look at the results of the United States retail operations by 
t-week periods during 1950 and 1951. The following table shows clearly the 
impact of price controls imposed in early 1951 on profits before taxes in dollars 
and as a percentage of sales: 


“Profits before tares—United States retail operations, 1950, 1951 


Dollars Percent of sal 
‘*4 weeks ended — 
1951 1950 1951 
Perce Perce 
Jan. 27 $1, 843, 906 $649, 807 2.00 0.8 
Feb. 24 928, 630 1, O19, 897 GR 2 
Mar. 24 (454, 983 1, 108, 312 47 
Apr. 21 329. 021 1. 053. 675 27 
May 19 (916, 709 1. 372, 187 ) 1 
June 16 (1, 536, 668 720, 947 1. 51 aS 
July 14 : (1, 063, 530 1, 357, 185 (1.{ 
Aug. 11 (997, 599 1, 966, 169 9 2 9 
Sept. 8 (786, 279 1, 111, 230 77 
Oct. 6 1, 559, 656 21 a0 
Nov. 3.. 1, 261, 294 2 j 
Dec. 1 1, 045. 026 : x 
Dec. 29 1, 658, 668 0 7 





Figures in parenthesis indicate loss. Others indicate profit. 


In the course of its business, Safeway procures, warehouses, and distributes 
through its retail outlets only. products which are commonly sold in grocery 
stores. In some cases, these products are manufactured or processed by it. 

At the present time practically all operations of Safeway are controlled by the 
Office of Price Stabilization acting purportedly under authority of the provisions 
of title 1V of the act here under study by this committee. 

It is because of the belief of Safeway that OPS has openly and intentionally 
disregarded the criteria established by Congress and the requirement of the act 
for fair and equitable treatment of all subject to its orders, that this company 
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now lays before you the record of OPS in relation to Safeway and requests thar, 
if it be the judgment of the Congress that controls should be continued in a time 
of plenty when there is absolutely no shortage of any foodstuffs and no shortage 
in sight, then title IV be completely rewritten to make certain that the expressed 
desire of the Congress for fair and equitable treatment of all subject to price 
control shall be observed by those charged with the administration of the law. 

First and foremost of the changes deal with the protest and court review 
sections of the act. Such changes are imperative to make certain that the provi- 
sions of the act are fairly administered at the administrative level and if not, 
then that prompt relief may be had in the courts. To this end we are submitting 
for your consideration proposals for a complete overhauling of the protest and 
court-review procedures now provided in the act. 

Before discussing these proposals in detail, it is pertinent to inform you as tu 
the reasons therefor. 


BACKGROUND OF CONTROLS 


From the date of the enactment of the act in 1950 until January 26, 1951, no 
direct controls were exercised over retailers under the provisions of title 1V 
Rather, all sellers were asked to exercise voluntary restraint in the matter of 
increasing prices. 

Then, on January 26, 1951, the Director of the Office of Price Stabilization 
issued general ceiling price regulation by the terms of which he froze all prices 
at retail at the highest price charged by any seller during a base period of 
December 19, 1950—January 25, 1951. At the same time the same technique was 
used to freeze the prices of wholesalers and other suppliers. 

Nothwithstanding the requirements of the act, there was no consultation with 
members of the affected industries prior to the issuance of the regulation. Nor 
was there any provision therein for the adjustment of hardships or inequities. 

Even worse, there were no findings of facts made to support the regulation. 
Neither the Director who issued it nor those affected by it had the slightest idea 
at the time as to what its effect on the economy of this country would be. 

The requirements of section 402 (c) of the act were ignored. 

Still further, the Director, in respect of one agricultural commodity, hogs, 
deliberately ignored the mandate of section 402 (d) (3) and fixed ceilings on 
pork products when hogs at the time were selling below parity as determined 
by the Secretary of Agriculture. 

No comment by anyone affected by the regulation can better illustrate the 
arbitrary and capricious action of the Director than the remarks he himself 
made in his statement of considerations accompanying its issuance. 

In that statement, he said that the situation confronting him required bold 
and drastic action. Further that— 

“In this emergency, we cannot be confronted with partial measures. The prob- 
lem which confronts us to day is not the result of price increases for a few com- 
modities or groups of commodities; prices have been going up all along the 
line. We must therefore take broad-gaged, sweping action to halt the spiral 
in prices. Because of the comprehensive character of this action and the need 
for speed, it has not been practicable to establish committees of representatives 
of the persons substantially affected by this general ceiling price regulation and 
to consult with them.” [Emphasis supplied. ] 

Still further in his statement of considerations the Director said: 

“In the formulation of this regulation special circumstances have rendered 
impracticable consultation with industry representatives, including trade-associ- 
ation representatives.” 

Thus it is obvious that those affected by the regulation were not consulted as 
the law requires. 

In respect of the requirement of the law, section 402 (c), that provision shall 
be made for adjustments to prevent or correct hardships or inequities, the Di 
rector had this to say in his statement of considerations: 

“No general provision for the adjustment of individual hardship cases is 
included in the regulation. This is because it is virtually impossible to predict 
the specific types of hardship situations which an order of this scope may 
create and which can be relieved consistently with the effectuation of the funda- 
mensal stabilization objectives of the Defense Production Act of 1950.” 

A promise was made that at a future date the Director would issue such 
provisions and standards for adjustment as may be necessary and proper under 
the statute, but the fact remains that when he issued the regulation he issued no 
such provisions, 








DEFENSE PRODUCTION ACT AMENDMENTS OF 1952 7Al 


Now it is pertinent to inquire further into his intentions. The regulation 
itself was issued on January 26, 1951. From time to time thereafter the Director 
issued certain interpretation of the provisions thereof. 


HOW GCPR WORKED 


Safeway, along with others similarly situated, soon found how GCPR worked. 

The prices of its suppliers were not fixed at the highest price those suppliers 
sold Safeway. 

Safeway purchases many products in carload quantities for delivery to its 
warehouses from which in turn such products are delivered in Safeway’s trucks 
to its retail stores. This was true before the base period and during the base 
period, It is still true. 

Safeway'’s suppliers during the base period, as before and since, had other 
customers who purchased in small quantities, with the suppliers performing the 
delivery function performed by Safeway. The higher price charged by the 
supplier for the merchandise plus the added service of delivery to its other 
customers thereafter became Safeway’s cost under GCPR. 

Also, during the base period many suppliers had advanced their prices immedi- 
ately before January 26. Where Safeway had made no purchases from these 
suppliers at the higher prices, the advanced prices nevertheless became Safe- 
way’s costs, notwithtanding its retail prices as frozen by GCPR did not reflect 
suppliers’ increases, 

Still further, OPS by amendment 5 to General Ceiling Price Regulation pro- 
vided that a seller's ceiling price must represent at least 10 percent of his dollar 
volume during the base period to a class of purchaser. This amendment enables 
a seller to Safeway to select for ceiling purposes a small fraction of his sales 
which were most costly to him in terms of service rendered in connection there- 
with and use this price for buyers who purchased in carload or truckload units 
with a minimum of selling and delivery expense. 

Through the operation of General Ceiling Price Regulation, Safeway’s costs 
advanced on many items to the point where in a few weeks they equaled if they 
did not exceed Safeway’s frozen selling prices. 

Safeway had been one of those who exercised the restraint requested by the 
Government. 

It found itself in a squeeze between cost and selling price. 

It found itself in an unfair competitive position with respect to competitors 
who had not exercised the voluntary restraint. 

But notwithstanding representations by industry advisory committees and 
also notwithstanding the urgent pleas of consultants from industry called in by 
the Director, no substantial relief has been granted to this date. 

The attitude of OPS toward this squeeze between increasing costs and frozen 
selling prices can be stated no better by a critic of OPS than it was stated by 
that agency itself. 

On May 4, 1951, General Ceiling Price Regulation Interpretation No. 3 was 
issued (832A CFR, ch III, 16 FR 4192). In that interpretation the following 
question and answer appeared: 

“Question: (3) Seller A, purchased a commodity from his supplier, X, early 
in the base period at $1 and resold it at $1.25. However, his supplier, X, made 
deliveries to other purchasers of the same class later in the base period at $1.25, 
which thus became supplier’s ceiling price. Seller, therefore, now has to pay 
$1.25 for the commodity but his ceiling price for resale remains $1.25, the highest 
price at which he delivered the commodity during the base period. 

“Answer: In all such ‘squeeze’ situations, involving sellers who are still sub- 
ject to the General Ceiling Price Regulation and whose problem is not solved by 
amendment 5, the answer is that the seller’s ceiling price is determined under 
section 3 as the highest price at which the commodity was delivered during the 
base period to a purchaser of the same class, regardless of any resulting hard- 
ship.” [Italies supplied. ] 

Attached to this statement, marked exhibit A and asked to be read as a part 
hereof, is a documented record from the National Association of Food Chains 
presented to Lambert S. O'Malley. Special Assistant to the Director, Office of 
Price Stabilization, on November 26, 1951, detailing the plight low cost food 
operators find themselves in. If it be said that this is a self-serving docu- 
ment, then for even stronger proof of arbitrary, capricious disregard of the law 
let us turn to the record of OPS itself and to its statements as they have been 
made from time to time in respect of subsequent regulation orders, as those 
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statements appear in “Statements of considerations” accompanying new regu- 
lations, amendments thereto, revisions thereof, supplementary orders bearing 
thereon and general overriding regulations, as well as publicity statements 
issued from time to time by the Director and his associates. 

Before referring to them, however, it is pertinent to point out that at no 
time since January 26, 1951, when general ceiling price regulation was issued has 
OPS made any findings of fact as to prices in effect, customary margins realized, 
or any of the other criteria of the pre-Korean period required to be used by it 
in its price fixing activities either by the act as originally enacted or by the 1951 
amendments. Furthermore, as will be shown herein, when such data has been 
submitted by industry it has been rejected, and OPS guesses utilized rather than 
basic facts essential to regulation as provided in the statute, 


SO WE COME NOW TO CPR 15 


On March 28, 1951, the Director issued Ceiling Price Regulation 15. This 
regulation fixed new ceiling prices on dry groceries and perishables for all stores 
of the type Safeway operates. The act required the Director, so far as practicable 
in the exercise of his authority to “ascertain and give due consideration” to 
comparable prices, margins, etc., in effect during the pre-Korean period. 

The Director made no study of pre-Korean prices and margins before issuing 
CPR 15 but full information in respect thereof was furnished him, in so far as 
those affected by CPR 15 were concerned, by the industry itself. 

Completely disregarding the mandate of the statue and the information sup- 
plied, the Director went back to margins used during OPA days of World War 
II, made a slight adjustment thereof, and directed their application to all 
subject to CPR 15. Then he glibly expressed the opinion that his adjusted OPA 
margins would substantially equal the pre-Korean margins. 

In other words he made a guess as to what would be proper margins, after re- 
jecting the evidence offered by the industry. 

A statement of considerations accompanied the issuance of CPR 15. In this 
statement the Director said that at the time general ceiling price regulation was 
issued he recognized it was not well adapted to the long-range control of prices 
in many parts of the economy; that the freeze technique used in general ceiling 
price regulation rewarded those who had increased their prices most; that the 
distortions in cost-freeze relationships and the chance abnormalities that existed 
in the base period were frozen into the price structure; and that the con- 
trast between the inadequancies of a “freeze” regulation such as the general 
ceiling price regulation in controlling prices for food distributors and the 
success of the margin type regulation used by the OPA in World War II made it 
imperative that distributors’ ceiling prices on dry groceries be fixed on a mark-up 
basis at the earliest possible date; and that the best mark-ups available were 
those used by OPA in effect from 1943 to 1946; and in order to act promptly he 
had employed those mark-ups for most food categories for most food distributors. 

The Director admitted in his statement of considerations that he had been 
furnished facts by the retail food industry to disprove the fairness of his 
margins. On his point he said: 

“The chain stores and super markets, however, have insisted that the OPA 
mark-ups would be inadequate and have presented calculations to show that 
their application to pre-Korea operations would reduce by approximately 3 
percent on sales the grocery department gress margins experienced at that time. 
They urge that their operations are conducted on a low net margin of profit to 
sales and fear that these ceilings will mean loss operations. This position has 
been given very careful consideration by the Director of Price Stabilization. 
An examination of the data submitted by the chains and super markets indi- 
eates that. there is a substantial basis for these figures. In most food cate 
gories the OPA mark-ups conform generally with normal pricing practices. In 
some categories, however, it has been indicated that mark-ups have changed 
substantially since the war. In issuing these regulations, therefore, the Direc- 
tor has made some adjustments in these food categories. These adjustments will 
be carefully checked against the results of the survey.” [Italies supplied. ] 

Earlier the Director said in the same statement of considerations: 

“The Office of Price Stabilization is now organizing a study of margin and 
earning figures for food distributors in order to obtain more recent compre- 
hensive data. If the study should indicate that the ceiling prices established 
under this regulation are either too low or too high, the regulation will be 
promptly revised to reflect the results of the survey.” 
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Just as he had made a guess as to what would be proper margins under CPR 
15, so did the Director make a guess on the profit picture. In his statement of 
considerations he said that he had reviewed the post-Korean experience on sales 
and profits. He said: 

“* * * food stores have also experienced a marked and rapid increase in 
physical volume. This means that fixed overhead cost can be spread over more 
units of merchandise and the cost per unit reduced. * * * Pereentage 
mark-ups can be reduced and the distributor will still be able to cover dollar in- 
creases in these overhead expenses and realize net earnings comparable to those 
realized prior to the inflationary period. 

* * * Jn 1950 the sales of leading chain stores increased over 1949 by ap- 
proximately 6 percent, mainly during the last half of the year. However, dol- 
lar earnings for the same chains increased by 18 percent, thus, dollar earnings 
increased substantially more percentagewise than dollar sales. Apparently, 
therefore, overhead expenses have not risen as sharply as food costs and food 
prices and this has been reflected in higher earnings. On the basis of these 
considerations the Director of Price Stabilization finds that the mark-ups set 
forth in these regulations will produce generally fair and equitable prices.” 

In his statement of considerations accompanying the issuing of general ceil- 
ing price regulation the Director had said: 

“Data available for individual industries and other businesses of all size 
classifications, present an almost uniform picture of high profitability.” 

These statements of the Director as have been shown hereinbefore have been 
absolutely refuted by experience under his regulations. 

In the cast of Safeway alone, notwithstanding an increase of more than $200,- 
000,000 in sales in 1951 over sales in 1950 Safeway’s profits before taxes from its 
retail operations have been wiped out under OPS controi. 

Now let's see what has happened to that promise which the Director made on 
Mareh 28, 1951, when he said that he was organizing a study of margin and 
earning figures in order to obtain more recent comprehensive data and that if 
the study should indicate that ceiling prices. established under CPR 15 were 
either too low or too high then “the regulation will be promptly revised to reflect 
the results of the survey.” [Italics supplied. ] 

That promise was made on March 28, 1951. 

It has not been kept. 

In fact, so far as the industry knows, no attempt was even made to organize 
the promised survey until long after June 30, the date of the expiration of the 
act under which CPR 15 was issued. The following chronology is pertinent in 
respect of the promise. 

On August 16, 1951, the OPS in a press release announced that a Nation-wide 
survey of grocery price mark-ups had been outlined that day at a joint meeting 
of the Wholesale and Retail Food Distributors Industry Advisory Committee. 

On October 1, 1951, in another press release, the Director said a Nation-wide 
survey was getting underway with “pretests” in New York City and Columbus, 
Ohio. These pretests, he estimated, would take about 3 weeks, including 
analysis of results, after which work would start on a Nation-wide sample of 
cities and rural areas. 

On October 2, 1951, in the statement of considerations accompanying the issu- 
ance of amendment § to CPR 15, the Director said : 

“However, the Office of Price Stabilization is now organizing a study of mar- 
gins of food distributors in order to obtain more comprehensive data. If the 
study should indicate that the ceiling prices established under this amendment 
are either too low or too high, the regulation will be promptly revised to reflect 
the results of the survey.” 

In other words, over 6 months after he indicated that he was “organizing” 
a study of food distributors’ margins, he admitted that he was still “organizing.” 

On December 7, 1951, in a press release of the Director entitled “Retail Food 
Distributors IAC,” the Director admitted that OPS officials told the Retail Food 
Distributors Industry Advisory Committee that “* * * an over-all 
survey is to get underway the first of next year to determine whether the gro 
cery ceiling price regulations have had an adverse effect on the earnings of 
grocers, or whether in some cases they are too high.” 

On January 19, 1952, Edward F. Phelps, Jr., Assistant to Director, told the 
National American Wholesale Grocers} Association Convention at Atlantic City 
that “we are in the process of running mark- up and earnings surveys to help 
determine how and to what extent adjustment should be provided.’ 
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On January 23, 1952, the Director issued amendment 10 to CPR 15 fixing 
dollars and cents ceiling prices for white potatoes sold in Group 3 and Group 4 
stores. Safeway is affected by this regulation. 

In his statement of considerations accompanying the issuance of amendment 
10, the Director stated that the adjustments provided therein “are support«| 
by recent data” but, however, “like the mark-ups fixed for ‘dry groceries,’ {}e 
mark-ups for white potatoes now fixed by this amendment are subject to reexay)- 
ination in the light of the result of the forthcoming survey of pre-Korean 
margins.” 

The dictionary definition of “forthcoming” is “about to appear.” 

More than 1 month had elapsed and the survey had not yet appeared why), 
on February 28 OPS issued another press release on the survey. 

In its February 28 release that agency said: 

“A Nation-wide survey of percentage mark-ups in use by wholesale and ret;(! 
grocers in the period immediately preceding the outbreak of war in Korea wil! 
get underway March 10, the Office of Price Stabilization announced today. 

“The survey, which will be conducted by OPS in cooperation with the Bureau 
of Labor Statistics, will be a study of the differences between costs and selling 
prices—what a grocer paid for an item and what he sold it for. 

“These differences are known as ‘margins.’ When these margins are expressed 
as percentages over cost, they are called mark-ups. 

“Purpose of the survey, OPS said, is to find out how the mark-ups used in the 
agency’s wholesale and retail grocery ceiling price regulations compare with the 
mark-ups resulting from the margins grocers were using in the pre-Korea period, 
May 24 to June 24, 1950. 

“The present OPS grocery mark-ups are substantially the same as those used 
during World War II by the Office of Price Administration. The survey is 
designed to determine whether there should be any changes in these mark-ups 
due to changes in food-marketing practices since OPA days. 

* * Cd * s = 


“Months of preliminary work have gone into preparing for the survey which 
is expected to require about 5 weeks to complete.” 

So there, gentlemen of the committee, you have a picture of maladministration 
such as seldom, if ever, has been presented in respect of any agency of this Gov- 
ernment. A regulation affecting the whole economy of the United States was 
issued in the absence of any recent information and solely on the basis of guesses 
which have proved utterly wrong. 

A promise was given at the time the regulation was issued that a survey would 
be made to determine the facts and that the regulation would be promptly revised 
to reflect the facts when the facts were gathered. Yet here we are a year later 
and the survey is just getting underway, but during all of that year Safeway 
and all other food retailers have been irreparably injured through the effect of 
the regulation. 

In the case of other regulations, such as General Ceiling Price Regulation, 
CPR 25, CPR 25, Revised, Supplemental Regulation 47, Supplemental Regulation 
65, and Supplemental Regulation 69, where no promises of a survey were maie, 
the action taken, just as in the case of CPR 15, was taken in the absence of any 
findings of fact whatsoever and, in respect of those regulations issued since 
August 1, in direct and deliberate disregard of the requirements of section 402 
(k) of the act. 

While Safeway and many others similarly situated have suffered irreparable 
damage as a result of such arbitrary, capricious, and illegal action, we do not 
regard this as the forum in which to seek adjustment of the damage. ‘The facts 
heretofore pointed out are furnished to demonstrate the necessity, if the controls 
are to be continued, of revising the act so as to prevent a continuation of such 
maladministration and to afford prompt and adequate relief if the act is further 
administered as it has been since January 26, 1951. 





THE CRAZY-QUILT PATTERN OF OPS PRICING 


In addition to GCPR and CPR 15, OPS has issued innumerable supplemental! 
regulations, amendments to regulations, and overriding regulations. In none o! 
these has it made any findings of basic facts to support the orders issued. 1 
all of them it has flaunted the mandates of the statute requiring fair and equi- 
table treatment of those regulated, requiring consideration (prior to August 1. 
1951) of pre-Korean prices and margins, and, as in the case of Safeway, requiring 
that no rule, regulation, order, or amendment thereto issued after August 1, 
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1951, shall deny to sellers their customary percentage margins over costs during 
the period May 24 to June 24, 1950. ; 

OPS has not made any determination of such margins and in no regulation 
issued since August 1 has it applied such margins. 

Here is just part of the record of its refusal to observe the mandates of the 
w pocksial 402 (d) (3), the parity provision, prohibits the establishment or main- 
tenance of a ceiling price for any agricultural commodity selling below the 
highest price of (i) parity as determined by the Secretary of Agriculture or (ii) 
the May 24 to June 24, 1950, price. 

Hogs were not selling at parity when general ceiling price regulation was is- 
sued on January 26, 1951. Even so, the Director fixed ceiling prices on pork 
products. When his action was protested both by retailers and processors he 
dismissed their protests on the ground they were not proper parties to protest. 
When complaint was filed in the emergency court of appeals by one of the affected 
parties, he moved to dismiss on the ground that only a producer of hogs could 
protest his illegal act. The court sustained him. 

Pork products therefore continue to be subject to ceiling prices notwithstand- 
ing the fact that the last official report published by the Secretary of Agriculture 
(for January 1952) shows them to be selling at but 81 percent of parity—the 
lowest they have reached since January 1950. 

The present regulation, SR 65, fixing ceiling prices on pork for distributors of 
Safeway’s type was issued September 25, 1951, at which time hogs were at 92 
percent of parity. 

SR 65 as issued was designed to perpetuate dollars-and-cents gross margins 
realized during the base period December 19, 1950, to January 25, 1951. No 
effort whatsoever was made to put it into compliance with the requirement of 
section 402 (k) of the act. 

Furthermore, it marked one of four methods used by OPS, for fixing prices 
of food sold at retail. 

First was the freeze technique used in GCPR—subsequently admitted by the 
Director to be grossly unfair to those who had exercised restraint in the period 
of voluntary control. 

Next was the percentage mark-on method used in CPR 15, where the mark-ons 
were based upon an admitted guess, accompanied by a promise—not yet kept—to 
make a comprehensive survey to obtain more comprehensive recent data. 

Following the issuance of SR 65 the Director issued SR 79 fixing ceiling prices 
for lamb. Here he used another technique—namely the determination of per- 
centage margins realized in 1 week only of the GCPR base period and the appli- 
cation of those margins to current costs. 

Why he chose the January 1951 week, rather than the statutory period of 
May 24 to June 24, 1950, has never been explained. 


CPR 25 AND REVISED CPR 25 


and-cents ceiling on retail cuts of beef. In this regulation he again disregarded 
the criteria set forth in the act, including due regard for business practices and 
pre-Korean prices and margins. With no findings of fact he provided ceilings 
on some cuts of beef altogether too high and on others altogether too low. He 
made no provision for seasonal or geographical consumer variations or for bal- 
anced carcass movement. 

Just as the Director ignored prices and margins in effect during the pre-Korean 
period, so did he ignore trim standards almost universally used by retailers 
such as Safeway. As a sop to them, he offered them the opportunity to sell 
excess quantities of bone, gristle, and fat at ceiling prices for edible meat. 

The whole industry rose up in arms over this regulation. Conferences were 
held almost daily between top officials of OPS and industry representatives who 
sought a realistic, fair regulation on beef. Promises of adjustment were made, 
but, as in the case of the CPR 15 survey not kept. 

Then on September 27, 1951, after the enactment of section 402 (k) of the 
act, a revised CPR 25 was issued. Certain adjustments were made both in price 
ceilings and trim standards but the statutory mandate of section 402 (k) was 
ignored, notwithstanding uncontradi¢table evidence from the industry that rea- 
lized gross margins under CPR 25 revised were approximately 10 percentage 
points lower than the margins specified in the Herlong amendment. The re- 
vised trim standards still afforded opportunity to sellers to debase their historic 


On April 30, 1951, the Director issued Ceiling Price Regulation 25 fixing dollars- 
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standards and cheat the public by selling in quantities of inedible bone, gristle 
and fat at ceiling prices for edible beef. The price adjustments did not grant 
relief demonstrated by the industry as imperative under the law. 

Notwithstanding conferences and protests, CPR 25 revised is still the govern- 
ing regulation on retail sales of beef. And just as CPR 15, CPR 65, and CPR 
79 ignored the statutory requirements so did CPR 25 revised, and so do all of 
them today. 


THE REMEDY FOR SUCH MALADMINISTRATION 


If the act is extended for what appear to the Congress to be sound reasons 
for extensions, consideration should be given to the urgent necessity of re- 
appraising the procedures for protest, adjustments and judicial review. To that 
end there are submitted for your consideration certain proposals for amend- 
ment, that if adopted, in our opinion will make more certain the fair and equi- 
table treatment prescribed by Congress in the present law, but disregarded by 
OPS in its administration. : 


FINDINGS OF FACT 


It is a fundmental principle of administrative law that no regulatory agency 
should be permitted to issue orders in the absence of basic or essential findings 
of fact supporting such orders. The absence of such basic or essential findings 
required to support an administrative agency’s order should render it void. 
Yet in the Defense Production Act of 1950, as amended, Congress failed to lay 
down the same rule for this administrative agency it has laid down for all 
others, such as the Interstate Commerce Commission, the Federal Communica- 
tions Commission, and the Federal Trade Commission, to name but a few. 

It is therefore suggested that section 402 (c) should be amended as _ pro- 
posed in exhibit B attached hereto and asked to be read as a part hereof to 
require the agency administering price controls, as a prerequisite to the is- 
suance of atiy price ceiling order, to make findings of basic and essential 
facts in support of the order, to include them in the statement of considera- 
tions accompanying the order and to consolidate the statement of considerations 
and the order for purposes of protest and appeal to the courts, if the protest be 
denied. 

The enactment of such an amendment would go far toward putting an end to 
the type of regulation suffered by the retail food industry at the hands of OPS 
as revealed in this statement. 

This is not a revolutionary proposal. In fact, it is but a suggestion that 
Congress go back to the principles advocated by it and the sponsors of the legis- 
lation at the time the Emergency Price Control Act of 1942 was first proposed. 

As was stated by the emergency court of appeals: 

“In section 2 (a) of the Emurgency Price Control Act (50 U. 8. C. appendix, 
sees. 901-946), it is provided that every regulation or order issued for the purpose 
of establishing maximum prices ‘shall be accompanied by a statement of the 
considerations involved in the issuance of such regulation or order.’ In its 
report on the first draft of the emergency price-control bill (CH. R. 5990), the 
Committee on Banking and Currency of the House of Representatives states: 
‘All ceilings are to be established by regulation or order of the Administrator 
and each ceiling under this subsection is to be accompanied by a statement of 
the considerations involved in its establishment. This statement will afford 
those subject to a price ceiling an adequate opportunity to know the basis for its 
adoption and to formulate, in the form of protests * * * any objections 
which they may have to the price ceiling.’ The report of the Senate Committee 
eon Banking and Currency on the Emergeney Price Control Act of 1942 sets forth 
that the statement of considerations underlying the Administrator’s action serves 
‘to expose to public scrutiny and criticism the grounds upen which the 
price * * * regulations are based. The Administrator, in order to retain 
publie confidence and support, will thereby be required to identify the problems 
arising in connection with each price regulation and to indicate the reason for 
his actions. * * * All maximum prices are to be established by regulation 
or order of the Administrator and each such regulation or order is to be accom- 
panied by a statement of the considerations involved in its issuance. This state- 
ment will afford those subject to a maximum price regulation an adequate 
opportunity to know the basis for its adoption and therefore, intelligently to 
formulate, in the form of protests as provided in section 208 (a) of the bill, any 
objections which they may have to such regulation.’ 
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“In the hearings on the Act before the Senate Committee on Banking and Cur- 
rency, the General Counsel of the Office of Price Administration in explaining 
the provisions of the proposed bill stated that review of price regulations was not 
review of quasi-judicial action but of quasi-legislative action. In the course of 
his remarks, he stated: ‘These are regulations applicable to an entire industry, 
and what we have done here is to utilize a standard which the courts themselves 
have devised: That is, whether the action taken is in accordance with law or is 
arbitrary or capricious. Now, we have gone beyond that in order to get something 
like findings of fact in order to help those who operate under the act. What we 
have done is to provide “statements of considerations” at two points of time. 
First, at the time that the regulation is issued, and then a supplementary state- 
ment before judicial review is had. In this way all the facts, the full case can be 
presented to the court.’ 

“In the brief on the legal aspects of the bill, which was submitted by the gen- 
eral counsel of the Office of Price Administration and filed at the hearing, and 
printed in the foregoing Senate report, it was stated : 

“*Price ceiling regulations, under the House committee bill, are to be issued 
by the Administrator after full inquiry. Each regulation must be accompanied 
by a statement of the economic considerations justifying its issuance. This re- 
quirement insures responsible and considered action by the Administrator and 
vives notice to protestants of the essential basis of the Administrator’s price 
action. Thus the protestant can direct his objection to the precise issues which 
determined original action and can shape his evidence and arguments into the 
most effective form. The issuance of a statement of consideration will, in 
fact, sharpen the issue in every stage of administrative reexamination’ ” ( Allied 
Foods v. Bowles, 151 F. 2d 449). 

In the Allied Foods case a regulation of the OPA was set aside by the Emer- 
gency Court of Appeals because the regulation conflicted with the facts found 
by the Administrator, 

Subsequently, the Administrator of the OPA virtually abandoned the prac- 
tive of making specific fact findings to support his regulatery orders. Under 
OPS we have had no facts but only expressions of opinion, the latter largely 
based on guesses, and all wrong. 


DECLARATORY JUDGMENTS 


A new section should be enacted providing for prompt declaratory judgments 
on questions of law. 

To illustrate: 

Ever, since the enactment of section 402 (d) (4), the Director of OPS has 
refused to administer its provisions for the benefit of retailers on the theory that 
when Congress enacted. this provision it did not intend to include retailers among 
those who might apply for adjustments, although by no word in the statute itself 
were retailers excluded. 

Safeway filed applications for adjustment in August and September. They 
were denied in October. Protest was filed against the denial. The protest was 
dismissed in part and denied in part November 29, and complaint was filed in 
the Emergency Court of Appeals on December 21, where the matter now rests 

Thus nearly 7 months have elapsed and a clear-cut legal question has not yet 
been answered. 

If the citizen be right in such a controversy, he should not be forced to continue 
to suffer irreparable damage for months or even years while being compelled 
to wait for a decision on the single legal question involved. 

If he be wrong, he should be able to ascertain it without such interminable 
delay. 

Another illustration : 

The Herlong amendment, section 402 (k), was enacted on August 1, whereas 
the Capehart amendment, section 402 (d) (4), refers to a seller in the singular, 
the Herlong amendment uses the plural “sellers.” 

While OPS has ruled that the Capehart amendment was intended to apply 
only to nonretailers and the Herlong amendment was intended to give substan- 
tially similar relief to retailers, it has in no instance given relief to any retailer 
under section 402 (k). Furthermore, OPS has stated that section 402 (k) ap- 
plies only to retailers as an industry group and not to a retailer as an individual. 
\ A declaratory judgment provision would make possible:-the prompt adjudica- 
tion of such a question as this. 
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One other illustration: By the device of issuing revised or supplemental regy. 
lations altering the terms of original regulations, the OPS has created a situation 
where it is able to say, as it has in the case of one who protested CPR-25, revised. 
that because he didn’t protest certain features in the original regulation within 
the time prescribed by section 407 (a) he had lost his right to protest, even 
though the provisions of the original regulation were modified in the revised 
regulation. 

A declaratory judgment provision would make possible prompt and proper 
disposition of such a question and help fulfill the prescribed policy of the act tw 
provide generally fair and equitable treatment to those subject thereto. 


EXTEND THE TIME FOR PROTEST 


Another amendment is offered to eliminate the 6 months’ time limit within 
which one may protest a regulation. Such an amendment will further effectuate 
the announced policy of fair and equitable administration. 

The Director’s repeated promises, as repeatedly broken, of making a survey of 
margins for the purpose of correcting any inequities that might be contained in 
CPR-15 demonstrate the necessity for such an amendment. No public agency 
should be allowed to take advantage of citizens as OPS has done in respect of 
this regulation. 

After it became certain that the OPS had not even gotten under way with the 
study it had promised in the statement of consideration at the time CPR-15 was 
issued, Safeway filed a protest against CPR-15. Thg protest was dismissed on 
the ground that it was not filed within the 6 months’ statutory period, even though 
new grounds were alleged, namely final realization and proof that the Director 
had no intention of making the survey, with prompt adjustments thereafter as 
he had promised in his statement of considerations accompanying the regulation 
ut the time it was issued. 

If such bad faith is not sufficient reason for eliminating the fixed period within 
which a protest may be filed, there are other reasons. 

One of them is to be found in a brief of the OPS filed in the Emergency Court 
of Appeals on February 4, 1952, in support of its motion to dismiss the complaint 
of Safeway against the dismissal by OPS of its protest against CPR-15. 

As stated heretofore, that regulation was issued in haste, without any findings 
of fact by the agency, and in total disregard of facts furnished by the industry. 
It was accompanied by a promise of a survey of recent economic data and prompt 
adjustment when the survey was completed. 

The promise was not kept. And when Safeway appealed to the court, OPS 
replied : 

“The economic study mentioned in the statement of considerations accompany- 
ing CPR-15 is in progress. It is a formidable task requiring months to plan, 
develop, compile statistical data, analyze, and study. Preliminary instructions 
and techniques for the collection of margin data have been developed and tests 
to determine the sufficiency of these techniques have been made in New York 
City and Columbus, Ohio. In view of the magnitude and difficulties in the con- 
scientious performance of such a task, the time taken by respondent cannot be 
considered unreasonable or less than that fairly indicated in the original state- 
ment of considerations.” 

Thus on the record, we find that OPS has inflicted controls on the retail food 
industry in complete ignorance of the effect thereof on the industry; in the 
absence of any findings of basic facts to justify its regulatory orders; and with 
an arbitrary refusal to accept facts from those adversely affected by its orders 
as a proper substitute for its capricious and illegal guesses. 

If, as represented to the court, it is such a formidable task to ascertain the 
facts after the issuance of a regulation, then it is respectfully submitted to this 
committee that the power to regulate in the absence of facts should be withdrawn 
without further delay. 

As has been stated hereinbefore, the retail food distribution business his 
torically has operated on a low margin of profit. Safeway in 1950 earned but 
1.44 percent profit before taxes on sales in excess of $1,000,000,000. By reason 
of OPS regulations, notwithstanding increased volume in sales, its profits from 
retail operations were wiped out in the last three quarters of 1951. Others in the 
industry suffered comparable losses. 

Purchases are made from week to week and prices vary not only because of 
differences in geographical locations but because of seasonal variations in price 
and consumer preferences. Thus a type of regulation that may be fair and 
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equitable in a particular locality or in the particular month in which it is issued 
may become grossly unfair and inequitable some months after its issuance. 
Furthermore, it has been the experience of all subject to OPS that when in- 
equities are demonstrated nothing has been done about them. Exhibit A demon- 
strates this. 

Still further, under the system of industry consultants and industry advisory 
committees it is fair not only to the agency but to industry to afford a reasonable 
time for the orderly adjustment of hardships and inequities at ihe administra- 
tive level, before invoking the litigation procedures. E 

Therefore, if we are to have a controlled economy no road blocks should be 
thrown up to obstruct fair and impartial administration of the act through 
court review whenever a regulation becomes unfair and inequitable. 

To illustrate: When the freeze technique was employed in the issuance of 
GCPR, it must have been assumed by OPS that the freeze would apply to all in 
the same manner. However, as has been shown hereinbefore, such was not the 
case. Also as has been shown, OPS in changing the controls from time to time 
not only proceeded to change them without first ascertaining the essential basic 
facts on which it could make a reasonable determination of the effect of its 
action. 

Still further, in {ts regulation of a business which has historically operated 
on a percentage markup basis, OPS ignored the mandate of Congress to provide 
percentage margins and issued a series of regulations affecting the whole indus- 
try, no two of which use the same formula for controls. 

The record shows: 

CPR 15 on dry groceries and perishables provides for percentage markups, 
category by category, based on an OPS guess as to what their resultant effect 
would be. 

CPR 25 and CPR 25, revised, provide for dollars-and-cents ceilings on individ- 
ual cuts of beef with no regard whatsvever for a percentage return on a carcass 
of beef and with no flexibility in price to effect a balanced carcass movement. 
Also these regulations contained minimum trim standards wholly at variance 
with those used in the industry. No allowance was made for seasonal and 
geographical consumer variations, 

SR 65 was designed not to provide percentage margins as required by section 
402 (k) but to perpetuate realized dollars-and-cents margins on pork products 
in a base period other than that provided in the statute. It bears no relation 
to percentage margins realized in the pre-Korean period. 

SR 79 fixes percentage margins for the sale of lamb. The percentages must 
be determined from operations of one week in January 1951 and applied to 
current costs. Again, OPS made no findings of essential basic facts and merely 
substituted therefor its opinion that the prescribed margins were equivalent to 
pre-Korean margins. 

If it be contended that the present statute is sufficiently broad to permit pro- 
test whenever new grounds arise, it is pointed out that OPS reserves to itself 
the prerogative to determine whether new grounds have arisen. 

It is inconceivable that the multitude of administrative agencies such as the 
National Labor Relations Board, the Interstate Commerce Commission, and 
the Federal Trade Commission would be permitted to operate in the manner 
OPS has operated. 

The Supreme Court has repeatedly said that the absence of basic or essential 
findings to support an order of an administrative agency renders that order void, 
also that an administrative agency cannot acquire power by its own unlawful 
acts. 

Congress should make certain that this agency which now seeks an extension, 
of its authority to regulate the price economy of this country shall always be sub- 
ject to full judicial review of its actions. If it be made so subject, it may conferin 
to the fundamental principles of fair and equitable administration prescribed 
by Congress. 


ORDERS GRANTING, DENYING, OR DISMISSING PROTESTS SHOULD CONTAIN FINDINGS 
OF FACT 


Just like all other administrative agencies, OPS should be required to incor- 
porate its findings of fact in its orders granting, denying, or dismissing protests. 

Furthermore, such findings should be supported by substantial evidenve on the 
record as a whole. 

To the end of making such findings requisite in orders on protest, your atten- 
tion is directed to the suggested amendment of section 407 of the act submitted 
herewith. 
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FULL AND COMPLETE JUDICIAL REVIEW 


Under the present act full and complete judicial review of orders of OPS 
impossible. To the end that those aggrieved by the orders of the agency may be 
given opportunity for judicial review such as has been granted persons aggrieve 
by orders of other agencies, an amendment is herewith submitted proposing a 
revision of section 408 of the act. 

By the terms of this amendment the following would be accomplished : 

The present exclusive and limited jurisdiction of the Emergency Court of 
aimeath would be abolished and jurisdiction vested in any circuit court of ap 
peals in any circuit in which the petitioner resides or transacts business or in 
the United States Court of Appeals for the District of Columbia. 

2. The reviewing court would be given exclusive jurisdiction over the pro 
ceeding and of all questions determined therein, subject to review by the Supreme 
Court of the United States. 

3. The reviewing court would be given full equity powers to grant temporary 
or permanent relief; to enforce, modify, or set aside in whole or in part the order 
complained of; to dismiss the petition; or to remand the case for further pro 
ceedings in conformity with the court’s decree requiring mine ific action within 
the scope of principles decided by the court. 

4, An expedition Clause is included to avoid irreparable dais ige from delay 

5. Power to enter decrees having the effect of declaratory judgment is vested 
in the reviewing court. 

The need for full and complete judicial review and for vesting the reviewing 
court with full equity powers is imperative. 

The Emergency Court of Appeals was set up originally as a temporary court. 
Its judges were assigned to it from various circuits and districts. It is a rea} 
burden on them to take time out from their regular duties in their circuits and 
districts to handle this specially assigned work. 

There is no sound reason why appeals from this particular administrative 
agency should not be directed as are the appeais from practically all other 
agencies; namely, to the various circuit courts of appeals or to the United 
States Court of Appeals of the District of Columbia. 

The revision of the review section of the statute as proposed in no sense 
of the word would be a reflection upon the Emergency Court of Appeals. Rather, 
it would be merely a recognition of the fact that there should be a consisten y 
in congressional policy in respect of provisions for review of the orders of 
administrative agencies. 

Under section 408 (a) of the present act the jurisdiction of the Emergency 
Court of Appeals is limited to setting aside, in whole or in part, the regulation 
or order complained of, to dismissing the complaint, or to remanding the 
proceeding. 

sy reason of its limited jurisdiction the court is invariably faced with the 
question as to whether.a decree may not destroy the whole scheme of control. 
It is placed in the position of being forced to weigh the questions of (a) grant 
ing justifiable relief to a complainant, and (b) if, by so doing, wiping out a 
regulation in its entirety. 

The present statute vests in the court absolutely no power to require OPS to 
revise its regulations to give the fair and equitable treatment prescribed by 
Congress; to grant specific relief in specific cases; to require changes in pro- 
cedures at the administrative level to bring them into harmony with the statute. 

Congress, having prescribed fair and equitable treatment, should make certain 
that it is granted. This can be done by giving the reviewing courts full equit) 
powers and by no other method. 

The present statute denies to the Emergency Court of Appeals power to 
enjoin an obviously illegal order (sec. 408 (c)). The reviewing court should 
have such power. Even though it never be necessary to exercise it, if the power 
is conferred it will serve as a preventative for arbitrary and capricious action 
at the administrative level. 


CONCLUSION 


The foregoing suggestions are offered solely in an effort to assist the cow 
mittee and the Congress in their consideration of the question as to what to 
do with title IV of the Defense Production Act of 1950, as amended. 

Attached hereto and asked to be considered as a part hereof are various pro- 
posals for amendments offered for your consideration. Accompanying each is 
a brief legend stating the reasons for its submission and what in the opinion of 
its sponsor it will accomplish. 





DEFENSE PRODUCTION ACT AMENDMENTS OF 1952 


SUPPLEMENTAL TO STATEMENT OF SAFEWAY SToreS, INc. 


NOVEMBER 26, 
Mr. LAMBERT S. O'MALLEY, 
Special Assistant to the Director, Office of Price Stabilization, 
Washington, D. C. 

DeaR Mr. O'MALLEY; At your request we are submitting a condensed factual 
record of some of the industry conferences with policy-making officials of OPS 
and BSA, during which the situation confronting low-cost food distributors, 
reasons for the conditions, and recommendations were presented. 

The record demontsrates that OPS, from the beginning, has been informed 
of the faets and that relief frequently has been requested. The combined third- 
quarter operating figures of 52 chain food companies with annual sales of $5 
billion prove that prompt relief is imperative. Briefly, this statement for the 
third quarter 1950, compared with third quarter 1951, prepared by certified public 
accountants (exhibit A) shows that earnings almost have reached the vanishing 
point ; despite increased sales, costs have increased faster. 

Sales increased 14 percent. 

Gross dollar profit on sales increased 3.8 percent. 

Gross margin profit decreased 1.5 percentage points. 

Net operating profit (before Federal income taxes) declined 59 percent, 1.7 
percentage points ; on sales from 2.75 to 0.98 percent. 

Federal income taxes (based on 1950 schedule) declined 50 percent. 

Net earnings after taxes declined 67.48 percent, 1.03 percentage points; on 
sales, from 1.44 to 0.41 percent. 

For an industry that historically operates at a net profit of 1 to 2 percent of 
sales, you will agree that less than 41 cents for handling $100 of merchandise 
through warehousing, transporting, and retailing functions is dangerously low. 
The chain food industry is not permitted the luxury of a mistake, and present 
OPS margins are a mistake. 

This situation has arisen because (1) OPS price controls have been predicated 
on a set of factors and conditions which may have existed under OPS, 1942-45, 
but do not exist today; (2) OPS froze retail ceilings but permitted costs to rise 
products, Wages, transportation, ete. 


Industry anticipated this and so informed OPS officials before grocery and 
meat regulations were issued and repeatedly has asked OPS for relief. OPS 
has promised but stalled. A grocery survey promised in March 1951 is not yet 
made. Meat pass-throughs also were requested in March, } only partial re- 
lief ever was given, and that was months in coming. 


RECOM MENDATIONS 


On groceries.—Immediate action to produce urgently needed relief: 

(1) Increase margins to yield additional 1.7 percent proven needs since CPR 
15 issued, 

(2) Withdraw selected non-BLS food items from ceilings. 

(3) Increase fractional-cent single items to next higher cent 

On meats.—Immediate action for urgently needed relief : 

(1) Eight to ten percent higher yield on beef. 

(2) Sausage pass-through. 

(3) Eliminate group 3B and 4B classifications for long-range relief and 
stabilization. 

(1) Over-all meat department margin which is necessary on perishable prod- 
cts to provide flexibility. 

Consumer habits and preferences vary widely in different parts of the country. 
In wartime, with shortages and rationing, people accepted what they could get 
at any price. Now consumers are selective, back away from high prices, demand 
meat cuts, variety, and quality of foods to which they are accustomed. Food is 
in abundant supply. Competition for the consumer's business is extraordinarily 
Keen. Conditions are totally different from the war years, 1942-45. 

Self-service merchandising is economic democracy in the truest sense. The 
consumer chooses place to shop, product, brand to suit her preference and her 
purse. Now about 75 percent of food is sold self-service. ‘The customer is 
always right” is. more than a phrase, 

This condition is well known to the public, to the food industry, and, as this 
record shows, has repeatedly been stated and proved to OPS officials. It should 
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be recognized premptiy, or low-cost food distribution, upom which the success 
of food price controls rest, will be seriously damaged, thereby penalizing (he 
people whom price controls are intended to protect. 
Sincerely yours, 
Joun A. Locan, 
President, National Association of Food Chains. 
Grorce L. CLEMENTs, 
Chairman, Board of Directors, National Association of Food Chains. 


Record oF INpusTRY CONFERENCES Facts PRESENTED TO OPS, Cooperation 
PROFERRED BY Foop CHAIN INDUSTRY, AND RESULTS 


GENERAL 


December (3, 1950-—A. D. Davis, NAFC chairman of board, and John A. Logan, 
president, called on Edward F. Phelps, Jr., to offer cooperation, assistance, aud 
qualified men for staff. 

December 18, 1950.—NAFC sent to Phelps a list of 11 top executives avyail- 
able for service in OPS as consultants or full-time specialists in grocery, meat, 
and administrative positions. Only one on list called for service as consultant 
despite repeated statements that good men are needed for OPS. Other men 
later were made available for limited period and specific tasks at OPS’s request. 

January 26, 1951—Phelps met with NAFC executive committee. Stated freeze 
order ready to be isued; dates only remained to be selected. Tailored regula- 
tions would be issued as soon as possible to provide historical margins on grocer- 
ies. NAFC committee again offered qualified men, cooperation, and counse! 
whenever needed. 

January 29-30, 1951—Group representing all segments of industry, headed 
by Walter Straub, had conference with Michael V. DiSalle to propose over-all 
margins based on historical experience of each company. Earnings in excess 
of those based on historical margins would be paid to Government. DiSalle 
indicated interest, agreed to consider. Phelps opposed as impractical for food 
distributors. (See exhibit M.) 


GROCERIES 


January 31, 1951—Food chain consultants appointed and called to Washing 
ton to develop facts for grocery regulation. Demonstrated need for higher marg- 
ins than proposed in regulation, based on OPA MPR 422. 

February 22. 1951.—G. R. Grife, as OPS consultant, presented to Phelps de- 
tailed analysis, application of normal (May 1950) Red Owl margins and MPR 
422, showing group 4 margin decrease of 3.29 percent; and composite group 3 
and 4 margin decrease of 2.48 percent. 

March 2, 1951.—Group of six large and small food chain executives met with 
Phelps and Harold Leventhal, presenting actual operating records to demon- 
strate that MPR 422 margins were more than 3 percent below pre-Koreau 
margins—range, 2.83 percent to 4.2 percent plus. Experience under OPA re 
viewed and facts presented to show shift in consumer purchases and operating 
profit due to tight supply, rationing and sales of all items at ceilings. 

Phelps predicted repetition of OPA experience. Industry disagreed ; predicted 
ample supplies of virtually all food products, active competition to hold volume 
necessary to maintain large super markets, with resultant below-ceiling sales 
on many items. Industry suggested 3 percent allowance for warehouse opera- 
tion. (This repeatedly, consistently had been sought and facts presented to 
justify during OPA as most practical way of providing adequate margins.) 

OPS refused. No recognition of wholesale function performed by chains 

Tuesday, March 6, 1951.—Retail Grocery Industry Advisory Committee mevt- 
ing. Group 3 and 4 operators unanimously protested the issuance of grocery 
regulation using OPA MPR 422 margins. 

The OPS summary of the Retail Food Distribution Industry Advisory Com- 
mittee meeting of March 6, 1951. article 8, page 3, states: 

“It was the unanimous opinion of group 3 and group 4 operators that they would 
prefer the proposed regulation not to be issued until a Government study had 
been made of group 3 and 4 stores’ profit during the period pre-Korea ; that is, 
May or June 1950, and as a result of such study that new profit margins be 
established for group 3 and 4 stores. They said they would prefer to operate 
under the present general freeze regulation rather than be forced to operate 
under the proposed revised regulation. 
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“It is the opinion of the Branch that the request for a survey is entirely rea- 
sonable and a recommendation for the commodities and margins survey will, 
therefore, be transmitted. It would be impracticable to try to withhold the 
pending regulation covering one segment of the food-distributing industry while 
issuing regulations for the rest of the industry and would result in confusion.” 

Thursday, March 8, 1951.—Conference of NAFC Emergency Contact Commit- 
tee—five leading company top executives—with Johnston, Phelps, and Leven- 
thal (DiSalle was out of city). Industry spokesmen contended that: 

(a) MPR 422 margins were not applicable to 1951 operations because of 
changed conditions ; 

(b) The standards of the Defense Production Act were not being complied 
with in that MPR 422 margins were not equal to May—June 1950 margins and 
were not “fair and equitable.” 

(c) That increased expenses nullified the “sustained profit through increased 
yolume” theory which Phelps was relying on to justify the lower margins. 

Pre-Korean margin data were offered, at industry expense, to be compiled by 
certified public accountants of OPS’s designation. ‘This offer was refused. 

OPS representatives were reminded that group 3 and 4 operators on the 
industry advisory committee had voted unanimously in protest of MPR 422 
margins; consultants and two groups of operators had likewise protested formally 
to Phelps. 

Mr. Johnston agreed to consider the problem with Messrs. DiSalle, Phelps, and 
Leventhal the next day. (Confirmation was received of such meeting. 

No relief. 

Monday, March 12, 1951.—Conference with Messrs. Johnston, DiSalle, ar- 
ranged by Senator Wherry, for 17 smaller chain and cooperative food distributors. 
Wherry confirmed facts to Johnston, urged “fair and equitable” May-June 1950 
margins in accordance with Defense Production Act. 

DiSalle promised to consider and report to Senator Wherry. 

Wednesday, March 14. 1951.—In response to request of DiSalle, Myer Marcus 
wrote him, presenting data showing what would occur if MPR 422 margins were 
imposed, including reduction in pre-Korean margins of 3 to 3.5 percent ; and other 
facts. See exhibit B. 

Wednesday, March 14, 1951.—Telegram sent to Johnston and DiSalle, signed 
by all members of NAFC Emergency Contact Committee: 

“We wish to emphasize again the protest made by us in our meeting with you, 
Mr. Phetps, and Mr. Leventhal last Thursday. 

“Margins proposed for the group 3 and 4 stores are those in MPR 422. The 
imposition of these 1942 margins does not take into consideration the changes 
which have taken place in merchandising over the last 9 years, the increased 
costs Of labor, nor the larger capital expenditures now required. 

“The standards established by Congress in the Defense Production Act are the 
margins, where practicable, in effect May 24 to June 24, 1950. Ceiling prices are 
to be fair and equitable. Information has been submitted for many weeks and 
nore has been made available as to margins during the May-June 1950 period, 
so that margins established can conform to the intent of Congress. The May- 
June 1950 margins specified in the Defense Production Act are practicable of 
application in this situation and ceilings computed under them would be accept- 
able as fair and equitable. 

“Mr. Phelps contended at the conference that the intent of the law was to 
maintain total dollars net profit and that the margins of MPR 422 applied t 
current volume would accomplish this intent. We did not and do not now agree 
With this position. We believe it was the intent to apply the margins of May 
June 1950 and to provide adjustment when total profits were below those of 
May-June 1950. The assumption that increased dollar sales automatically yiel 
creater net dollars profits does not accord with the facts. 

“CPR 7 for department stores and other retail businesses recognizes margins 
in effect as of February 24, 1951. Press stories this morning indicated ! 
restaurants would be given the margins in effect during the year ended Jur 
30, 1950. We again request that the intent of the Defense Production Act 
carried out in establishing margins for group 3 and 4 steres, recognizing those 
effect for May-June 1950. 

“This proposed action is, as you know, one of the most serious with w 
the Office of Price Stabilization could be concerned, since it involves the 
sensitive element in the cost of living. We firmly believe that 
your stabilization program hangs to considerable extent upor 
eflicient functioning of low-cost-food distribution. This can 
volume food distributors are given equitable margins. 
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“We protest firmly the imposition of 1942 margins on a business which must 
operate under 1951 costs.” 

March 16, 1951—Wherry further pressed DiSalle for prompt action on grocery 
margin relief—fair and equitable margins requested. 

March. 22, 1951.—Phelps, at direction of DiSalle, authorized industry econsuit- 
ants to select products upon which margin increase aggregating 1 to 1% perce: 
could be considered for groups 3 and 4 stores. This was done and increases rang- 
ing from about 0.8 to 1.38 percent was approved by OPS on March 23 and issued 
March 28. This was less than one-half of what industry proved was needed ty 
correct the obsolete OPA MPR 422 margin. 

CPR 15 (March 28, 1951) promised to survey and make corrections indicated 
Phe statement of considerations says: 

“* * * The Office of Price Stabilization is now organizing a study of margin 
and earning figures for food distributors in order to obtain more recent compre 
bensive data. If the study should indicate that the ceiling prices established 
vnder this regulation are either too low or too high, the regulation will be 
promptly revised to reflect the results of the survey. 

“Consultation with the wholesalers and reailers of dry groceries has indicated 
that wholesalers and the independent retailers generally believe that the OPA 
markups applicable to them will return adequate gross margins. The chain stores 
and supermarkets, however, have insisted that the OPA mark-ups would be 
inadequate and have presented calculations to show that their application to pre 
Korea operations would reduce by approximately 3 pereent on sales the grocery 
department gross margins experience at that time. They urge that their opers 
tions are conducted on a low net margin of profit to sales, and fear that these 
ceilings will mean loss operations. This position has been given very carefu 
consideration by the Director of Price Stabilization. An examination of the data 
submitted by the chains and supermarkets indicates that there is a subsantial 
basis for these figures. In most food categories the OPA mark-ups conform 
generally with normal pricing practices. In some categories, however, it has 
been indicated that mark-ups have changed substantially since the war. In issuing 
these regulations, therefore, the Director has made some adjustments in these 
food categories for these sellers. These adjustments will be carefully checked 
against the results of the survey. 

“On the whole the mark-ups used for chains and supermarkets should increase 
by a little more than 1 percent the margin on sales yielded by the OPA mark-ups 
While the chains and supermarkets indicate that an adjustment of approximately 
3 percent is required, their calculations overlook certain important considerations 
which indicate that these adjusted mark-ups will provide generally fair and 
equitable prices * * *.” 

Further relief on groceries has been denied. OPS has made two pilot runs to 
test survey methods. Delays indicate that survey data cannot be collected before 
January-February 1952 at earliest and OPS has stated that no relief can be cor 
sidered until the survey is completed and studied—months away. 

Appended are statement by Glen King before Senate Banking and Currenc) 
Committee, on September 18, 1951, reporting a loss for the first time in 30 years 
(see exhibit K) and copy of letter from Harry Hovey Market Basket Corp., to 
Mr. DiSalle, reporting loss for the first time in 50 vears. (See Exhibit L.) 

Present situation.—KEight months after issuance of CPR 15— 

No survey of needed margins as promised. 

Serious drop in gross margins. 

No relief in sight; no action by OPS despite repeated requests, formal peti 
tions, legal action; no indication that OPS price officials are concerned wit! 
preserving effectiveness of low-cost food distribution. 


MEAT 


Tuesday, March 20, 1951.—-Retail Meat Industry Advisory Committee meeting 
requested pass-through on beef, pork, lamb. veal to avert serious losses due to 
higher costs of meat, higher wages and rigid retail ceilings with no flexibility 
to merchandise perishable meat products. 

No action—no relief. 

Industry advisory commitee wired DiSalle as follows, protesting squeeze on 
meat resulting from price and costs advanced to retailers, but retailers’ ceilings 
not changed. Requested pass-through of legally increased costs at once. 

“As members of the Retail Meat Industry Advisory Committee, we want to 
record our unanimous protest, registered in today’s meeting, against the intoler- 
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S able hardship on meat retailers caused by provisions of General Ceiling Price Reg- 

ulation. The regulation has permitted meat prices to advance at wholesale and 

processor levels while freezing retail prices as of the base period December 15- 

January 26, 

“Our wholesale meat costs have advanced 2 to 6 cents a pound on most 
items of beef, pork, and lamb, while under the regulation our retail prices cannot 
5 E be increased. The extremely small net profit upon which meat retailers tradi- 
nd tionally operate does not permit absorption of any such squeeze. 

: “We do not believe the Congress intended that the price level be held at the 
expense of any one segment of our industry. We believe this condition is unfair, 
inequitable, and contrary to the intent of the Defense Production Act and we 
request that it be corrected promptly. 

“Tt seemed clear at the advisory committee meeting that the margin regulations 
particularly on beef, veal and lamb cannot be issued soon enough to relieve 
this serious problem. 

“We request, therefore, that OPS provide immediate relief by permitting re- 
tailers to pass along the legal price increases at the wholesale and processor 
levels which they must pay to obtain meat supplies. Certainly the fairness 
and reasonableness of this request cannot be denied. Prompt action is essential.” 

April 9, 1951.—Retail margin survey data (detail) covering second quarter of 
1950 was submitted to OPS, showing average meat department gross margin 
of 19.44 percent; expense rate of 17.40 percent; beef margin of 21.81 percent. 
Range was especially significant, showing on beef, by regions, from 19.6 percent 
to 26.10 percent. 

April 12, 1951.—Conference of food chain operators with W. C. Purdy, Irvin 
L. Rice, and other OPS personnel (Erikson was ill) at which the status of beef 
distribution and price control regulations was reviewed in general terms. It was 
indicated that form of beef price control order had jelled. Purdy requested in- 
dustry to submit a schedule of relationship of different retail cuts of beef. 

April 17, 1951.—Figures of normal relationships of beef cuts were submitted to 
OPS, responding to request at conference on April 12. (Different relationships 
were included in CPR 25, particularly, relatively lower ceilings on chuck roast, 
round steak and hamburger.) 

. April 30, 1951.—CPR 25 issued, fixing retail ceiling prices on individual cuts 
of beef. 

The beef cut definitions were adopted from OPA, ignoring developments in 
meat merchandising during the past several years. The OPS cuts contained more 
fat and bone than consumers would accept. However, even if the consumers 
would accept these more wasteful retail cuts, the ceiling prices were a deceit 
because of the extra fat and bone included, particularly in steaks and roasts 

The permitted beef cuts did not include many which are demanded by con- 
sumers in different regions. 

The price relationships were geared to the BLS cost of living index, with 
lower prices on cuts included in the index. 

‘ E Among the damaging results of the beef price control regulation were: 

; (1) The yield was (and remains) less than computed in CPR 25 because 
of required trim to satisfy consumer demands and meet competition. 
(2) Prices obtained were less than computed because some cuts would not 
move at ceilings and others were too low. 
(3) Trim and salvage losses were increased (shrink was increased) due 
limitations on cuts, particularly lean ground beef, cubed steaks and stew beef: 

: also because of excessive mark-downs on certain cuts. 

(4) Costs of operation were increased due to more re-wraps, more individual 
service, more delays. 

(5) Cost of merchandise and trim losses were increased due to diversion of 
heef from normal channels; necessity of buying primal cuts from wholesalers 
and jobbers. 

Vay 18, 1951.—Figures sent to OPS by Dixie-Home Stores to show extent of 
squeeze—urging prompt relief. (See Exhibit C.) 


HS 


Le 








June 7, 1951—Retail Meat Industry Advisory Committee met with Arva 
Erikson, discussed detailed beef cuts and price relationships: also eliminati 
of the group 3B and 4B classifications. Committee again requested prompt 
3 relief to avert disastrous squeeze. 


July 30, 1951.—Pass-through approved on pork loins only. 
0 fugust 3, 1951.—Dixie-Home Stores again protested squeeze on pork. lan 
veal, and sausage. Detailed figures sent OPS. (See Exhibit D 
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August 9, 1951.—Conference with Johnston, Baker, Mehren, Erikson and 19 
representative independent and chain grocers from New England to California, 
Retraced meat problem—the present situation, sales, gross and net results of 
representative operations—reasons for the results and recommendations to 
correct situation, Appended data presented: Exhibit E. Requested action: 

(1) Immediate pass-through (by September 1) on all meat items other than 
beef. 

(2) Immediate temporary adjustment by September 1 of beef margins by 
either (a) flat percentage increase to cover the present deficit of eight per- 
centage points, or (0) readjustment of ceilings and other recommendations of 
Retail Meat Industry Advisory Committee on June 7. 

(3) For long-range relief, cooperative study by industry and OPS of most 
workable method of providing an over-all margin on meats based on May 24- 
June 24, 1950, margins. 

Mr. Johnston requested Mr. Erikson to study these suggestions and report 
to him within a week. 

August 10, 1951.—Retail Meat Industry Advisory Committee met with Erikson. 
Again requested veal, lamb, and sausage pass-through and amendment of beef 
regulation to relief intolerable squeeze. Erikson promised pass-through on 
veal, lamb, pork, and sausage by September 1. New beef price relationships 
discussed. Promised soon—possibly by September 1. 

August 21, 1951.—Johnston called industry group back for DiSalle and Erik- 
son to present what OPS ean do to relieve acute meat squeeze. Erikson promise 
pork pass-through immediately, but said lamb, veal, and sausage would be de- 
layed ; and promised changes in beef price relationships as recommended June 7 
by Retail Meat Industry Advisory Committee. He indicated, however, that price 
adjustments would not be as much as recommended. 

No action—no relief—more stalling. 

August 21, 1951—Industry representatives replied to Mr. Johnston that pro- 
posals would be helpful but not adequate. Again suggested over-all margin to 
provide flexibility needed to merchandise highly perishable product to meet 
consumer needs and desires. (See Exhibit F.) 

September 13, 1951.—Hall, Seitz, Logan conference with Johnston to report 
no action from OPS. Johnston surprised. Telephoned Erikson who told John- 
ston chains’ earnings were satisfactory—relief not really needed—OPS working 
on pass-through amendments and changes in beef relationships, but delays had 
been encountered. Johnston urged relief forthwith. Assured Erikson that 
figures he had seen convinced him chains did need relief, 

September 24, 1951.—At NAFC membership meeting September 24, 1951, a state- 
ment on “Change in Meat Controls” was unanimously adopted. It pointed out: 

Meat supplies, particularly beef, are disappearing from normal channels. 
Under present Government price regulations, packers cannot buy sufficient live- 
stock for slaughter and distribution through normal channels, 

It recommended that meat price controls at packer and wholesale levels be 
dropped ; but that controls be retained at the retail level with retail regulations 
issued to authorize pre-Korean profit margins, as required by Defense Production 
Act. 

Copy of recommendation sent to DiSaile, Phelps, Johnston, and Wilson. 

(See exhibit G—complete statement; and data compiled by certified public 
accountants on meat department operating results. ) 

September 25, 1951.—Pork pass-through regulations (GCPR, SR 65) issued. 

September 26, 1951.—Seven leading chain companies wrote Charles EB. Wilson's 
office presenting case briefly, attaching NAFC statement, “Change in Meat Con- 
trols”—recommending 90-day moratorium on beef regulation to bring beef back 
into normal channels of distribution. (See Exhibit H.) 

September 27, 1951.—CPR 25 Revised issued. This regulation included some 
additional permitted beef cuts and made certain readjustments in prices. Gross 
margins, however, proved to be even lower than the original CPR 25. 

October 9, 1951.—Meeting with Charles FE. Wilson on October 9, 1951, attended 
by general farm organization representative, cattle producer, cattle feeder, neal 
packer, and retailer. Meat situation at all levels was outlined. Mr, Wilson was 
impressed with the seriousness of the problem, but indicated no specific action 

October 12, 1951.—Retail Meat Industry Advisory Committee requested meet- 
ing. OPS says will be delayed for further study. 

October 17, 1951.-Conference called by Senator Maybank. OPS officials, rep- 
resentatives of independent, retailer-owned cooperative, and chain distributors. 

Statements by industry and OPS representatives reviewed the situation to date, 
from their respective points of view; indicating unrelieved distress upon the 
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part of retailers, and indecision on solution upon the part of OPS. Results of 
NAFC survey showing effect of CPR 25 Revised on gross margins, and other 
added costs under meat price controls, were presented. (See exhibit 1.) 

Retailers again asked for an over-all margin in the meat department which 
would enable the industry to realize pre-Korean margins and provide the fiexi- 
bility needed to merchandise meat. Mr. Erikson agreed to consider this proposal 
if committee of meat retailers would meet with him. A meeting of retail repre- 
sentatives with Mr. Erikson was scheduled for the next morning. 

October 18, 1951.—Industry conference with Erikson. Industry figures were 
again presented, which showed a deteriorated situation, with realized gross 
margin on beef about 10 percentage points below the pre-Korean realized gross. 

Mr. Erikson then refused to consider seriously an over-all margin because, he 
said, most meat retailers did not have records. Suggestions of trying to find a 
method of applying over-all margins to the retailers who sell 75 percent of the 
meat and who do have records were not considered. 

Mr. Erikson complained about lack of industry data submited to OPS. (This 
was notwithstanding the abundant information previously submitted and the 
repeated offers of cooperation with OPS in developing any additional data 
needed.) He asked for figures to be presented from a number of companies to 
show results under CPR 25 Revised. It was agreed that NAFC would contact a 
representative group of companies and ask them to submit their figures to OPS. 

Mr. Erikson said that a cutting test would be made by OPS specialist at 
Dixie-Home Stores, starting immediately; that if this test substantiated the 
figures previously submitted to OPS by Dixie-Home, the Retail Meat Industry 
Advisory Committee would be called to Washington the “next week” and asked 
to write a regulation that would yield pre-Korean margins. 

October 31-—November 1, 1951.—Four members of the Meat Industry Advisory 
Committee met with Erikson. They examined the OPS Dixie-Home cutting test 
results, which substantiated previous Dixie-Home tests. Erikson “hedged” on 
rewrite of CPR 25 Revised to yield pre-Korean margins—Contended that further 
surveys needed to ascertain result of pass-through regulations. He indicated he 
thought the forthcoming lamb, veal, and sausage pass-throughs would improve 
the meat department gross margins so that further adjustments in beef would 
be unnecessary. 

Results of original Dixie-Home and OPS-Dixie-Home tests are appended. 
(See exhibit J.) 

No action—no relief. 

November 1, 1951.—Four members of Retail Meat Industry Advisory Committee 
met with DiSalle. Mr. DiSalle afforded these men a full opportunity and they 
were able to lay before him the complete situation created by CPR 25 and CPR 
25 Revised, as well as the need for prompt action in other classifications, particu- 
larly pass-throughs on lamb, veal, and sausage. Mr. DiSalle was shown actual 
profit pictures by one seven-store operator—a loss for the first time in his opera- 
tions by reason of the meat price control regulations (exhibit N). It was empha- 
sized that many small operators were similarly hurt. Mr. DiSalle was shown 
the results of OPS cutting tests which demonstrated that CPR 25 Revised did 
not work out in practice as the OPS economists had calculated. Also, he was 
informed of the regional variations and consumer demands as to cutting practices, 
as well as the demoralized supply situation. He promised to investigate further. 

November 8, 1951.—Lamb and veal pass-through regulations issued, 


SUMMARY 


Between January 26 and March 20 a serious squeeze developed on retailers 
because of frozen retail prices and increased costs permitted by OPS. On March 
20 the Retail Meat Industry Advisory Committee unanimously urged an imme- 
diate pass-through of OPS permitted increased costs. Many other industry con- 
ferences were held with OPS, and data as detailed above were filed with the 
agency. OPS stalled for months. 

Here is the record: 

July 30: Pork loin dollars-and-cents pass-through. 

September 26: Pork dollars-and-cents pass-through. 

November 8: Lamb and veal percentage pass-through. 

No action yet to improve the intolerable situation on beef and sausage. Beef 
retailing situation has deteriorated so badly that realized gross margins are a 
full 10 percentage points, for many operators, below pre-Korean realized gross. 
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The dollars-and-cents pass-throughs and the percentage pass-throughs on ve.) 
and lamb do not restore pre-Korean margins. They presume that the retailer 
can pass through the percent, or dollar and cents, on salvage sales of fat, bone, 
and serap; and that the same identical consumer preference which existed during 
the base period continues to exist. Dollars-and-cents pass-throughs do not under 
any circumstances restore historic margins. 

The result is actual red ink for many meat departments, due to unrealistic 
meat price contrel regulations. No relief is in sight despite repeated presenta- 
tion of critical situation, supported by factual data. 

Decrease in realized gross margins is due to— 

Inability to acquire supplies in usual form through usual channels at 
ceiling prices, 

Unrealistic retail ceilings which strait-jacket a business that demands 
flexibility for successful operation under any conditions short of those which 
might be imposed by all-out war. 

Unrealistic price ceilings which, according to OPS’s own cutting tests, do 
not produce in fact what they produced theoretically on paper. 

Unrealistic beef cut definitions which ignore meat merchandising develop- 
ments of the past several years, including self-service and customer prefer- 
ences in different regions. 

OPS now says that Herlong amendment applies to over-all sales, not to indi- 
vidual products. 

More excuses-—more delays. 


.XHipir A 


G. P. GRAHAM & CO, 
Washington, D. C., November 9, 1951. 
NATIONAL ASSOCIATION OF Foop CHAINS, 
Washington, D. C. 


GENTLEMEN: We are submitting below the combined total of certain third- 
quarter operating figures for 1950 and 1951 and the comparative effect on Fed- 
eral income taxes as reported by 32 of your member companies on the forms 
submitted by you. The companies were requested to report for the nearest com- 
parable period if figures were not available for the 3-month period ending Sep- 
tember 30. The companies were also requested to report on retail operations 
only and to compute 1951 Federal income taxes at the same rates used in 1950. 








Third quarter 1950 Third quarter 1951 Percentage 
Be a ee hal A Be 2 Te eke of change 
Dai | from 1950 
| Amount | Percent | Amount Percent; to 1951 
ccalniseiinnaihvaietestindietiniast aampdiiadtacne a ceed i Seat henioet ete eine aeeee ioe 
| } } 
epee eee ae dhnnninnn bic ae oibis | $1, 060, 636, 014 100. ( 00 | $1, 210, 807,141 | 100.00 +14. 16 
Gross profit on sales , 176, 957,663 | 16.68 | 183,838,376 | 15.18 $3.89 
Net operating profit (before Federal in- | | ml | 
come taxes) ivseteubadedsas 29,130,588 | 2.75 11, 886, 736 | mm.) — 59.19 
Federal income taxes. - -| 13, 857,309 | 1.31 | 6, 919, 732 | 57 — 50. 06 
Net operating neem (after ‘Federal income } | | 
taxes)... ember asariaacee yaa eneeae | 15, 273,229 | 1.44 4, 967, 004 | .41 —67. 48 
i 


i } 


Six of the thirty-two companies reported net operating losses for the third 
quarter of 1951. There w ere no losses reported for the same period in 1950. 
Respectfully submitted? 


G. P. Granam & Co. 
Exuisit B 


Foop Fatr Stores, INC., 
Philadelphia, Pa., March 14, 1951. 
Mr. Micuaet V. DISAtre, 


Director, Office of Price Stabilization, 
Economic Stabilization Agency, Washington, D. C. 

Dear Mr. DiSatite: This is with further reference to our meeting in your office 
on Monday, March 12, attended, among others, by Senator Kenneth W herry and 
Mr. Eric Johnston, The basic problem relates to the nature of margins which 
your oflice proposes to adopt for class III and IV retail grocery stores. At the 
end of our meeting you asked that we compile and bring you certain information 























DEFENSE PRODUCTION ACT AMENDMENTS OF 1952 





indicating just what would occur if the old OPA 422 margins were reestablished. 
That information is herewith transmitted to you. 

These figures present the picture of six operators of class ITI and IV stores. 
Included are both small and large units in all parts of the country, representing 
most of the group with whom you spoke on Monday. You appreciate, I am sure, 
that the time for preparing these figures has been brief; we should be happy to 
provide you with complete and certified figures if you so desire. 

The significant facts, as we see them, are these: 

A. If the old OPA 422 margins are reestablished, we shall suffer an average 
reduction of 3 to 3.5 percent in gross income as compared with the May-June 
1950 margins. 

B. Despite any foreseeable increase in sales, the consequence of this roll- 
back is certain to reduce current net profits below the pre-Korean level. 

(, The figures show that although sales are slightly higher, the expense ratio 
has not only been maintained in recent months on the increased sales, but in 
most cases has advanced. This fact is extremely significant; it refutes the con- 
tention that increased sales, even under the old 422 margins, would yield an in- 
creased gross income. 

D. Since January 1951, the current trend of sales has been downward. That 
trend continues through the most recent period. 

It is the unanimous recommendation of this group that OPS utilize May-June 
1950 as the period for computing gross margins for purposes of retail grocery 
price control. If this cannot be done at the present time, we join in the recom- 
mendation that OPS withhold the issuance of the proposed regulation on class 
III and IV stores until such time as a proper study can be made. In the mean 
while, the General Ceiling Price Regulation will suffice to insure the necessary 
price stabilization. 

Respectfully submitted. 

Myer B. Marcus, Chairman. 


Nore.—These figures were submitted to Mr. DiSalle by individual companies, not 


in 
consolidated form. 


ExnaAlsit C 


May 18, 1951. 
To: Mr. Michael V. DiSalle, Office of Price Stabilization, Washington D. C. 
Re: Protest to CPR 25. 

As a member of the retail advisory committee I want to protest the failure of 
the Office of Price Stabilization to consult with the retail industry advisory com- 
mittee before issuance of beef order CPR 25 and request a meeting of the ad- 
visory committee to consider necessary changes to make it workable in our 
section. 

We would like to bring to your attention the following suggestions which we 
think would improve the practical application of this order considerably. Not 
only would they be most effective for our section, but based on observations we 
believe that all parts of the country would find them most acceptable. 

Beef rib—CPR 25 provides for rib steaks and standing rib roasts to be sold 
with bone in. In the southeastern section of the United States we cannot sell this 
item due to lack of customer acceptance. For this reason we had resorted to 
selling these as boneless rib steaks and boneless rib roasts. Now this is not 
permissible. 

Cube steak. The order permits the cubing of only utility rounds, whereas the 
general practice of all retailers is to sell cube steaks from all grades. As a 
large percentage of retailers are operating self-service markets the order prac 
tically prohibits the sale of cube steaks. Certain cuts, such as bottom round 
and round tip which are less tender, should be sold as cube steaks. 

Enforcement of the price structure on cube steaks, choice and good grades 
against commercial and utility, could be more effective than on the price structure 
on the five boneless beef cuts under the stew section of order CPR 25, eliminat 
ing flank and shank. An amendment to the order could prohibit the retailer from 
grading and pricing his cubed steaks higher than the lowest grade of beef that 
he has on hand. 

Ground beef.—The retailer has customarily sold two types of ground beef, 
regular ground beef which is written in the order with fat contents not to 
exceed 30 percent, and extra lean ground beef with fat contents not greater than 
10 percent. In processing beef there are lean trimmings from expensive cuts 
which normally went into extra lean ground beef, a popular item over the entire 
country. 
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This also enables the retailer to convert expensive cuts, such as steaks ani 
roasts, into extra lean ground beef without taking a severe penalty. 

Since CPR 25 fixes a smaller gross margin on ‘better grades of beef than the 
retailer has had in the past and since he cannot advance his retail price above 
the ceiling when he is forced to lower the price on another cut to insure 4 
balanced movement and profit the retailer should be permitted to sell extra lea), 
ground beef. 

Section 6 states, “The retailer must place the appropriate ceiling price on each 
display so his customer can see it and read it.” In self-sevice meat operatiois 
this would cause the retailer to place on every package of beef in his display case 
his ceiling price and selling price. This would be confusing to the check-ou! 
system that is now in practice. The retailers’ present stocks of labels could no 
earry this pricing system. As self-service labels necessarily have to have sma|| 
dimensions it would be practically impossible to design a satisfactory label which 
would show both ceiling and selling price in addition to the grade which will have 
to be shown. 

An amendment to section 6 could give the privilege to self-service operators of 
posting the ceiling price charts on top of the self-service cases directly over the 
beef cuts. Every package of beef could be labeled with the selling price and thi 
grade of meat. 

Steaks.—The breakdown prices on steaks do not conform with the usual prac 
tice. For example, in our section, zone 15 south, the prices on porterhouse, 
T-bone, club, choice grade, $1.27 per pound, sirloin $1.19, round $1.07 show a 
spread of 20 cents per pound from round to better cuts. Usually there is a spread 
of 10 cents per pound between round and porterhouse, T-bone and club, with 
sirloin priced about the same as round. Prices should be reduced and advanced 
to realize the same profit. 

Our observation is the price structure explained on steaks is customarily used 
throughout the retail meat industry. 

If adjustments are not made the retailer will suffer from the standpoint 0: 
profit, as porterhouse, T-bone and club steaks are priced too high to insure 
movement. 

CPR 25 follows very closely the outline of OPA order MPR 355. Since World 
War II the retail grocery and meat industry have made remarkable progress in 
merchandising. In line with this progress several thousands of 100 percent self 
service markets are in operation now that were operating as service markets dur 
ing the time of MPR 355. 

These 100 percent self-service markets represent the largest volume markets 
throughout the United States. In my company’s operation 27 percent in numbers 
of markets are complete self-service with the remainder running 50 percent self 
service, representing in dollar volume 60 percent or more of our meat sales. 

In writing CPR 25 consideration was not given to the modern merchandising 
methods we now have in meats. It certainly would be a mistake to overlook 
this important field as self-service meat markets have been offering to the con 
sumer in the past few years meats at the lowest possible prices in addition to 
the extra trim which goes along with the self-service operation. 

We urge that you call a meeting of the adviscry committee at the earliest pos 
sible date. We realize that this order was rushed through due to the urgent need 
of the retailers. We would appreciate your giving this matter your immediate 
attention. 

Drxte-HomeE Srores, 
F. L, OUTLAW, 
Member of Retail Meat Industry Advisory Committe: 


ExHisit D 


Drx1r-HoMeE Srores, 


Greenville, S. C., August 3, 1951. 
Mr. ARvaL L. ERIKSON, 


Assistant Food Price Director, Washington, D. C. 

Deak Mr. Erikson: I had planned to make a protest to Mr. DiSalle this week 
on veal, smoked and cooked pork, and sausage. 

As our prices are frozen under the general ceiling price regulations as to th 
highest price charged during the base period and since our supplies have 
steadily increased our costs we find we are in a very serious situation. 

I have received notice of the Meat Advisory Committee meeting for next week, 
so I thought perhaps I would just forward you this information rather than 
make a protest to Mr. DiSalle. I would like this to be put on the agenda for the 





DEFENSE PRODUCTION ACT AMENDMENTS OF 1952 761 


meeting of August 10. If the pork and veal regulations cannot be issued imme- 
diately, a pass-through should be issued at once to relieve the retailer on the items 
that are listed. 

The margin under the beef regulation is much smaller than the normal margins 
that were in practice before the issuance of Order No. 25. This with the margins 
constantly being lowered on profitable items, such as smoked and cooked meats 
and sausage, had made it practically impossible for the retailer to realize his 
operating expenses. 

lam attaching a copy of the study I have made on our veal, smoked and cooked 
pork, and sausage items. I knew our profit had constantly declined, but until I 
completed this chart I did not realize just how alarming the entire situation 
was. I would like to list for vour special attention some of those that show the 
larger increases, 

Percent 

Item: increase 

VO an ‘ oe ae 

Boiled ham ited tem Se 5. 19 
Frankfurters: 

Oscar Meyer, 1 pound____-_ A 9. 54 

Pinky Pig, 1 pound_______- Steere . tee 

Star, 1 pound 3 ; ared a . 33 

ae ok ‘ a ; - eas 2.65 


Bologna. .-~-- Seinentteb ti De psisiclonseipsiciiiacl te oe ae 8. 46 


I would like to emphasize that some of the larger volume items such as frank- 
furters, Which represent 30 percent of our volume of sausage items, and bologna 
which represents 15 percent show the larger increases. When these percentages 
of increase are related to the tonnage they make further inroads into our over-all 
profit. 

As groups our smoked and cooked pork shows an increase of 6.85 percent and 
fresh sausage 6.66 percent. 

Advances in all our costs were taking place before issuance of GCPR SR 34, 
allowing pass-through on sausage from manufacturer to the retailer with the 
exception of two items which have advanced 1 cent each. 

During the base period our chain went along with the President’s request and 
did not advance retail prices in relation to cost advances. 

Historical mark-ups on sausage items were much larger than on other com- 
modities. This was mainly because of high perishability and small unit sales. 

If regulations cannot be issued on these items I urge you to immediately give 
a pass-through to the retailer. I am sure the OPS is really not aware of the 
severe penalties the retailer is taking under the present price set-up. Retailers 
have absorbed these great losses and have said very little hoping that regulations 
would be issued to put his business back on a profitable basis. We are faced now 
with two decisions, to discontinue meat operations or continue operating at a 
loss. I am sure if you make a thorough study of this report that you and your 
staff will realize that quick action is necessary. 

I do hope we have the pleasure of having you preside at the August 10 meeting 

Kindest regards. 

Yours very truly, 
OUTLAW. 
ExHIBIT E 


Combined operating results, meat department, six local and regional grocery 
chains 


4,5o0r 8 weeks ending July 1 


1951 1950 


$30, 078, 601 $26, 027, 252 

. $4, 970, 826 $4, 902, 837 

percent)....._. 16. 42 Ss 
nses a tase - $5, 046, 323 $4, 460, 71f 
nse (percent). —- Rial acdsee ‘ 16. 77 17.1 

t before tax. ae 2 $75, 497 2 $442.12 
t before tax (percent)... - a j 2.25 2) 


t 


4 
: 
1 


increase due in a great part to additional number of stores operated. 
ures. 
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Second quarter 1951, meat margins in food chains, totals for 47 companies 


Calculated ! Realized 2 | Required 


Median Range Median Range 


Percent erce? Percent Percent | Percent 
Beef 16. 5 26.9 | 11, 50 6 | 19, 50 
Fresh pork 21 3 - | 17.5 11, 8-5 21.5 
Sm ked pork 16. ! 2 -23.9 | 14.5 10 -19. 18 


eal 19. ‘ 15 5s | 23 


Lamb 17. 9, 2-28 14 », 2s 21 
Luncheon meats 26 | 15 -4 24 7 

Pp 
F 


26 


yultry 17 ¢ . 15 —25 | 17. 
ish and seafood — 24.5 : 33 21.5 5 $ 25 
Other meats 21 25 19 5 2 21 


19 2. 5-25 | 16 < 21.3 20 
“Calculated gross margin’? means difference between ecst of goods and retail prices calculat 
cutting tests. This is comparable to theoretical spread between wholesale prices and retail pric« 
OPS regulations 
2 ** Realized gross rargin’? means percent of sales after markdowns and all other forms of store st 
‘Required realized gross margin” ordinarily wculd be ycur realized gross during some previ 
petitive period when you experienced reasonably normal volume and sound profits. 


MEAT PRICING RECOMMENDATIONS PRESENTED TO ESA AND OPS OFFICIALS 1 
MOUSLY AGREED TO BY REPRESENTATIVES OF RETAIL FOOD INDUSTRY 


Based upon the statements of the previous speakers, it is unnecessary for mé 
stress further the serious predicament of our industry and the need for imm« 
relief. Weare fully aware of the difficult situation on meat price control in \ 
the OPS finds itself. On the other hand we, as representatives of the retail f 
industry, have the obligation to point out that many operators, both large 
small, are in a desperate situation. 

I believe the men in OPS concerned with prices will agree that the reta 
industry has consistently cooperated in every way possible to develop a workable 
price control system. I regret to say that many of the large and small operators 
whom we represent do not feel that equal consideration has been given by 
in Government to the serious predicament of the retail meat industry. It s 
to many of our people that there has been a form of parity for the workers 
the farmers, and for other branches of industry, notably, for example, the : 
mobile and textile industries, but that the parity to which food retailers 
entitled under the acts of Congress of both 1950 and 1951 has not been grant 
Of all industries the retail food industry traditionally operates on the 
margin of profit. Historically a large proportion of retail food sales are 1 
at a net profit of 1 to 1% percent of sales. Consequently a swing of 2 or 3 per 
means the difference between a profitable operation and disaster. We 
have relief now. 

We ask first for temporary relief, and second we request long-range r: 

By immediate temporary relief we mean action sometime before Septembe 
We believe that in this period of a little over 3 weeks it is practicable for OPS 
grant such relief. 

To provide the retail meat industry with immediate relief we request th 
through orders be issued at once on all meat items other than beef: for exa 
lamb, veal, smoked ham and shoulders; increases in retails to be based 
vances in wholesale prices since the base period of December 19, 1950, to 


ary 25, 1951. 

Beef is a special problem since regulation CPR 25 is already in effect. 
also an important one because it represents the largest single share of om 
business. We have with us a compilation of the realized gross margin on beet 
i7 companies in the second quarter of 1951 and figures showing the gross 1 
for a normal satisfactory operation. The median realized gross for th 
companies during the second quarter of 1951 is 11.5 percent. The required 
for a normal satisfactory operation is 19.5 percent, or a difference of § ful 
centage points. It is obvious that an adjustment upward of retails is n 
immediately, either in the form of a flat percentage increase or by follow 
pattern similar to the one recommended by the Meat Industry Advisory | 
mittee on June 7. It is significant that even though this committee received 
impression their suggestions would be considered favorably, over 2 months 
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elapsed and not a single one of their recommendations has been adopted by OPS. 

These requests for immediate action that we are making for the industry will 
give temporary relief which the industry so desperately needs. 

Now for long-range relief, we request that, as provided in the present law, 
historical margins be used as a basis for pricing all products. We believe the 
practical and most effective way of carrying out the intent of the Congress is 
to provide an over-all margin on meats which fairly reflects the margin during 
the base period; that is, food retailers will use the margin of the May 24-June 
24, 1950, period as a base for setting retail prices. ‘The retail meat industry 
is ready to assist OPS in determining the most workable method of accomplishing 
this objective. 

i want to make it clear that our industry is prepared to cooperate in every 
possible way in developing margins that will be fair and equitable, but | want 
to make it equally clear that the industry is in a serious plight and that time 
is of the essence. Under existing laws we are entitled to prompt relief. We 
haven't obtained it, and we therefore respectfully urge that temporary relief 
be granted immediately and a serious attempt be made to grant us long-range 
relief as provided in the present price control legislation. 


Exuisir F 
AvuGusT 21, 1951 
ir. Eric JOHNSTON, 
Administrator, Heconomic Stabilization Agency, 
Washington, D.C. 

Dear Mr. JOHNSTON: We wish to express our appreciation for the consider- 
ation you have given the acute problem facing the retail meat industry. We 
recognize the difficult position in which OPS finds itself. We realize, too, that 
—_— measures must be taken to prevent inflation. At the same time, as 

‘presentatives of the retail meat industry, we are charged with the responsi 
bi i ity of presenting to you the desperate plight in which an industry known 


for 
its low distribution costs now finds itself. Unless adequate relief 


is given, 
many meat retailers—both small and large—cannot continue to operate, and 
this, of course, is not in the public interest. 

Since we met with you 12 days ago, the situation has deteriorated further 
The people whom we represent are desperate. Not only are their meat opera 


tions increasingly unprofitable, but they are finding it more and more difficult 


to obtain supplies for their customers through normal channels. Again we wish 
to emphasize that they must have temporary relief immediately and a long 


range program which will provide historical margins to permit the flow of meat 
through normal channels of production and distribution. Only in this 
the consumer, as well as the retailer, be protected. 

Today Mr. Erikson gave us some intimation of the relief contemplated by 
OPS. It is difficult for our group to measure the full effect of these proposals 
because of lack of detailed information as to the nature and timing of the relief 
to be given. However, from our knowledge of the situation wk°th now exists 

the industry, the relief proposed is entirely inadequate except as a very tem- 
porary measure. Also, we are thoroughly alarmed over the prospects of further 
delay in granting even temporary relief. 

Here are the reasons why we believe the measures contemplated will not give 
us adequate relief. 


way will 


BEEF 


The principal relief proposed is an adjustment of the price relationships be 
tween different cuts. Some such relief is necessary and desirable. However, it 
is not sufficient to solve the problem. Prior to the issuance of OPS beef regula 
tions, Substantially all of the retailers represented by us purchased on a carcass 
basis from packers. In addition, a large proportion of their purchases comprised 
the choice grade of beef. Since the issuance of the beef regulations, and particu- 
larly within the last few weeks, retailers have been forced to accept substantial 
antities of prime beef along with choice beef, and to absorb the additional cost 

of ~ cents a pound. In addition, most retailers have been required to purchase 
beef in the form of wholesale cuts rather than in carcasses, with a consequent 
increase in cost of from 2 to 3 cents per pound. Also, retailers are being forced 
to buy an increasingly large amount of their supplies from jobbers at an increase 
of 2% cents per pound. This shift from regular channels and methods of dis- 
tribution is substantiated by the report that Swift & Co. last Friday night shut 
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down four beef-killing plants including Chicago and Kansas City, and th: 
Armour & Co. is currently slaughtering only 60 percent of amount slaughtered 
during the corresponding period a year ago. 

While Mr. Erikson reported that only 5 percent of total beef killed for 
purposes is prime beef, examples of the proportion of prime beef now being pu 
chased for resale in our stores is as follows: 


Albers Super Markets, Cincinnati, Ohio___ 
Associated Grocers, Providence, R. I__ 

Big Bear Stores, Columbus, Ohio 

First National Stores, Somerville, Mass 
Jewel Food Stores, Chicago, Til —- sits 
New York Division of Grand Union Co___--- 


(Because it was impossible to get exact percentages on short notice, the a 
figures are estimates. ) 
Nore.—Upon returning home, these figures were checked and, in most cas: 
found to be too low. 
LAMB AND BEEF 


The squeeze on lamb and veal is much more serious than representative 
OPS seem to realize. A temporary pass-through order is needed immediat 
No definite assurance of relief Was given us today other than a promise thi 
would be the subject of further study. The statement was made by Mr. Erikso 
that since lamb and veal represent only about 10 percent of our sales, this squeez: 
is not a serious problem. A 10-cent-per-pound increase in cost without a corr 
sponding increase at retail on 10 percent of our business is a serious problem 

Here is a cross-section of rises in cost with no compensating increases at 
retail level: 


Cost January 
1951 


PORK 


Mr. Erikson today promised us immediate relief on pork products in the for 
of a temporary pass-through order. This interim relief will be helpful un 
such time as pre-Korean margins on perk can be determined and put 
effect. 

In conclusion, we wish to call your attention to the recommendations we mit 
on August 9 in regard to long-range relief. Mr. Erikson was not in a posi 
today to comment on these suggestions. This is understandable, since in 
last few days he has been occupied with the problem of granting us temporal! 
relief. We again urge that a complete review and evaluation of the present for 
of price control of meats be undertaken. We believe that present regulations 
which follow patterns developed by OPA are not applicable to 1951 conditions 
Our experience to date has convinced us that the present form of price contr 
on meats. will create artificial shortages in many areas and foreshadows a 
eventual breakdown in the normal channels of production and distribution 

We again wish to indicate our willingness to work with OPS in an effort 
develop regulations that will be equitable and in the public interest. 

Sincerely yours, 
E. J. Botting, Assoviated Grocers (representing Cooperative F« 
Distributors of America), Providence, R. I.: Wayne E. Brow! 
Lig Bear Stores Co., Coluinbus, Ohio: George L. Clements, Jews 
Tea Co., Inc., Chicago, Il.; John A. Logan, National Associatio! 
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of Food Chains, Washington, LD. C.: John L. MacNeil, First Na- 
tional Stores, Inc., Somerville, Mass.; Happer Payne, Super Mar- 
ket Institute, Chicago, Dl.; Nelson J. Ruddy, Albers Super Mar- 
kets, Cincinnati, Ohio; Joseph Seitz, Colonial Stores, Inc. ; Atlanta, 
Ga.; Milton L. Selby, Safeway Stores, Inc., Oakland, Calif. ; Lan- 
sing P. Shield, The Grand Union Co., New York, N. Y.; Frank L 
Spoon, American Stores Co., Philadelphia, Pa. 


EcoONOMIC STABILIZATION AGENCY, 
Washington, D. C., August 27, 1951. 
Mr. Joun A. LOGAN, 
National Association of Food Chains, 
Washington, D. C. 

Dear JACK: I was glad to see you and your associates on Tuesday, August 21. 
I am sorry that I had to leave before you finished with the discussion. Mr. 
Hetzel has told me that Mr. Erikson indicated to you in generalsthe type of 
adjustment that the Office of Price Stabilization is considering 

Your letter of August 21 has been received and I have read your comments with 
great interest. I should like to have your statements more fully studied both 
in my office and in the Office of Price Stabilization, and I am, therefore, forward- 
ing your letter on for review. 

It is my understanding that the Office of Price Stabilization is proceeding 
promptly with the required discussions through its regular industry advisory 
committees. I am hopeful that all the necessary adjustments that can be made 
properly will soon be in effect. 

Sincerely yours, 
Eric JOHNSTON, Administrator. 


SEPTEMBER 29, 1951 
ExuHIibIT G 


(The following statement was issued today, September 24, by the National Asso 
ciation of Food Chains with the unanimous approval of its membership, now 
holding its eighteenth annual meeting) 


CHANGE IN MEAT CONTROLS 


The members of the National Association of Food Chains now holding their 
annual meeting in Washington are disturbed by the increasing difficulty which 
all meat retailers are experiencing in securing adequate supplies of meat to serve 
their customers. 

It is general industry experience that meat supplies, particularly beef, are 
rapidly disappearing from normal channels. The members of the industry, after 
almost 2 days of discussion of what should be done so that the American home- 
maker may again have free choice in the selection of her family’s needs at the 
meat counter, believe that immediate steps must be taken to correct this situation 
and to forestall the inevitable growth and development of black markets. 

The present Government price regulations make it impossible for packers to 
purchase sufficient livestock for slaughter and distribution through normal chan 
nels. This has brought about substantial curtailment of operations by the pack- 
ers Who usually supply retail dealers and even in some instances has led to a 
complete shut-down of slaughter facilities. It is obvious how serious the beef 
situation has become when the Army must go outside our country to purchase 
part of its needs. 

It is the considered judgment of the members of the National Association of 
Food Chains, who operate in every State of the Union, that the desperate situa- 
tion which has developed within the meat industry can only be corrected by a 
change in Government regulations. As drastic as it may seem, the best way to 
correct the situation is to drop those Government controls which now prevent 
meat packers and others, who supply the retail trade, from doing their jobs of 
purchasing livestock, slaughtering it, and making the meat available for 
distribution. 

The members of the National Association of Food Chains do not suggest that 
meat retail price controls be dropped. What they ask is that they be given the 
opportunity to secure supplies through regular channels; the opportunity to pro 
vide those meat cuts to which their customers are accustomed and want; and 
regulations authorizing their pre-Korea profit margins as called for by price-con- 
trol standards now set by Congress under the defense production law 
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The industry recognizes that these suggestions may lead to some tempor: 
increases in lawful meat prices. However, this situation should rapid'y corr 
itself as meat supplies return through the regular channels of distribution to 
retail meat counters. The American homemaker would then again be the « 
trolling factor in fixing meat prices which reflect a proper relationship to 
large supplies of livestock on the farm. 


Meat department operations of certain companies 


Num- Percent Percent 
ber of | Total sales Gross profit of gross} Expense ofex- | Net profit 
reports profit | pense 


Quarier ended 1 
1, 1950 


$22, 262,074 | $4,377, $3, 376, 152 
50,561,315 | 9, 585, ¢ 18, 224, 644 

1,194,149 184, 5 173, 786 
AO, SH6, 810 7, 660, | 15 | 7,870, 803 


7, 731, 251 1, 273, | , 213, 341 


68, 196, 33 9,113,7 


uarter ended June 


* 50 


23, 2H6, 6 , 415, 108 9.08 | 13, 467, 766 
54, 049, 55 ), 356, 3% f 8, 606, 676 
1, 235, 191, 323 Ls 186, 005 
54, 074, 592 y . 176 5 , 009, 190 
8, 448, 3 , 433, ) 5. 96 1, 271, S61 
71, 324, § 


urter ended Sept 


70, 921, 


arter ended 
©7 1950 


5 
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Meat department operations of certain companies—Continued 


Num- Percent Percent Percent 
ber of | Total sales Gross profit of gross|) Expense efex- | Net profit | of net 
reports profit pense profit 


a — ——_ ——__-—_ + —_ -_ — 


arter ended 
Var. $1, 1961 


$24, 421, 619 , 42% oC . 04 $3,664,444 
31, 6E8, 473 é 
. 242, 
3, 628, 841 | 9,111, 


9, 520, 093 1,403, 


er ended June 
0, 1952 


3, 691, O55 
9, 948, 205 


245, 359 


9, 605, 503 


1, 439, 394 


87,612,162 | 9, 184,37 8 |13, 614, 624 


Month of June 1951 


9, 995, 809 
20, O84, 295 ; 

545, 546 3, 75 3 79, 329 
20), 977, 002 , 08 3.5 3, 114, 058 
2, 988, 291 3, . 8 458, 297 


28, 225,794 | ) 9.67 | ' 4,379, 982 


8, 133, 478 
22, 690, YSY 

561, 284 
21, 3&8, 811 


2, 918, 117 


27, 976, 874 


11, 190, O89 
1 3, 217, 180 
2, 990, 65 


395, 6: 
282, 042 


tain companies did not give expense and net profit figures. Percentage 
e companies giving complete reports. 
enotes red figures. 


ExHisit H 


WASHINGTON, D. C., September 26, 1951. 
ALFRED E. Howes, 
issistant to the Director, 
Office of Defense Mobilization, 
Washington 25, D. C. 


Dear CoLonet Howes: It is common knowledge that beef is disappearing from 
ul e retail meat counters throughout America, and that this disappearance is not 

le to shortages of livestock on the farm. There are adequate over-all meat 
Supplies now available for the public if they could be returned to normal channels 
under free markets. 
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Price controls have resulted in dislocation of the normal distribution of bees 
causing the development of black markets and other practices which ultimat 
lead to higher prices for the consumer. The beef situation is in a mess. This 
was recognized by the chain food industry when last Monday it unanimous 
adopted the attached resolution. In view of the plentiful over-all meat suppli: 
we would suggest as an immediate solution a 90-day moratorium on all my 
controls. During this period the situation can be given further study. 

We are pleased to have this opportunity of presenting our views to you 

Sincerely yours, 
A. D. DAvis, 
President, Winn & Lovett Grocery ( 
JOSEPH SEITZ, 
President, Colonial Stores, J) 
ADRIAN F. O’KEErE, 
President, First National Stores, In 
LANSING P. SHIELD, 
President, The Grand Union (¢ 
JosepH B. Hatt, 
President, The Kroger ¢ 
GEORGE L. CLEMENTs, 
President, Jewel Tea Co., In 
MILTON L. SELBY, 
Vice President, Safeway Stores, In 


ExnHrsit I 


Recapitulation—PEffect of CPR 25, revised (be ef) on food chain operations 


Median 


Retail value, at ceilings, of 100 pounds carcass beef, weighted average 
Reports received from 26 companies Or divisions show: ! 
Under old CPR 25 dollars 
Under CPR 25, revised do 
lized gross margins on beef (after 4 percent store shrink), for 8 identical 
npanies 
orean second quarter, 1950 percent 
r old CPR 25, based on full OPS ceilings do 
ler CPR 25, revised, based on OPS ceilings do 
anies or divisicns, including 8 above, show: 
25, based on full OPS ceilings percent 
revised, based on OPS ceilings do 
sed cost of beef urder present supply conditions, over carcass cost 
nitted under CPR 24, amended: 
rts from 18 companies show average increased cost, per pound 
cents 
npanies show reduction of gross margin on beef 
creased beef cost . ; ...- percent 


, theoretical yields. Actually, all cuts dorct sell at ceilirgs 
num margins, and cannot be reelized because er y cuts wil] nct sell at ce 
1, increased the wholesale carcass cost by an average of $1.10 hundiecweight, w! 


nereased cost. 


r increased cest, cited by reporting ecmpanies, include: Buying more whol 
1Olesalers and jobbers instead of direct from packers, wrappirg charges, purc! 
le Also, the direct costs above do not include greater than neri al shrink 


sale cuts; extra fat on wholesale cuts; fresher meat, more loss of weight, et« 


ExHIsitT J 


Drx1e-HomMeE Srores 
Greenville, S. C., October 4, 1951 
MicuHaAert V. DISALLE, 
Director, Office of Price Stabilization, 
Washington, D.C. 
Dear Mr. DISALLE: As a member of the Retail Meat Industry Advisory ( 


mittee, I am submitting the following protest to CPR 25, revised, effective O 
ber 1, 1951: 

Attached is cutting test showing comparison of CPR 25 and amendment 1 
CPR 25, revised. 
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You will note using the same carcass cattle CPR 25 retail value is $595.26, 
whereas, CPR 25, revised, shows only $387.31 retail value, making a difference 
of $10.95 less than the retailer now receives than he did under the old order. 
Yet the retailer's cost has advanced 1.10 cents per pound which further lowers 
his profit. 

Gross profit for CPR 25 before shrinkage $82.89 or $79.57 after shrinkage. 
CPR 25, revised, $65.81 or $63.18 after shrinkage. Percentage of profit after 
shrinkage under CPR 25, 16.81 percent, whereas, CPR, revised, is 12.99 percent, 
a difference of 3.82 percent. 

In addition to the above serious loss, it will be impossible for the retailer to 
realize the above figure due to the way that order CPR 25, revised, is written. 

CPR 25, revised, states that only lean, prediced stewing beef or regular pre- 
diced stew May be prediced in advance. It has been a customary practice for 
all retailers to predice all stew beef. Not having the privilege of doing so under 
the order will cause additional loss. For instance, ceiling prices for zones and 
grade mentioned in test on boneless neck is 86 Cents per pound, Since this cannot 
be prediced in advance of sale, it will have to be sold as lean prediced stew beef 
at S2 cents per pound. 

Heel of round boneless which is the same price as boneless neck, will have to be 
treated the same as neck. Normally, the heel of round has been sold as boneless 
stew with the exception of the inside active muscle which naturally will go 
into ground beef. 

CPR 25, revised, shows ceiling price for brisket bone in 56 cents per pound, 
ceiling price boneless deckle on 66 cents per pound, boneless deckle off 77 cents 
per pound. In many sections of the country retailers are unable to sell brisket 
bone in. Therefore, they will take a substantial loss in boning briskets. The 
boneless prices in the order will fail to give them equal dollar-and-cents return. 

You will notice on cutting chart that the price of beef fat is 44. cents per 
pound. This is the price being paid by our renderer which is above the amount 
the average retailer is receiving. Fancy tallow quoted as of October 1, Chicago 
market, 9% cents, yet OPS continually reflects a 10-cent per pound price on the 
retailer for crude fat which has not been processed. If a study of the tallow 
market is made, you will find that the retailer could not expect more than 4 or 
41, cents per pound. 

Neither CPR 25 and amendment 1 nor CPR 25, revised, reflect to the retailer 
his normal profit which he realized prior to Korea. After CPR 25 was issued, 
the retailer was never able to realize his operating cost out of the regulation. 
Since the issuance of CPR 25, revised, it has placed the retailer in such a posi- 
tion he must have relief now. The retail meat industry has cooperated in every 
way with OPS from the beginning and has been silent even though it has been 
very costly. 

Therefore, I am requesting that you call a meeting of the Retail Meat Industry 
Advisory Committee at once to help straighten out the margins of profit in CPR 
25, revised, 

If an order cannot be written so a retailer can at least realize his operating 
expenses, then I would personally advise decontrolling beef until such time as 
such an order can be written. 

Yours very truly, 
Dixik-HoME Srores, 
I, L. OuTLAw, Vice President. 

Enclosure. 
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Price comparison, beef cutting test*—CPR 25 and amendment 1 versus CPR 
revised * 


FOREQUARTERS 


' ! 

Weight = (CPR 25 and 
nmmmncgigremmnins, . Eee I 
} } mentl | 
ents per | 
Pounds, Ounces (cents per | pound) cents ex 

p yund) | | = 
| tension 


ICPR25and\ ,,, 
CPR 25, amend- c PI 
revised | ment 1 Ped 
(cents per |(dollars and ‘@° 


ent 
ter 


Shoulder and shank: 
Should er, boneless 
Lean prediced stew 
Ground beef, regular _- 
Fat 


Bones 
Total 


Neck 
Boneless neck 
Ground beef_- 
Bones 
Fat 


Total. 


Chuck: 
Chuck roast - - 
Ground beef 
Bones . 
Fat 


Total s 
Rib roast, 7-inch_- 


Plate, navel end: 
Short ribs 
Boneless plate 
Ground beef 
Fat 
Bones 


Total 
Brisket 


Grand total 


HINDQUARTERS 


Round: 
lop round 
Bottom round 
Round tip roast 
Boneless rump 
Heel of round, boneless 
Ground beef 


Sirloin steak 
Prediced lean 
Fat 
Bone 


Ground beef 


Total 


Short lod 
T-bone steak 
Club steak 
Prediced lean stew 
Ground beef 
Fat 
Bones 


Total 


See footnotes at end of table. 
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Price comparison, beef cutting test—CPR 25 and amendment 1 versus CPR 25 
revised *—Continued 
FOREQUARTERS 
CPR 25, 
revised 
(dollars and 


cents ex- 
tension) 


‘aj ‘PP Oe 
Weight CPR25and! An. ( F R 25 and 
: . > ; CPR 25, amend- 
| amend- oe 
| | | ment 1 revised ment 1 
} : (cents per |(dollars and 
pound) cents ex- 
tension) 


(cents per | 
pound) 


Pounds) Ounces) 


Flank steak: | 
Flank steak 2 | 0. 93 
Flank meat 5 | 9 | 67 
Ground beef 66 
Fat 3 | 2 | 045 
Bones 0075 | 


Total 


iney knob 
Kidney 

suet 

Hanging tender 


Total _- 


Grand total 


You will note the above cattle was not weighed before processing, quarters ¢ 
Jenulated from cutting test. Therefore the above test shows no shrinkage 
Through extensive tests our shrinkages are as follows: 
Loss in receiving weights (cars of cattle in shipment 4 days before receiving 
Werehouse cooler storage 
Stcre shrinkage including storage and processing of meat into retail cuts 
Total shrinkage 


OPS ©PR 25 and amendment 1 percentage of profits before shrinkage 
Minus shrinkage 


Net gross profit before expenses 


OPS CPR 25, revised, percentage of profit before shrinkage 
Minus shrinkage 


Net gross profit before expenses 


? Difference: 


Total selling, carcass cattle (557 pounds 3 ounces 
Cost of cattle delivered in carcass to warehouse for CPR 25 and amend 
ment 1 (56.6 cents per pound ale 
Cost of cattle delivered in carcass to warehouse for CPR 25, revised 
57.7 cents per pound canoe 


Difference =< wisineiechdens i §2. 89 
Percent profit a : 20. 81 


Note.—Groups 3 and 4 stores; zones 13 south or new zones 3, 19, 22, 24. Cutting: According to OPS 
cifications. Grade: Choice; weight of cattle: 557 pounds 3 ounces; weights of forequarters: 273 pounds 9 
uunees; weight of hindquarters: 283 pounds 10 ounces. All ceiling prices on above test are in accordance 
h OPS CPR 25 and amendment | and CPR 25, revised, with the exception of fat and suet which is listed 
+44 cents per pound, the price we are receiving from our renderer 


Drxtr-HoME SrTores, 
Greenville, S. C., October 24, 1951 
Mr. Arvat L. Erikson, 
Assistant Food Price Director, 
Tempo S Building, Seventh and Jefferson Streets, Washington, D. C. 

Dear Mr. Ertkson: Attached are the cutting test reports on five and one-half 
cattle which were conducted by Mr. H. B. Shadid, technician, Office of Price 
Stabilization. 

The selection of this cattle by Mr. H. B. Shadid was made from approximately 
two full cars. This cattle represented the average cattle being received by the 
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retailers. Cattle selected were not taken from one rail, but handpicked whic} 
took approximately 2 hours early Friday morning. Mr. Shadid was given thy 
privilege of selecting his own cattle. Saturday we received two more cars which 
Mr. Shadid checked. In other words, Mr. Shadid looked over four cars of catt) 
while he was here. 

The grade selected was Choice. 

The prices applied are for group 3 and 4 stores, zones 2, 3, 19, 22, and 24 under 
order No. 25 revised. Prices of each cut are the full ceiling prices with the 
following exceptions: 

Beef fat which is priced at 445 cents per pound. This week our company 
receiving only 4.17 cents per pound from our renderer. 

Bones are priced at three-quarters per pound. These are clean bones with all 
meat and fat removed. 

Boneless neck which under Order No. 25 revised is priced at 86 cents p 
pound. We priced it as extra lean ground beef which is 78 cents per pound 
Reason for this conversion of price was that Mr. Shadid stated it would be pra 
tically impossible to place this in boneless stew due to the present order stating 
all trimable fat must be removed. The contents would do well to produce ext 
lean ground beef with the correct amount of fat. Under the order this iten 
cannot he sold at 86 cents per pound unless it is sold whole. This would 
impossible to do because of the unattractiveness of such a cut and as custom: 
acceptance would definitely be lacking since it has never been sold in this for 
in the entire history of the meat industry. 
t—Cost applied to the tests are figured on carload basis, delivered direct 
warehouse. Seventy-five percent or more of 3 and 4 stores are on local delive 
and their cost would be greater than cost listed on the tests. 

Mr. Shadid was supplied with two of our best meat men. The five and on 
half cattle were cut by and supervised by Mr. H. B. Shadid. The cattle were 
strictly according to OPS breakdown and trimmed to OPS specifications I 
fact, Mr. Shadid used a ruler in making all cuts and directed the lines by whict 
the cattle should be broken down and trimmed. He also computed his own figures 
in these tests that are presented. These will coincide with the ones that he has 
in his possession. 


The results are as follows: 


Cos 


if 


Before shrinkage: 
Cattle No. 1 (1 side) 
Cattle No. 2 (Centire carcass) 
Cattle No. 3 (entire carcass) 
Cattle No. 4 (entire carcass 
Cattle No. 5 (entire carcass) 
Cattle No. 6 (entire carcass) 


These figures computed after 4 percent shrinkage are as follows: 


‘attle No. 1 
‘attle No. 2 
‘attle No. 3 
‘attle No. 4 
‘attle No. 5 
‘attle No. 6 


( 
‘ 
( 
( 
( 
( 


Compiling these five and one-half cattle together for a master test the } 
centage of profit before shrinkage is 16.81 percent, percentage of profit afte 
shrinkage 12.81 percent. You will note that the five and one-half cattle show 
0.18 percent before shrinkage less than the percentage for the test included in 
my protest filed October 4, 1951. 

You will further note that these tests were conducted on relatively light choi 
eattle which range from 447 pounds carcass to 573 pounds. Only one heavy 
cattle, which was 615 pounds, and which showed up very badly on the test, 1 
used 

The meat industry today is getting quite a large percentage of catle w! 
run from six to seven hundred pounds, According to Order No. 25 revised 
type catle would not produce as good figures as the 615-pound size. Therefore 
the majority of the tests conducted here were on the lighter types which would 
produce a better profit than the heavy types. 

Mr. H. B. Shadid used all his knowledge and skill and pulled every trick 
the hook to achieve a good profit from these cattle. IT don't know of anvtl 
he left out, because I made the remark, “Now I have seen everything.” I) 
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above I do not refer to Mr. Shadid’s character. He is a fine gentleman, trying 
very hard to do his duties, and he certainly conducted himself in this manner 
during his visit to our warehouse, I am merely emphasizing the fact that 
everything was done to produce strictly accurate figures according to No, 25 
revised. 

Individual tests were made for each side of cattle No. 1. OPS trim was used 
on side B and showed 15.50 percent before shrinkage. Side A (not included 
in master test) was trimmed to meet standard cutting practices of the retail 
meat industry, but which does not meet the Dixie-Home Stores trimming stand 
ards. This side A showed 13.8 percent before shrinkage, or 2.16 percent less 
than side B, trimmed to OPS standards, With the above in mind, it would 
appear that the consumer cannot get what she is paying for under the OPS 
regulation 25 revised. 

Under No, 25 revised the retailer will do well to come within 2 percent of the 
above master test due to the way the order is written. We submit the following 
reasons for this: 

1, Chemical analysis of fat contents on hamburger were made by Murray 
Laboratory. Samples were secured for these tests in this manner. All 
mings from cattle cut Friday were ground. <A sample of this 
designated as “R.” 


trim 
vas secured and 
Then the boneless shanks were ground back with the same 
rround beef and we secured another sample which was designated as “L.” You 
will note by the reports sent vou that the regular trimmings produced fat con 
tents of 82.54 percent, which exceeds the specifications of Order 25 revised by 
7.54 percent. After shanks were added the fat contents were 24.54 percent, 
which is just within the 25 percent allowed in regular ground beef. Therefore, 
in your tests you are computing your trimming at a regular ground beef price 
which will not produce the requirements under your Order No. 25 revised with- 
out the shanks being added. Under Order No. 25 revised, these shanks are 
priced at 7 cents per pound more than the regular ground beef 

» Porterhouse stceaks.—Porterhouse stenks in the 
7-inch tails. In my 20 years’ experience [ have 
on a porterhouse steak. Even under a 


> attached cutting tests have 
never seen 2 tail this long left 

critical shortage 
such a cut at $1.20 per pound would be impossible. Tt 


of ef, acceptance of 


ie ler cannot and 
never Will be able to sell this item cut in this manner. 


3. Plates.—On choice cattle the fat contents are so great that quite a large 
portion of this cut would have to be boned out and the fat contents separated 
from the lean before the lean trimmings could be placed i 
would make a greater loss 

$4, You will note that after the first cattle that Mr. Shadid refused to make 
any boneless stew. We called to his attention that according to the Order No, 25 
revised all trimmable fat must be removed. He said this would be practically 
an impossible task. The retailer in the past has had the privilege 
a boneless stew with a small percentage of fat and it has been highly acceptable 
to the consumer. Under the present order, if he makes any boneless stew it 
would lower his profit greatly. In fact, on the enclosed tests if some of the 
trimmings had been made into boneless stew the profit would have beet 

5. Sirloin steaks.—According to Mr. Shadid, OPS does not allow f 5 
being removed from a sirloin steak. The retailer in the past has removed a por- 
tion of the wedge bone. In other words, about half the bone has been removed 
from this steak to make it salable. Your cutting tests are compiled with this 
bone left on. This is an unsalable state and when the retailer removes this 
bone, it further lowers his profit. 

G. If the brisket were to be fully boned, the same dollar value will not be 
received as if it were sold with the bone in. With the exception of only a few 
ireas in the United States, this brisket is sold boneless and the retailer is en 
titled to receive as many total dollars for his boneless cuts as he would if he 
sold it with bone in. The retailer is not asking for his labor cost to be added, 
but just the same realization to which he is entitled. 

7. If the chuck were to be fully boned, the same dollar value will not be 
received as if it were sold with the bone in In our immediate area about 
7 percent of the chucks are sold boneless and the retailer is entitled to receive 
as many total dollars for his boneless cuts as he would if he sold it with bone in. 
The retailer is not asking for his labor cost to be added, but just the 
realization to which he is entitled. 

8. Cube steak.—Bottom round steak cut from choice cattle has normally been 
converted into cubed steaks because it is less tender. The consumer cannot 
understand why she has to take this cut of meat when ordinarily she could buy 
top round or cubed bottom round, If the retailer would cube this piece, as 


n ground beef. This 


of making 


1 lower 


} 


ranyvy pones 


same 
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he has in the past, he would lose 11 cents per pound plus the loss in removing th, 
skin, tissues, and trimmable fat he would have to remove in cubing this steak 

Chain stores which are classified under Order No. 25 revised as 3 and 4 gr: 
and 3B and 4B group have normally sold beef at practically the same pric 
As Order No. 25 revised classified these two into two groups of prices accord 
to the profit during the base period it further hurts the retail industry. |[{ 
study was made there would be a very small percentage of retailers who | 
torically sold beef cheaper than his competitor. As Order No. 25 revised se; 
ated these classes by a margin of profit for total operation and not for 
operation, practically all chains are forced to meet the prices of their « 
petition, the few that are classified in 5B and 4B group. These 3B and 
prices that are existing under Order No. 25 revised will do little more than ¢ 
the retailer a replacement on his cost. For example, in our area the cha 
are now classified as 3B and 4B stores. Prior to Korea, their selling prices 
were greater than those of my organization which are now classified in 3 and 

The tests enclosed were conducted by OPS technicians according to OPS cut! 
methods and trim to produce true and accurate figures. They show that de 
itely the retailer is suffering a great loss on his beef operation and has bee: 
paying this same penalty under No. 25 and No. 25 revised. I urge you to gi 
us some immediate relief. I further recommend that beef be decontrolled or ¢} 

a sizable margin be established immediately so the retailer may receive } 
normal margin. 

I want to thank you personally for your interest shown and all the courtesies 
you have extended to the Meat Industry Advisory Committee as well as th 
industry itself. I feel that a great burden now rests with you and your orga 
ization, to straighten out the inequities that exist. It is a very serious proble: 
and I want to offer my help in any way possible to help correct the situati: 

Thank you again for having the personal check made of the cutting tests 

Very truly yours, 
F. L. Outrraw, Vice President 

Enclosures 


Waster cutting test '—5\% cattle cut strictly according to OPS specifications 


{All cattle, grade Choice] 


Weight 


Pounds | Ounce: 


FOREQUARTERS (1,477 POUNDS 7 OUNCES) 


270 pounds 3 ounce 
Shrinkage 
Fat 
Bones 
Boneless rib steak 
Short ribs 
lrimmings 
7-ineh rib, bone in 
Total ribs 
Plates (210 pounds 15 ounces): 
Shrinkage 
Boneless plate 
Ground beef 
Bone-in plate 
Fat 
Bones 


Total plates 


Chucks (785 pounds 8 ounces) 
Shrinkage 
Bone-in chuck 
Boneless chuck 
Lean stew 
Ground beef 
Fat ; oe 
Bones 
Bone-in arm roast 
Lean ground beef 
Boneless neck 


Total chucks 


Footnote at end of table. 
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Master cutting test ’—5¥, cattle cut strictly according to OPS specifications—Con. 


Br 


fon 


I 


pe 


Cuts 


kets (122 pounds 8 ounces): 
Bone-in brisket - 
Ground beef 
Fat 
Shrinkage 
Total briskets 
nk (87 pounds 6 ounces): 
Boneless shank 
Bones 
Shrinkage 
rotal shank 
lotal fores 
HINDQUARTERS (1,458 POUNDS 1 OUNCE) 
is (684 pounds 4 ounces): 


soneless round 
Boneless rump 


1 





ip roast 
Boneless shank 
Ground beef 

Boneless heel of round 
Fat 

Bones 


Shrinkage 
Total rounds 


lanks (167 pounds 7 ounces): 
Flank steak 
Flank meat 
Fat 
Bones 


shrinkage 
otal flanks 


iney knob (78 pounds 4 ounces 
Kidneys 
Fat 
Ground beef 
ing tender 
Shrinkage .. 


Hangi 


ota! kidney knobs 


| loins (528 pounds, 

Bone-in sirloin 

lip roast 

I’-bone steaks 

Ground beef 

Boneless sirloin: 
Top 
Bottom 

renderloin 

Fat 

Bones 


Shrinkage 


4 ounces 


rotal full loins (528 pounds, 4 ounces) 
rotal hindquarters (1,458 pounds, 1 ounce, 
Total retail: 

Forequarters 

Hindquarters 


Total 
2,395 pounds, 8 ounces at 57.70 cents, 


Profit (16.81 percent 


Pests conducted by Mr. H. D. Shadid, OPS. 


inds 10 ounces; cattle No. 6, 615 pounds 11 ounces, 


Cattle No. 1 (1 side) 
~ pounds 6 ounces; cattle No. 3, 447 pounds 12 ounces; cattle No. 4, ! 


Weight 


Pounds 


96 


999 


Yu 






— Price 

Ounces 
8 $0. 56 
13 65 
l 045 
) 
s 
1 U.72 
1 007 
I 
6 
7 14 
10 9 
10 1.14 
rr 72 
4 65 
2 RE 
2 04 
8 OO75 
0 
4 
14 0. RF 
; 65 
10 15 
0 O075 
12 
6 ) 
7 45 
15 65 
] 
4 
15 1.14 
‘ 1.14 
10 1. 20 
9 f 
10 1.39 
15 1.14 
0 1. 78 
14 45 
0 0075 
N 


Exten- 


sion 


892 


» 228 pounds 9 ounces; cattle No 
7 pounds 8 ounces; cattle No 


04 
83 


O04 


91 





9 
2 
3 
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Murray LABorarory, 
Greenville, 8. C., October 22, 1951 
Analyses: No. M—46, 483, and M—46, 484. 
Marked: As shown. 
From: Dixie-Home Stores, Greenville, S. C., October 19, 1951. 
For: Dixie-Home Stores, Greenville, S. C. 
Basis: As received. 


Dixit-HoMeE Stores, INc., 
Greenville, S. C.: 
Report on two samples of ground beef. 
Sample marked “L”: 
Moisture 
Fat 
Sample marked “R’ 
Moisture 
Fat 
Respectfully submitted. 


MvurRRAY LABORAT 


Dixte-HomMe Srores 
Greenville, S. C., October 25, 19 
RVAL L. ERICKSON, 
issistant Food Price Director, 
Tempo S Building, Washington, D.C 
Dear Mr. Ertckson: In reviewing my letter and copies of tests submitted 
you October 24 I find the listing on boneless chuck may be somewhat misle 
Actually, the item listed as boneless chuck was boneless shoulder roast, 
carries the same ceiling price as boneless chuck. Mr. Shadid’s listing o1 
item showed boneless chuck. In order for our copies to agree with his, our 
showed this same listing. We only boned out one chuck. Just thought I wi 
call this to your attention. 


rhanks again for all your courtesies. 
Very truly yours, 
F. L. OurTtaw, Vice Presid 
EXxHIsIT K 


U-Tore-M Grocery Co 
McKenzie, Tenn., September 18, 19 


Vembers of the Senate Banking and Currency Committee, Wash 


HAIRMAN, GENTLEMEN OF THE COMMITTEE: On behalf of myself and 
we wish to express our appreciation for the opportunity to be hea 
mimittee on the Wilson amendment to the Capehart amendment 
Defense Production Act recently signed into law, which you now have w 
onsideration and which so vitally affects our operations as a retail gro 
rand on your action depends our ability to continue in business o 
ict of ultimate liquidation. 

through American justice, is always given a full and 

even down to the smallest details. As a member of the g 
re that condemned man and find ourselves backed up against 
ight to the best of our ability for the opportunity of survival 
existence and trust you will hear me through in my feebl 


u the true facts in evidence of the over-all picture, as only 01 
T 


Yeu 


‘ 


true facts surrounding would it be possible for you to am 
r, and just decision on the item or items now under consid 
vhen America was the land of opportunity and free 
ice to all and little did we think there would ever be : 
own Government would deliberately regulate us into liquid 
ikruptey. But that is now definitely in prospect under the OPS 
ng and maintaining price ceilings for the grocery industry 
ic in their make-up and under which it is physically impossib 
of operations 
been and are now pricing under the established ceiling mar 
the result that from the moment such ceilings became effective 


t 
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have operated at an actual cash loss to the extent of fifty-eight hundredths of 
1 percent per month on each dollar sales made. 

The first time in the history of our company that we have ever operated in the 
red. Even back in the depth of the worst depression our Nation has ever known 
we managed to keep our head above water and operated continuously in the 
black, 

Margins provided in CPR-15 are so erratically out of line, many of which are 
excessively high and must be marked down to common sense normal practice, 
while most of the groups are so unreasonably low and inflexible that it is now 
and will continue to be impossible to cover the cost of operations so long as such 
strait-jacket limitations remain in effect without provision for recovery of the 
continuously increasing cost of operations which the proposed Wilson amendment 
denies to the retail grocery industry. Most any firm can take a loss of $5,000 or 
$6,000 for one or two months, while corrective measures are being promulgated, 
but to do so consistently, month after month, can only result in eventual liquida- 
tion and/or bankruptcy. 

There are only two groups that have any possible chance of survival under 
presently administered regulations and that is, first, the very large financially 
strong corporations who may be in position to draw heavily on their cash re 
serves, but even they could not continue so doing indetinitely. Second, are the 
great number of the small (and some medium and large) merchants, who did 
during OPA days and are doing today and will continue in the future to ignore 
the law and all ceiling prices and continue to set their own prices on a legitimate 
flexible basis sufficient to meet their individual local needs and cover their cost 
of operations, living and capital gain requirements. We are caught in betwee! 
these two groups and must meet the Competition of both. 

As to the former we cannot equal, as we being a partnership operating in a 
small Way have no cash reserve from which to draw. Our operations must be 
at all times maintained on a current basis and so long as we were permitted to 
exercise our own initiative on a flexible basis of pricing tailor-made to our own 
local environments and normal practices, we could take care of ourselves yer) 
comfortably in our small town country operations. As to the latter group, there 
can be no solution but a flexible system of pricing made legal by law or resort 
to similar practice for which procedure liquidation would be more preferable 

Without question America now has the most efficient and economical distri 
bution system in the world and no other industry, not even in America, has o1 
does equal the efficiency in low cost of distribution of that of the present-day 
grocery industry and any regulations that have the tendency to hamstring such 
normal competitive low cost in distribution to the point of liquidation can only 
result in ultimate higher consumer costs to all. 


For some reason the OPS did not and are not taking a realistic view of the 
over-all situation in their effort to set up ceiling prices and in soe doing have 
singled out, discriminated against and are making a goat out of the grocery in 


dustry. 

We feel sure you gentlemen of the committee will agree that it is an impossi 
bility for any group of men to sit in Washington and set up a strait-jacket of 
rigid, nonflexible schedules of selling margin percentages on each item or groups 
of items for a most keenly competitive market that can be applied fair and 
equitably to all within any industry and at the same time specifically ignoring 
all increases in the cost of operations and excluding any and all provisions of 
recovery of such increased costs associated and related thereto, 

Such procedure could only be accomplished in extreme emergencies in time of 
serious and acute scarcities of all supplies when normal practices, price and pric 
competition are nonexistent and cease to be a controlling factor such as pre 
vailed in the OPA days. 

There are just as many different methods and procedures required in setting 
up margins in a competitive market as there are different types of customers and 
as there are different customs in buying and as there are different individual 
merchants: selling. Therefore, any system of margins must be made flexible 
along the lines of normal practice to work successfully. This the OPS must have 
recognized and acknowledged in (their) providing ceiling prices on drp goods 
clothing stores, variety stores and in fact every other industry (with the ex- 
eption of and at the discrimination against the grocery industry). when ceilines 
were provided by the OVS for such operations on the fair and equitable flexibl 
basis of their individual historical margins. If it was feasible for the OPS to 
provide ceiling prices on the basis of individual historical margins for the dry 


96ER10 52 pt 1 ott 
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coods merchant, the clothing stores, variety stores and all other such operati: 

it would have been even more feasible and practical to have set up the groc 
margin on the same basis in that grocery items are far more easily indentiti: 
and accessible for rapid spot checking than any of the other industries for whi 
historical percentages Mark-ups are now provided. 

No doubt OPS officials are and will continue to say, regardless of all evide: 
against their arguments, that their present ceilings “did work” and wi 
sufficient back in OPA days of World War II from which they were co) 
and which, in some degree, are correct. But there can be no compariso: 
the operations of today to that of the OPA days in that cost of operations tly 
had not kept up with the rapid spiral of prices and much of which costs wi 
still based on prewar costs, such as rent contracts. Many of these were neg 
tiated at the low prices prevailing prior to the war. Labor cost during 
OPA, we thought, had hit the sky. But as we look back today, the prices p 
for help then was merely peanuts compared to the labor cost today. T! 
the labor costs had as its basic foundation the old 40-cent-per-hour minim) 
wage law compared to the 75-cent-per-hour minimum today; and while 
labor rates during OPA were higher than the 40-cent minimum, they are to 
far more in excess of the present 75-cent minimum. In fact, all down the 
of expenses, the cost of operations today is 50 percent or more in excess of (! 
of the OPA era. 

Yet, in spite of and completely disregarding the fact of this tremendous 
crease in cost of operations of which they must be fully aware, the OPS lh; 
set and continue to insist that we must operate on the low-margin basis 
the OPA from which present ceilings have been set up. Under which it is 
physical impossibility to operate on any other basis than a monthly loss. Whe) 
merchandise costs $1 and then 15 cents expense to distribute and be fore 
to sell for $1, it is only common sense that a loss must be sustained to the point 
of ultimate liquidation. In addition to the lower cost of operation during OPA 
days, there was an acute scarcity of merchandise. Not just one or two itenis 
but of every item. There were no questions of price or price competition 
any item. Normal practice and price competition was nonexistent as a resu 
of the acute shortages and by reason of which there was never a mark-do 
required or expected below ceiling. If it could be found, regardless of wh 
Was, it commanded ready sale at maximum OPA ceiling, whereas today th« 
is no such searcity or shortage of a singe item in our territory. Not even be 
about which the OPS officials have been “beefing about” and such shortas 
of beef as might at times exist is not actual but artificially brought on }\ 
slanghtering-quota system for which there is no need locally and if remev 
would hold local retail beef prices down through keen competition. In setting 
up the present CPR 15, “Schedule of Margins,” it is apparent that OPS follow: 
the previously set-up margin schedule of OPA with but few revisions and wit! 
giving due consideration to, nor making provision for, the enormous increased 
cost in operations—most of which old schedules were too low under OPA but 
at the same time, quite a few items were set then as now at margin percentag 
far in excess of normal practice and local custom, which, however, during OPA 
days of acute shortages made no difference as the maximum scheduled mirg 
of OPA prevailed and as there were no mark-downs required, a portion of | 
losses sustained on loss-margin items were recovered through the sale of excé 
margin items, which, together with the lower cost of operations during OPA 
we were all able to operate under the OPA with sufficient income to av 
operating at an actual loss. 

Today, the picture is quite the reverse from that of the OPA days in th 
there is plenty of everything in the grocery line and a surplus of many it 
and all must be sold on a most keenly competitive market. This results in mat 
downs of all of the items on which the OPS guessed wrong in setting the marg 
percentages in excess of local common practice. For instance, the OPS gavi 
margin on corn meal, which, as you know, is a quantity item in country towns 
of 25 percent: whereas it has never been sold in our territory at a margil 
over 15 percent This means a mark-down of 10 percent from the OPS expect 
tion. Likewise on lard. You gentlemen are familiar with the country folks 
custom of buying lard in quantity; that is, one or more 50-pound cans at a tin 
on which the normal practice customary margin has been around 10 peres 
whereas OPS ceiling is based on 17-percent margin which cannot be obtain: 
in a competitive country market and must be marked down to the customa! 
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historical margin of 10 percent or less. These are but two of the many examples 
in which historical practice forces drastic mark-downs from the OPS over-all 
schedule and which was not and probably could not have been foreseen by OPS 
and no provision made for recovery of such lost anticipated margin. As I men- 
tioned above, there are just as many different practices of setting up margins 
as there are different localities, different customs of buying, different types and 
classes of customers, different methods of operation and different individual 
merchants selling. There is no one man or group or groups of men that can sit 
in Washington or anywhere else and set up a strait-jacket of rigid and nonflexi- 
ble schedules of margins to tuke the place of individual locality, common prac- 
tices in any competitive field. There is only one man (together with his imme 
diate associates) that is qualified to set up practical, common-practice margin 
for each and every establishment and that is the individual merchant himself 
who is thoroughly familiar with the details of what is required for his customers 
ind the successful operation of his individual business. 

The Wilson amendment to the Capehart amendment which you have under 
consideration is merely another attempt to discriminate against, by the exclusion 
of the retail grocery industry from recovery of the increased cost of operations, as 
provided in the original Capehart amendment. This, gentlemen, would be a 
grave injustice against the grocery industry as only through the recovery of such 
increased costs will it be possible to avoid ultimate liquidation in view of the 
heavy increased expenses which continue to mount month after month. 

For instance, today’s costs reflect increases over that of the OPA days in 
excess of 50 percent. The principal items of which being rent, 61 percent; labor, 
#2 percent; social security and other taxes, 50 percent: construction, repairs, 
and maintenance, 50 percent: and nractically every other item in proportion. 

Today's costs over that of pre-Korean of June 1950 reflect rent up 15.59 per- 
ent; wages and salaries, 10 percent, with another 5 percent now due and pend- 
ing; construction, repairs, and maintenance up 10 percent, and other items in 
proportion. 

The 16 weeks immediately following the effective date of CPR 15 compared to 
the 16 weeks immediately preceding, reflect in actual operations a loss in margins 
of 2.80 percent and an increase in cost of operations of 1.33 percent resulting in 
1 net cash loss of 58 percent per month on each dollar of sales made. 

The OPS officials no doubt are and will use the argument that the pass through 
of the increased cost of operations provided for in the Capehart amendment and 
the pre-Korean mark-up provided in the Herlong amendment would break down 
price controls which is not true in any detail. They merely set up the flexible, 
fair, and equitable system of individual pre-Korean historical margin of com- 
mon practice so vitally necessary to cover the requirements of each of the wide 
variety of retail establishments and individual locality and customers’ buying 
habits and customs, together with the sound business provision of current in 
creased cost of operation coverage required by all banks, but which the proposed 
Wilson amendment is designed to eliminate with respect to the retailer only and 
the passage of the Wilson amendment would reflect serious discrimination 
igainst the grocery industry to the ultimate breakdown of our distribution 
system and eventual higher consumer costs to all. 

The grocery industry is asking no special favors, just a fair and equal oppor 
tunity to exist efficiently and in the event we are granted the restraining order 
und safeguards as provided in the original Capehart and Herlong amendments 
as passed into law without the discriminating effects of the now proposed Wilson 
amendment, we can and will pfill out of the present hole of quicksand into which 
we are so rapidly sinking as a result of the presently administered OPS un 
workable regulations. 

It is with sincere apology that it has been necessary to go into such length to 
state our case, but a ship dashed on the rocks by uncontrolled forces must be 
rescued. The time has come for us to become panically alarmed as only through 
quick and effective action in providing a safe and stabilized basis of operation 
can financial disaster be avoided, not only to us but to many others caught in the 
same trap. 

With this, gentlemen, we rest our ease and trust in your fair and deliberate 
consideration with equal justice to all. 

Respectfully submitted. 


U-Tore-M Grocery (Co., 
GLEN A. KING. 
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Exuisit L 
SEPTEMBER 21, 1951 
Mr. Mrcnaen DISALLE, 
Director, Office of Price Stabilization, 
Washington, D. C. 

Dear DrrecrorR PISALLE: This is not a petition, it is instead a statement 
some very sorry facts about a $25,000,000 corporation. 

Hnelosed you will find an impossible situation. It is the results of the oyx 
tion of the Market Basket Stores for March through July 1951, We ask J 
to look at it carefully. 

This corporation is celebrating its fiftieth anniversary this year and in 
4) previous years, despite bad local conditions, national depressions, or 
other cause, the company has made a profit. This should indicate excelle, 
operation. In our fiftieth anniversary year, the Market Basket stores 
show a loss under OPS controls unless we are given immediate relief. 

In July of this year our grocery store operation, you will notice, lost $14.21 
The billed gross for the 4 weeks during that month to our stores was 15.938. 15.62 
and 15.38 percent, in that order. Our billed gross to stores for August w; 
15.11, 14.25, 14.80, and 14.14 percent, You can see that August will show 
a loss that will be staggering. 

Over the last 4 years the profits from our stores average, before taxes, $2U8 


275. For the vear 1951, this undoubtedly will change to a loss, and a gov 
sized one. How will we explain this to the institutions that supply the financing 
for this corporation? It took the writer of this letter 50 years to build t) 
corporation to its present $25,000,000 volume. It would seem far from fair 
for governmental regulations to destroy the business in 1 year. 
Our industry and more especially the Market Basket Corp. must have relief 
at once. We respectfully ask your careful and immediate consideration. 
Very truly yours, 
Tue MArKetT Basket Corp 
H. E. Hovey, President. 


Varket Basket Corp 


Net sales 


$268, 684 
746 


Su 


y 
ry 
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Exuisir M 


,N ADDRESS GIVEN BY WALTER F. STRAUB, FOUNDER AND HEAD OF THE LAKE SHORE 
HONEY ORGANIZATION, BEFORE THE FOOD PRODUCTS CLUB OF CHICAGO ON THURSDAY, 
TANUARY 11, 1951 


(Walter Straub has been active in the production and distribution 
of food products for over 30 years, and also served in Washington 
and overseas during World War II. As Director of Food Rationing 
in 1943-44 he was credited with the simplification and realistic ad- 
ministration of the rationing program, which increased its effective- 
ness and made it less burdensome to the public. After a survey of 
German food plants for the Army in 1945, he was recalled to Gov- 
ernment service by Secretary of Agriculture Anderson to assist in 
the famine emergency program.) 


PRICE CONTROL WITHOUT ANOTHER OPA 


\ plan to encourage production and discourage black marketing while admin- 
istering controls at minimum cost 


[I appreciate this opportunity of exploring with you a few thoughts about 
preventing more inflation by controlling prices and hope that we may arrive at 
some practical conclusions on this problem today. But while we are at it, let’s 
remember that in talking about any kind of price control program we are dis- 
cussing only a secondary means of reaching our goal. Greater productivity- 
more goods and services to satisfy the increased purchasing power of the people 
more production is the No. 1 brake on the inflation merry-go-round. Some of 
the extra purchasing power can be siphoned off through higher taxes, but that 
technique has its limitations. 

So, if we must plan for price control let’s make sure that the tail doesn’t wag 
the dog. Let’s make sure that price control as a means of stemming inflation 
does not damage the saving factor—a high rate of production. We all remem- 
her how production suffered under the individual item rigid price fixing which 
was in effect durng our World War II control program. Il)ve to interrupted 
production and the consequent scarcity of goods, our price officials had the un- 
happy experience of witnessing the constant increase of black market operations. 

There are recorded in history even more unhappy experiences among price ad- 
ministrators in earlier years. Perhaps it might be interesting to take a few 
minutes to see what happened to some of the particularly tough fixed-price 
planners of the past. 

In Bablyon 2,100 years B. C.. King Hamumnurabi established fixed prices and 
wages. Here I can only guess that the resulting shortages may have started 
Babylon on its famous tumble. 

Four hundred vears B. C. government planners in Greece decided to control 
prices and allocations of wheat. The plan was a dismal failure. The black 
marketeers were put to death—and, incidentally, so were the government plan- 
ners. In mentioning this last, I hope that it will not be inferred that any reec- 
ommendations are being made. 

About A. 1D). 300, Diocletian in Rome froze all prices and imposed the death 
penalty for vielation. In A. D. 214. the law was set aside because so much 
bloodshed and so little food production resulted. 

In A. D. 361, Emperor Julian of Rome froze all prices solid—and he was the last 
of the Roman emperors to try that scheme. 

Both Great Britain and France at various times from 1199 to 1789 tried all-over 
price freezing and always the laws were repealed. 

Perhaps we should dismiss these examples as old stuff about which the facts 
ire necessarily Oobscure—yet they testify to some extent that rigid price freezing 
of every item that the consumer needs doesn't work, even when the death penalty 
for violation is imposed. If you decide that these hazy examples from the past 
do little more than to liven up this discussion, please remember that there is no 
success story in the lot. 

World War IIl’s OPA in many respects is an epilog in this history of trials and 
tribulations. Let me recall to you a few reasons why 

When a price increase for a raw material or commodity was approved officially, 
either because a drop in production or a wage adjustment required it, this price 
increase was reflected immediately in higher costs for the manufacture of hun 
dreds and perhaps thousands of other products having that raw material as an 
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ingredient. And because fixed and rigid dollars-and-cents ceilings were in eff; 
on those many items, special petitions for price adjustments were necess, 
These petitions flooded Washington in such termendous numbers that even 
large staff available needed many months to process them—and all that | 
the manufacture or distribution of many of those items stepped altogethe: 
must not repeat that mistake. 

Enforcement of price regulations was difficult particularly bécause it was 
the hands of a new organization which had to be recruited with great spe 
and consequently was inexperienced—and furthermore, black marketeers ki 
that this organization would disappear with the end of the war. For exan 
the shortage of meat in legitimate channels of trade was serious in those d 
and it reflected the tremendous increase in “under the apple tree slaughter 
who not only diverted legitimate supplies, but wasted valuable medicina 
products. There were, of course, many other shortages and this is only 
example. A more effective method of enforcement this time would be 
improvement. 

The OPA price-control staff included many very sincere and capable mer 
did a good job considering the complicated program which they had to 
Statistics show that their work did help to hold the price line, and thers 
desire at this time to minimize their contribution toward holding dow: 
tion. Rather, our objective is to recognize the undesirable aspects of th: 
price-freeze program, so that perhaps we can reach the same goal now 
less maladjustment, and at a lower cost to the taxpayer. 

Now, obviously, I take the risk of oversimplifying. But with the convicti 
that effective price control can be inaugurated and maint&imed | recomun 
the following: 


1. Control of individual items or commodities at specific prices would bi 
stricted to basic raw materials before they enter the stream of manufactur 
conversion, or distribution. 


2. Wages and salaries would be frozen contemporaneously With the estal 


ment of control of raw material prices, as provided by the law now in force 

3. All industries or business enterprises which do not farm, mine, or ext 
the limited number of basic raw materials covered by definite price ceilings 
would be frozen at their gross margin or mark-up percentage (the gross 
centage remaining after the sum of payroll plus materials or merchandis¢ 
chased is deducted from net sales). 

$. Manufacturers, wholesalers, retailers, and service organizations wo 
lect any year, or the average of the 4-year period ending not later than Ju 
1950, and file their gross margin percentage with the nearest Income Tay 
vision office of the Treasury Department. 

5. The Office of the Director of Price Control would administer basir 
material price levels only, thereby eliminating a countless moraber of proc 
and fabricated items which would be controlled automatically by the 
margin freeze. This would enable a saving of possibly a billion dollars or 1 
over a period of 5 to 5 years, as the Washington staff would be small ai 
tremendous new field force would be required. OPA had 60,000 paid em 
at the peak. 

6. The many district offices of the Income Tax Division of the Treasury D 
partment which are already organized would enforce the gross-margin 
by spot checking the gross-margin returns which every business (asic 
basic raw material producers) would make on a simple quarterly-report fo 
If at the end of the year any business exceeds the mark-up percentage origi! 
filed, the excess plus a 50-percent penalty would automatically go to the G: 
ernment 

It would seem that this method of basic raw material and mark-up percentag 
control will help stop inflation and profiteering. Prices to consumers will 
vance or decline only when prices of raw materials or commodities are permit! 
to fluctuate legally. 

It will be true that manufacturers, processors, canners, wholesalers, jobbe 
and retailers will make more or less dollars of gross margin or mark-up sh: 
prices of raw materials and commodities fluctuate, but this would not dest! 
or emasculate the purpose of price control. The advance or decline in | 
at the retail level will still reflect official approval of any fluctuation in p 
of raw materials or commidities. Should additional dollars of gross profit 
mark-up be made, these of course would be subject.to taxation of all kinds w! 
would siphon off some extra purchasing power while bringing in more revel 
to the Government 





DEFENSE PRODUCTION ACT AMENDMENTS OF 1952 785 


When wage adjustments by Government action are necessary due to hardship, 
these could be made without cutting production or employment instead of the 
manufacturer being forced to await approval of a new price as was necessary 
under the old all-over freeze method. The new price would be automatic under 
(he gross mark-up freeze provisions of this plan. A simple calculation based 
upon the gross mark-up percentage at which the manufacturer was frozen would 
give him the new price immediately. 

I believe we must assume that some wage adjustments, and price adjustments 
of basic raw materials may be necessary if hardships develop under any type 
of a price- and wage-control program. The incentive to keep production up 
must be preserved for workmen and the farmer as well as management. The 
consumer actually profits when plenty of merchandise is kept available in legit- 
mate channels of trade. We should remember that black murkets need con- 
sumer customers to flourish as well as shortages. If pinching pennies with tight 
individual item ceilings reduces production, the official prices may look good but 
consumers may be paying much higher unofficial prices in the black markets. 
Furthermore, the black-market boys have learned many new tricks while oper 
ating under the old OPA plan, and that experience would make the situation far 
worse this time. 

The consumer, in my opinion, will benefit from the freedom of normal mer- 
chandizing activities which this gross margin freeze method offers to mannu- 
facturers, Wholesalers, and retailers. Each group can sell specials at a saving 
to its customers without being penalized by every-item tight ceilings that pre- 
vent recovery on an all-around operation. 

Profiteering against the consumer is impossible without paying the penalty 
to the income-tax collector who is watching that frozen gross margin percentage. 

There will be available in the Department of Internal Revenue the actual 
profit and loss or operating statements of every concern doing business in the 
Nation. The Department of Internal Revenue through its past history, its 
obligations and responsibilities under the law, is efficiently qualified to admin- 
istrate this type of control. 

This Department is presently manned by expert accountants, investigators, 
and enforcement technicians, all with just the experience, knowledge, and train- 
ing to do an effective job of administering and enforcing needed regulations. 

Preliminary consultations with authorized representatives of the various 
industries should be conducted before regulations are promulgated in order that 
the practical experience and knowledge of each industry be utilized in framing 

cceptable and effective regulations. Thus new regulations would receive the 
hecssary cooperation, support, and active approval of a substantial majority of 
business leaders and executives. 

In this way the new regulations would start out with reasonable assurance 
of public approval and support, without which no enforcement of any law or 
regulation can be effective. 

The thinking of this plan goes back a year or more and several outstanding 
men in our industry have checked it and also have made a valuable contribution 
toward its presentation. Obviously further technical additions to cover admin- 
istrative and legal considerations are needed, but these can come later—if enough 
interest develops. 

I would hope, if you think well enough of this plan to give it your blessing, 
that together we might help our leaders in Washington solve a vexing problem. 

I sincerely believe that our proposal would proetct the consumer interest, 
would encourage the worker, the farmer, and management to increase productiv- 
ty, would save perhaps a billion dollars in administrative costs, and would let 
business live in the meantime. 
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ExHiBit N 


Brockton Public Market, gross margin percentage 
Grocery 


20. § 
17 
17 
18 


if 
17.81 
19. 84 


17. 40 


13. 54 


SECOND SUPPLEMENTAL TO STATEMENT OF SAFEWAY STORES, INC. 


SUGGESTED DRAFTS OF AMENDMENTS TO THE ACT SUBMITTED FOR THE CONSIDERATIO 
OF THE COMMITTEE TOGETHER WitH A BRIEF EXPLANATORY NOTE AS TO 
Krrect Each Woutp HAVE 


-ROPOSED AMENDMENT TO SECTION 401 OF THE DEFENSE PRODUCTION ACT Ot} 
AS AMENDED 


This amendment is designed to insure that it is clear that the congressiona 
intent to protect the national economy includes the intent to protect business from 


undue hardship in a controlled economy. 

If amended as hereby proposed section 401 would provide: 

“It is the intent of Congress to provide authority necessary to achieve thy 
following purposes in order to promote the national defense: To prevent inflat 
and preserve the value of the national currency; to assure that defense app 
priations are not dissipated by excessive costs and prices; to stabilize the 
of living for workers and other consumers and the cost of production for farmers 
and the cost of doing business for businessmen ; to eliminate and prevent profites 
ing, hoarding, Manipulation, speculation, and other disruptive practices resulting 
from abnormal market conditions or scarcities ; to protect Consumers, Wage ear! 
ers, investors and persons with relatively fixed or limited incomes from undue 
impairment of their living standards; to prevent economic disturbances, labor 
disputes, interferences with the effective mobilization of national resources, a 
impairment of national unity and morals; to assist in maintaining a reasona 
balance between purchasing power and the supply of consumer goods and services ; 
to protect the national economy against future loss of needed purchasing powet 
by the present dissipation of individual savings: to establish and preserve 
sound economy in American business and industry; to establish and maintail 
fair and equitable profit margins for farmers and businessmen and prevent tl 
impairment of reasonable profits and the creation or existence of undue financi 
hardship; and to prevent a future collapse of values. It is the inten 
Congress that the authority conferred by this title shall be exercised in ac 
ance with the policies set forth in section 2 of this act, and, in particular, 
full consideration and emphasis, so far as practicable, on the maintenance 
furtherance of the American system of competitive enterprise, including 
pendent-business enterprises, the maintenance and furtherance of a 
agricultural industry, the Innintenance and furtherance of a sound econon 
American business and industry, the maintenance and furtherance of s 
working relations, including collective bargaining, and the maintenance and 
therance of the American way of life. Whenever the authority granted 
title is exercised, all agencies of the Government deaiing with the subject ma 
of this title, within the limits of their authority and jurisdiction, shall coope 
in carrying out these purposes.” 


} 
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PROPOSED AMENDMENT TO SECTION 402 (B) (2) OF THE DEFENSE PRODUCTION Act 


OF 1950, AS AMENDED 


This proposed amendment has two effects: 

(1) Requires a finding that a material or service is in short supply before a 
ceiling may be imopsed upon such material or service. 

(2) Requires specific findings of fact in the statement of considerations as to 
items (i) to (vi) (presently (i) to (v)): 

(3) Provides that all existing price regulations shall become void unless 
the President makes a finding that material or service covered thereby is in 
short supply. 

If the amendment hereby proposed is adopted, section 402 (b) (2) would 
provide: 

“(2) Action under this subsection may be taken either with respect to in- 
dividual materials and services and to individual types of employment, or with 
respect to materials, services, and types of employment generally. A ceiling 
may be established with respect to an individual material or service only when 
the President makes a specific finding of fact and sets it forth in the statement 
of considerations accompanying the rule, regulation, order, or amendment or 
supplement thereto establishing such ceiling that (i) the price of the material or 
service has risen or threatens to rise unreasonably above the price prevailing 
during the period of May 24, 1950, to June 24, 1950, (ii) such price increase will 
miuterially affect the cost of living or the national defense, (iii) the imposition of 
such ceiling is necessary to effectuate the purposes of this Act, (iv) it is prae- 
ticable and feasible to impose such ceiling, (v) such material or service is in 
such short supply as to threaten to cause a rise in the price of such material or 
service unreasonably above the price prevailing during the period from May 24, 
1950 to June 24, 1950, and (vi) such ceiling will be generally fair and equitable 
to sellers and buyers of such material or service and to sellers and buyers of 
related or competitive materials and service: Provided, That thirty days after the 
effective date of this Act, all ceiling price regulations, orders or amendments or 
supplements thereto heretofore issued pursuant to the provisions of the Defense 
Production Act of 1950, as amended, shall become void, unless the President 
shall specifically find that there is a shortage of materials or services regulated 
thereby, and no rule, regulation, order or amendment or supplement thereto 
shall hereafter be issued under this title establishing a ceiling price on any 
material or service in the absence of a specific finding of fact that such material 
or service is in short supply.” 

PROPOSED AMENDMENT TO SECTION 402 (CC) OF THE DEFENSE PRODUCTION ACT OF 1950 


AS AMENDED 


This proposed amendment is designed to remove certain of the “carte blanche” 
aspects of the statute. It imposes upon the President a more positive responsi 
bility which is more easily reviewable by the courts than the comparatively 
nebulous standards now set forth in this section. The principal changes pro- 
posed are: 

(1) Deletion in several instances of such phrases as “insofar as practicable,” 
“in the judgment of the President,” “he finds to be,” and “give due considera 
tion to”; so as to require regulations and orders to be based on facts rather than 
opinion or guess, thereby providing a proper basis for court review in the 
event of controversy. 

(vl) Requirement that the President give due consideration to differences in 
costs attributable to variations between regions. 

(3) Imposition upon the President of the duty to promulgate a statement 
of considerations to accompany each regulation he issues, which must set out 
in full the factual basis for the regulation, including findings of fact, and which 
is to be regarded as part and parcel of the regulation. 

(4) Requirement that the President must make provision for individual 
application for adjustments to prevent or correct hardships and inequities 

If amended as hereby proposed, section 402 (c¢) would provide: 

“In exercising the authority conferred in this section, the President shall 
scertain and give due consideration to comparable prices, rentals, commissions, 
Inargins, rates, fees, charges and allowances and to comparable salaries, wages, 
or other compensation, which were representative of those prevailing during 
the period of May 24, 1950, to June 24, 1950, inclusive, or, in case none prevailed 
(uring this period or if those prevailing during this period were not generally 
representative because of abnormal or seasonal market conditions or other cause, 
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then those prevailing on the nearest date on which they are generally represe) 
tive. The President shall also give due consideration to the national effor 
achieve maximum production in furtherance of the objectives of this act 
Cetermining and adjusting ceilings on prices with respect to materials and si 
ices he shall provide appropriate increases or decreases in such ceilings 
prices for such relevant factors as are of general applicability 
respect of such materials or service, including the following: Speculative 
tuations, general increases or decreases in cost of production, distribution 
transportation, and general increases or decreases in profits earned by sel|, 
of the material or by persons performing the service, subsequent to June 
1950. In establishing a ceiling price on or for any materials or services Ww 
this title, the President shall ascertain and give due consideration to differe; 
in material costs and the cost of labor and other costs of doing business 
erally incurred by those engaged in the sale of such materials or the furnish 
of such services in the region or regions for which such ceiling price is t 
established so that such ceiling price will reflect or make due allowanc 
such variations in such costs that exist between such regions, unless such 
price is to be uniform throughout the United States, in which case such ce 
price shall be established upon a basis or at a level that will reflect or make 
allowance for the highest of such costs which are generally incurred by th 
engaged in the sale of such materials or the furnishing of such services 
various regions of the United States. 

“Thirty days after the enactment of this paragraph no ceiling prices o1 
ceiling price schedules for any materials or services shall remain in eff 
become effective which vary or otherwise differ as between the sellers of suc} 
materials or the persons performing such services, based upon any Classificat 
of such sellers or persons according to the number of their sales or service w 
under common control or ownership, their sizes, or the volume of their purchas 
or sales or the volume of the services performed by them. In stabilizing 
adjusting wages, salaries or other compensation, the President shall give 
consideration to such relevant factors as he may determine to be of gene) 
applicability in respect of such wages, Salaries, or other compensation. Ea: 
regulation, order or amendment of or supplement to a regulation issued und 
this title shall be such as will be generally fair and equitable and will effectuar 
the purposes of this title, and shall include a Statement of the considerati 
involved in the issuance of such regulation, order, amendment or suppleme) 
Such statement of considerations shall set forth the objectives to be achie 
by the regulation, the reasons Why the attainment of such objectives will furt] 
the purposes of the Act, the means by which such objectives are to be achi: 
and a finding of the facts upon which the President bases and justifies the pri 
sions of such regulation, order, amendment or supplement, and shall be regard 
as a part of such regulation, order, amendment or Supplement. The Presi 
in establishing and adjusting ceilings with re¢ Spect to materials and services 
in stabilizing and adjusting wages, salaries, and other compensation, shall 
provisions in all regulations or orders for individual applications for ad 
ments to prevent or correct hardships or inequities.” 


PROPOSED AMENDMENT TO SECTION 402 (D) (3) OF THE DEFENSE PRODUCTION 
OF 1950, AS AMENDED 


This amendment is designed to insure that any person who is adversely affe: 
by a regulation which violates this section of the act may have standing to p 
test its illegality. 

It is proposed that the following paragraph be added to the end of se 
102 (d) (3): 

“Any person who is subject to a ceiling price on an agricultural ecommod 
or any material processed therefrom and who is aggrieved by any action take 
not taken by the President pursuant to this paragraph may protest such act 
or failure to act pursuant to section 407 of this Act.” 


PROPOSED AMENDMENT TO SECTION 402 (D) (4) OF THE DEFENSE PRODUCTION ACT 
1950, AS AMENDED 


This proposed amendment is primarily designed to permit any person at 
level of production, manufacture. distribution or service to make applicat 
for adjustment of ceiling prices under this section. In addition, it deli 
the July 26, 1951, time limitation for adjustments for increases or decreases 
costs subsequent to the highest price date between January 1, 1950, and Ju 
24, 1950, if such a ceiling price basis is used, 
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If amended as hereby proposed, section 402 (d) (4) would provide: 

“(4) Thirty days after the enactment of this paragraph no ceiling price on 
any material (other than an agricultural commodity) or on any service shall 
remain or become effective which is below the lower of (A) the price prevailing 
just before the date of issuance of the regulation, order, amendment, or supple- 
ment establishing such ceiling price, or (B) the price prevailing during the 
period January 25, 1951, to February 24, 1951, inclusive. Nothing in this para- 
graph shall prohibit the maintenance or establishment of a ceiling price with 
respect to any material (other than an agricultural commodity) or service 
which (1) is based on the highest price received between January 1, 1950, and 
June 24, 1950, inclusive, if such ceiling price reflects adjustments for increases 
or decreases in costs occurring after the date on which such highest price was 
received, or (2) is established under a regulation issued before the enactment 
of this paragraph. Upon application and a proper showing of his prices and 
costs by any person subject to a ceiling price at any level of production, manu- 
facture, distribution or service, the President shall adjust such ceiling price 
in the manner prescribed in clause (1) of the next preceding sentence. For the 
purposes of this paragraph, the term ‘costs’ includes the costs of material, 
indirect and direct labor, manufacturing, selling, advertising, office, and all 
other production, manufacturing, distribution, transportation, and administra- 
tion costs, except such as are unreasonable and excessive.” 


PROPOSED AMENDMENT TO SECTION 402 OF THE DEFENSE PRODUCTION ACT OF 1950, AS 
AMENDED, BY THE ADDIT£ON OF SUBSECTION (D) (5) 


This proposed addition to the act of section 402 (d) (5) is designed to prevent 
OPS from continuing to discriminate against retailers who perform, but are 
not allowed to recover the cost of their own preretailing functions, such as 
centralized buying, warehousing, warehouse-to-store delivery and private brand 
promotion, although such costs would be included in the cost of any commodities 
that a retailer purchased from outside suppliers. It further provides, when 
the calculated ceiling price includes a fraction of a cent, for rounding to the 
next higher cent 

Section 402 (d) (5), as proposed, would provide: 

“(5) Thirty days after the enactment of this paragraph, each regulation, order, 
imendment or supplement which established or establishes any ceiling price on 
r for the sale of any material to ultimate consumers shall provide that (i) 
a seller who is subject to such ceiling price and performs the same or substantially 
the Same procurement and distribution functions as those performed by other 
sellers Who sell such material for resale may adjust and increase his ceiling 
price for the sale, of such material to ultimate consumers by a percentage or 
an amount, as the case may be, which is equivalent to that which such other 
sellers are entitled te receive for their performance of such functions under 
the regulation, order, amendment or supplement imposing ceiling prices on their 
sales of such materials for resale, and that (ii) if the calculation of the ceiling 
price for a Sale to an ultimate consumer of one or more units of any such material 
results in a fraction of a cent, such seller may charge the next higher cent. For 
the purposes of this paragraph, ‘ultimate consumers’ shall not include govern- 
ment or institutional consumers or consumers who purchase for consumption in 
the course of trade or business and ‘sales for resale’ shall include all sales other 
than those made to ultimate consumers.” 


PROPOSED AMENDMENT TO SECTION 402 (G) OF THE DEFENSE PRODUCTION ACT OF 
1950, AS AMENDED 


The purpose of this proposal to amend section 402 (g¢) by adding a proviso 
is to permit any person in whose business practices, cost prices, or methods, 
r means or aids to distribution, changes are required by the exercise of regula- 
tory powers by OPS, to furnish specified proof of why he should be permitted 
to continue his practices. Upon proper proof the President shall permit him 
to do so 

If the amendment hereby proposed is adopted, section 402 (¢) would provide: 

“(g) The powers granted in this title shall not be used or made to operate to 
compel changes in the business practices, cost practices, or methods, or means 
or aids to distribution, established in any industry, except where such action 
is affirmatively found by the President to be necessary to prevent circumvention 
or evasion of any regulation, order, or requirement under this title: Provided, 
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however, That when the operations of any regulation would require any sy 
changes with respect to any person and such changes with respect to such perso 
are not in fact necessary to carry out the provisions of this Act, or are yor 
necessary to prevent circumvention or evasion, the President shall by o1 
provide that such person may continue such practices where such person upo 
application to the President and by proof shows: 

“(1) That his normal business practices which would require changes wer 
established prior to the issuance of such regulations or any of them (including 
those practices provided for by a written plan or policy) : 

“(2) The changes which the operation of any regulation or combination 
regulations or orders would require ; 

‘(3B) That the mainienance of such established practices would maintai 
normal relationship to the ceilings on prices established for competitive selle) 
of the same or similar Commodities and would not cause increases in the ley 
of retail prices generally ; 

“(4) That the operations of such regulations would compel such pers: 
ceilings on prices, or the cost to which such person’s permissible inark-ups 01 
margins under any applicable regulation or order are applied, to be abnorma 
low in relation to the ceilings or costs for the same or similar commodit 
service established for competitive sellers: 

“(5) That such required changes would subject such person to substantia 
hardship.” 


PROPOSED AMENDMENT TO SECTION 402 (K) OF THE DEFENSE PRODUCTION A 
1950, AS AMENDED 


This amendment is designed to cause the application of the standards 
section 402 (k) to all regulations now in effect, and to make it clear that this 
section applies to individual sellers as well as sellers generally. Phe majo 
changes proposed herein are: 

(1) Deletion of the words “hereafter.” 

(2) Singularization of the word “sellers.” 

(3) Computation of customary percentage margins on the basis of ea 
brand, grade, size, and quantity of a material sold during the base period 

If amended as hereby proposed, section 402 (k) would provide: 

‘(k) No rule, regulation, order or amendment or supplement thereto shall 
issued or remain in effect under this title, which shall deny to a seller of materials 
at retail or wholesale his customary percentage margins over the cost of eac) 
Inaterial during the period May 24, 1950, to June 24, 1950, or on such other 
nearest representative date determined under section 402 (¢), ’ 
records during such period. Upon application and a proper showing of | 
customary percentage margins for such period by any sellér of materials 
retail or wholesale subject to such rule, regulation, order or amendment or supp! 
ment thereto, the President shall adjust the ceiling prices of such seller s 
to grant him his customary percentage margins in the manner described 
hext preceding sentence. Such customary percentage margins shall, in all ¢ 
be those computed for each material and each brand, grade, size, and quant 
of such material sold by such seller at retail or wholesale during such pet 
In the case of any such seller at retail or wholesale who, during such peri 
Sold such material at more than one place of business and whose customa 
percentage margins for the same material, or the same brand, grade, size 

ty of material differed or varied as between the different places or ar 
or in which such sales were made during such period, such differences 
ariations shall be recognized in adjusting his ceiling price or prices for s 
material under this paragraph. If a seller did not sell a particular materia! 
particular brand, grade, size, or quantity of a material during such perio 
ich seller shall be entitled to adopt and use his customary percentage margins 
the nearest corresponding material sold by him during such period or the 
ustomary percentage margin realized during such period by such seller's most 
‘ petitive seller who sold such material to the same class of purchasers du! 


such period. For the purposes of this paragraph, (1) the term ‘customary pe! 


as shown 


centage mirgin’ means the percentage of the seller’s cost which was represé 
by the difference between the seller’s normal cost of the material and nor 
lling price for the material: (2) in the case of a material which, when so 
is fabricated into forms different from that in which such material is purchased 
i Seller but without otherwise altering the material, each different form o! 
material shall be regarded as a different material: and (3) a person is 
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seller of a material at retail or wholesale’ to the extent that such person pur- 
chases and resells an item of material without substantially altering the material, 
other than its form, or to the extent that such person sells to ultimate consumers, 
except to government and institutional consumers who purchase for consumption 
in the course of trade or business.” 


PROPOSED AMENDMENT TO SECTION 402 OF THE DEFENSE PRODUCTION ACT OF 19 
\S AMENDED, BY THE ADDITION OF SUBSECTION (1 


U, 


The purpose of this proposed addition to the act is to prohibit OPS, in its 
reguiation of ceiling prices, to regulate on a basis of classification of sellers 
as to size or type of ownership or volume of sales. The proposed section 402 
(1) is further designed to permit all sellers to recover all costs of production, and, 
if a regulation as applied to any person does not provide the customary per 
centage margin prevailing during the period May 24, 1950, to June 24, 1950, 
then to permit such person to make an application for adjustment 

Section 402 (1), as hereby proposed, would provide: 

“(1) Notwithstanding the provisions of section 704, no rule, regulation or 
order issued under this title establishing, maintaining or adjusting a ceiling 
or ceilings on the price, rental, Commission, margin, rate, fee, charge, or allow- 
ance paid or received on the sale or delivery, or the purchase or receipt by or 
to any person, of any material or service, shall contain in any form or manner 
classifications, differentiations, adjustments or exceptions for sellers or buyers 
of materials and services based upon differences in the type of ownership, method 
of operation, volume of sales, or gross or net profits, unless such rule, regula 
tion or Order provides within such ceilings on prices a fair and equitable charge, 
illowance or Margin which shall not be less than the charge, allowance or cus 
tomary percentage margin which prevailed for such seller or buyer during 
the period of May 24, 1950, to June 24, 1950, or on such other nearest repre 
sentative date determined under section 402 (c), for all production, manufac- 
turing, processing, assembling, packaging, storing, warehousing, refrigerating, 
transporting, and delivery functions performed by such seller, including allow 
ances for promotion of sponsored brands of commodities or centralized buying 
operations of a seller whether performed directly or through a trade association 
or an affiliated corporation owned and controlled by or owning and controlling 
the seller. In the event any regulation or order as it applies to any person does 
not provide a charge, allowance or margin within the ceilings in conformity 
with this subsection, such person may make application to the President for 
an order providing for the adjustment to which the applicant shows he is 
entitled.” 


PROPOSED AMENDMENT TO SECTION 402 OF THE DEFENSI 
AMENDED, BY THE ADDITION OF SI 


PRODUCTION ACT OF 1950, AS 
BSECTION (M 


This proposed addition would entitle retail sellers, upon calculating their 
ceiling prices under a regulation and finding such prices to contain a fraction 
of a cent, to add to their ceiling prices the remaining fraction to the next highest 
cent. 

If adopted, this amendment would provide : 

“(m) Any regulation or order providing for the calculation by 
ceiling prices for sales at retail on the basis of a single unit or 
that fractions of a cent remaining after the total price for the 
been calculated shall be increased to the next higher cent.” 


im 


a seller of 


tem shall provide 


Init or item has 


PROPOSED AMENDMENT TO SECTION 404 OF THE DEFENSE PRODUCTION 
AMENDED 


4 ¢ oO! 950, AS 


This proposed amendment, if adopted. would have the principal effect of 
compelling OPS to consult and advise with industry representatives, rather than 
allow the agency to hide behind a perfunctory statement that the industry ha 
been consulted in such manner as has been practicable. 

It would further require OPS, where it fails to accept facts or recommenda- 
tions submitted by industry representatives, to furnish the industry with a 
Written statement of the reason for failing to accept such facts or 
mendations, 

If amended as hereby proposed, section 404 would provide : 

“In carrying out the provisions of this title, the President shall advise and 
consult with, and establish and utilize committees of representatives of persons 


recom- 
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substantially affected by regulations or orders or amendments or supplemc 
thereto issued or to be issued hereunder and wherever practicable shall ac 
accordance with facts and recommendations submitted by any such comn 
or committees. If, in performing such functions, the President rejects 
facts or recommendations, he shall furnish said committee with a written s 
ment of the reason or reasons why such facts were rejected or why recomny 
tions were not adopted or followed and shall make available to the com 
the facts used by him in reaching his adverse conclusion.” 


PROPOSED AMENDMENT TO SECTION 407 OF THES DEFENSE PRODUCTION ACT 01 
AS AMENDED 


This proposed amendment is designed to permit and premete @ more equi 
procedure in proceedings before OPS. The major changes proposed herei: 

(1) A protestant or the President may demand an oral hearing at w 
either may introduce evidence (see. 407 (a)). 

(2) The President in his decision on each protest must formulate a 
ment of findings and conclusions (sec. 407 (a) ). 

(3) A protestant shall have the right to subpena factual matter in th: 
session of the President (sec. 407 (b)). 

(4) The entire proviso setting upa board of review is eliminated (sec. 407 

(5) Jurisdiction is taken from the Emergency Court of Appeals and | 
in the circuit courts of appeal (sec. 407 (d)). 

(6) The failure of the President to act upon a protest within a time fixed 
the court will be considered as a granting rather than a denial of such | 
(sec. 407 (d)). 

If amended as hereby proposed, section 407 would provide : 

“(a) At any time after the effective date of any regulation, order or ame! 
ment or supplement thereto relating to price controls under this title, 
person subject to any provision of such regulation, order or amendmen 
supplement thereto may, in accordance with regulations to be prescribed b) 
President, file a protest specifically setting forth objections to any such provis 
and affidavits or other written evidence in support of such objections. St: 
ments in support of any such regulation or order may be received and 
corporated in the transcript of the proceedings at such times and in accord 
with such regulations as may be prescribed by the President. The regula 
so prescribed by the President shall provide that, if requested by the prot: 
at the time his protest is filed or if so ordered by the President, a heari: 
such protest shall be held after timely notice thereof to the protestant. 
hearing is held on any such protest, the President and the protestant shal 
the right to introduce at such hearing oral and other evidence in sup} 
such provisions or objections, as the case may be, and the evidence receiy 
such hearings shall be incorporated in the transcript of the proceedings 
a hearing shall be conducted by the President not less than fifteen days 
more than thirty days from the date of the request by protestant or notiti 
of order by the President of such nearing, and the President shall inform 
protestant of his decision thereon within thirty days of the hearing. W 
a reasonable time after the filing of any protest under this section, bu 
event more than thirty days after such filing, the President shall either 
or deny such protest in whole or in part, notice such protest for a hearing 
commence within not less than fifteen or more than thirty days after such 1 
or provide an opportunity to present further evidence in connection thet 


In the event that the President denies any such protest in whole or in 
he shall inform the protestant of the grounds upon which such decision is 
and he shall formulate a statement of findings and conclusions, as well 
reasons or basis therefor, upon all the material issues of fact, law, or dis 
presente on the record. 

‘(b) In the administration of this title, the President may take official 
of economic data and other facts, including facts found by him as a res 
action taken under section 705 of this Act. When a hearing is held on a pr 
as provided in this section, the protestant shall have the right to have sub 
issued for the production at such hearing of all economic data and oth: 
in the possession of the President, including the economic data and othe 
of which the President may take official notice, which are pertinent 
obiections set forth in the protest which is so heard. 

“(c) Any proceedings under this section which are conducted without 
ing having been requested by the protestant or ordered by the President 
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limited by the President to the filing of affidavits or other written or documentary 
evidence, and the filing of briefs. 

“(d) No protestant shall be required to state or prove, in support of his 
protest and objections, that any other members of the industry in which the 
protestant is engaged are also affected adversely by the provisions to which the 
protestant’s protest and objections are directed. If, in a proceeding involving 

protest filed under this section, the protestant shows, by a preponderance of 
the evidence, that the protestant is affected adversely by the provisions to which 
protestant’s objections are made, it shall be presumed that other members of 
he industry in which the protestant is engaged are generally affected adversely 
by such provisions to a like extent or degree, in the absence of competent evi 
dence to the contrary. <A protest filed under this section shall not be denied in 
whole or in part for the reason that other members of the industry in which 
the protestant is engaged are not generally affected adversely by such provisions 
to a like extent or degree if the protestant shows, by a preponderance of the 
evidence, in such proceeding that the provisions to which protestant’s objections 
are made affect the protestant adversely and operate to compel changes in 

otestant’s previously established business practices, cost practices or methods, 

means or aids to distribution, in the absence of competent evidence that such 

ovisions are necessary to prevent the circumvention or evasion by the protestant 
of the regulation or order containing the provisions to which such protest is 
directed. 

“(e) At any time after the effective date of any regulation or order or any 
amendment of or supplement to any regulation or order relating to price controls 
issued under this title, any person who is subject to any provision of such regula- 
tion or order or amendment of or supplement to any regulation or order and 
ontends that such provision adversely affects his ability to complete fairly with 

her members of the industry in which he is engaged and, therefore, imposes 
undue or substantial hardship upon him due to the fact that such provision re 
quires him to change his business practices, cost practices or methods, or means or 
aids to distribution which were in effect before such regulation, order, amend 
ment, or supplement was issued, may file with the President a petition for an 
adjustment stating specifically the adjustments requested, the cause and nature 

f the undue or substantial hardship from which relief is sought, and affidavits o1 

ther written evidence supporting the adjustment requested.. Each such petition 
shall be filed in accordance with regulations to be prescribed by the President. 
Statements and written evidence Opposed to any adjustment so requested may 

received and incorporated in the transcript of the proceedings. The regula- 
ns so prescribed by the President shall provide that, if requested by the pet 
oner at the time his petition is filed or if so ordered by the President, a hearing 
such petition shall be held, after timely notice thereof to the petitioner. The 
rovisions contained in paragraphs (a), (b), and (c) of this section, with respect 
to proceedings concerning protests, shall apply to the proceedings to be con 
ducted with respect to petitions filed under this paragraph, except to the extent 
such provisions are inconsistent with those contained in the preceding 
ntences of this paragraph. If, in a proceeding involving a petition filed under 

s paragraph, the petitioner shows, by a preponderance of the evidence, that 
the petitioner’s ability to compete fairly with other members of the industry in 
which he is engaged who are not similiarly affected is adversely affected by the 

vision with respect to which such adjustment is requested and that such 

sion imposes undue or substantial hardship upon the petitioner, the ad- 
stment or relief sought by the petitioner shall be granted to the extent neces 
to enable the petitioner to compete fairly with other members of such indus- 
who are not similarly affected and, to such extent, relieve the petitioner 
such undue or substantial hardship. If such adjustment is granted in 
ole or in part, effective at the time such action becomes final, the President 
Shall issue such regulation or order or such amendment or supplement to suc 
sulation or order as may be required to grant to the petitioner and each 
er member of the industry in which petitioner is engaged, whose position 
with regard to the provisions as to which such adjustment or relief is granted 
is the Same as or substantially similar to that of the petitioner, the same ad- 
ustinent or relief as that granted in such proceeding to the petitioner. 

(f{) At any time after the effective date of any regulation or order or anv 
‘mendment of or supplement to any regulation or order relating to price con- 
trols issued under this title, any person who is subject to any ceiling price 

posed by such regulation, order, amendment or supplement may file with the 
President a petition for an adjustment of such ceiling price, stating specifically 
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the adjustment requested and showing, by affidavits or other written evick 
supporting the adjustment requested: 
“(1) In the case of any seller at retail: 

(a) That such ceiling price is abnormally low in relation to the cei 
prices for the same or similar commodities or services established 
competing sellers at retail; and 

‘(b) That such abnormality subjects him to undue or substantial | 
ship; or 
(2) In the case of any seller, other than a seller at retail: 

“(a) That such ceiling price causes him undue or substantial hard 
and is abnormally low in relation to the ceiling prices established for « 
peting sellers of the same or similar commodities ; and 

“(b) That establishing for him a ceiling price bearing a normal relat 
to the ceiling prices established for competing sellers of the sume or sin 
commodities will not cause or threaten to Cause an increase in the gene: 
level of retail prices for the same or similar commodities. 

“Each such petition shall be filed in accordance with regulations to be prese) 
by the President. Statements and written evidence opposed to any adiustn 
so requested may be received and incorporated in the transcript of the proc 
ings. The regulations so prescribed by the President shall provide that, if 
quested by the petitioner at the time his petition is filed or if so ordered Dy 
President, a hearing on such petition shall be held, after timely notice ther¢ 
the petitioner. The provisions contained in paragraphs (a), (Db), and (ce) of 
this section, with respect to proceedings concerning protests, shall apply 
proceedings to be conducted with respect to petitions filed under his paragraph 
except to the extent that such provisions are inconsistent with those containe: 
this paragraph which precede this sentence. If, in a proceeding involving a pet 
tion filed under this paragraph, the petitioner shows, by a preponderance 
the evidence, that the requirements set forth in clauses (1) or (2) of this pa 
graph, as the case may be, are satisfied, the adjustment requested by the pet 
tioner shall be granted to the extent necessary to eliminate such abnormality and 
relieve such undue or substantial hardship. 

*“(g) All hearings held under this title upon protests or petitions involving ; 
regulation or order or any amendment of or supplement to any regulatio: 


order relating to price controls shall be expedited and conducted to their 
clusions without undue delays. The President shall grant or deny each s 


protest or petition, in whole or in part, within 30 days after the conclusion 
hearing held thereon or within such extended period of time as is approved 
writing by the protestant or petitioner. 


PROPOSED AMENDMENT rO SECTION 408 OF THE DEFENSE PRODUCTION ACT OF 
AS AMENDED 


This proposed amendment is designed to permit and promote a more eqnitabl 
pro edure for judicial review of proceedings before OPS. The old sectior fs 
is eliminated in its entirety. This proposal provides for an entirely new section 
40S. The major changes proposed herein are: 

(1) Elimination of the jurisdiction of the Emergency Court of Appeals, 
substitution of the jurisdiction of the circuit court of appeals in any circuit 
which protestant resides or transacts business or of the United States 
Appeals for the District of Columbia. 

(2) Broadening of the court’s jurisdiction to permit the exercise of de 
tory judgement and other equity powers and to remand a cause with instruct 
for specific relief. 

3) Revision to acepunt for proposed amendments in other sections; 
indings of fact as required by proposed revision of section 407. 

(4) Retention of jurisdiction by the court even though President rescinds 01 
modifies a regulation 

If amended as hereby proposed section 408 would provide: 

“(a) After the enactment of this section the Emergency Court of Appeals sha 
have no jurisdiction of or powers with respect to any price control functio! 
under this title. All causes relating to price controls under this title which : 
pending before the Emergency Court of Appeals at the time this sectior 
enacted shall be regarded as having been dismissed without prejudice to 
rights of any of the parties thereto. Further proceedings with regard to su 
causes may be filed by any of the moving or aggrieved parties to such causes | 
accordance with the provisions contained in this section within not more than 
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ninety days after the enactment of this section. Within ten days after the enact- 
ment of this section the clerk of the Emergency Court of Appenls shall return 
to the President the certified transcripts on file in all such causes. 

“(b) Any protestant or petitioner who is aggrieved by the failure or refusal 
of the President to act upon his protest or petition, as provided and within the 
period of time specified in this title, may obtain relief by filing in any court of 
appeals of the United States in any circuit in which the protestant or petitioner 
resides or transacts business, or in the United States Court of Appeals for the 
District of Columbia, a written petition praying that such relief be granted. 
A copy of such petition shall be forthwith served upon the President. Any 
such court shall have jurisdiction by appropriate order to require the President 
to act upon or ofherwise dispose of such protest or petition within such time as 
may be fixed by the court. If the President does not act finally within the time 
fixed by the court, the protest or petition shall be deemed to be granted at the 
expiration of that period to the extent that it has not been denied by the Presi- 
dent within that period. 

“(e) Any person who is aggrieved by a final order of the President denying 
in whole or in part any protest, petition for an adjustment or any other petition 
for relief pursuant to this title may obtain a review of such order in any 
court of appeals of the United States in which such person resides or transacts 
pusiness, or in the United States Court of Appeals for the District of Columbia, 
by filing in such court, within thirty days after such denial, a written petition 
praying that the order of the President be modified or set aside, or that the 
regulation or order or the amendment of or supplement to the regulation or 
order protested be enjoined or set aside in whole or in part, or that the relief 
sought in such petition be granted in whole or in part. A copy of such petition 
shall forthwith be served upon the President, and thereupon the aggrieved party 
shall file in such court a transcript of the entire record in such proceeding, cer- 
tified by the President, including the pleadings, evidence and testimony upon 
which the order complained of was entered, and the findings and order of the 
President. Upon such filing, the court shall have exclusive jurisdiction of 
the proceeding and of all questions determined therein, and shall have power to 
grant such temporary relief or restraining order as it deems just and proper; 
to permanently enjoin or set aside, in whole or in part, the regulation or order 
or the amendment of or supplement to the regulation or order protested; to 
make and enter upon the pleadings, evidence, testimony and proceedings set 
forth in such transcript a decree enforcing, modifying, and enforcing as so 
modified, or setting aside in whole or in part the order of the President; to 
dismiss the petition; or to remand the proceeding to the President for further 
action in accordance with the court’s decree. No objection that has not been 
urged before the President, his agent or agency, shall be considered by the 
court, unless the failure or neglect to urge such objection shall be excused be- 
cause of extraordinary circumstances. The findings of the President with re- 
spect to questions of fact, if supported by a preponderance of the evidence on 
the record, shall be conclusive. 

“If either party shall apply to the court to introduce additional evidence 
which was either offered to the President at a hearing or otherwise as pro- 
vided in this title and not admitted, or which is shown could not reasonably have 
been offered to the President or included by the President in such proceedings, 
and shall show to the satisfaction of the court that such additional evidence is 
material, the court may order such additional evidence to be taken before or 
included by the President, his agent or agency, and to be made a part of the 
transcript. The President may modify his findings as to the facts, or make new 
findings, by reason of the additional evidence so taken or included and filed, and 
the President shall file such modified or new findings, which findings, with respect 
to questions of fact, if supported by a preponderance of the evidence on the 
record, shall be conclusive, and shall file his recommendations, if any, for the 
modification or setting aside of his original order. The jurisdiction of the 
court in all civil causes shall be exclusive and its judgment and decree shall be 
final, except that the same shall be subject to review by the Supreme Court of 
the United States upon writ of certiorari or certification as provided in section 
1254 of title 28, United States Code. 

“(d) The commencement of proceedings under paragraph (c) of this section 
shall not, unless specifically ordered by the court, operate as a stay of the 
President’s order. The review of any such order of the President by the court 
and the scope of such review shall be governed by the provisions contained in 

96315—52—pt. 1——_51 
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section 10 of the Administrative Procedure Act (section 1009 of title 5, United 
States Code). 

“(e) Petitions filed under this section shall be heard expeditiously, and is 
possible within ten days after they have been docketed. The Supreme Coy); 
shall advance on the docket and expedite the disposition of all causes filed 
therein under this section. 

“(f) The modification or rescission by the President of the regulation or ord.) 
or the amendment of or supplement to a regulation or order protested or othe 
wise involved in any petition which is timely filed pursuant to this section s} 
not be regarded by the court as grounds for the dismissal of such petition 
the denial of the rights of the aggrieved party to a review of the order wit) 
respect to which relief is sought. 

“(g) In a case of actual controversy between the President and any pers 
subject to any regulation or order or any amendment of or supplement 
regulation or order relating to price controls issued under this title as to (1) jhe 
proper interpretation to be made of any provision contained in such regulati 
order, amendment, or supplement; or (2) the proper interpretation to be mad: 
any provision in this title relating to such regulation, order, amendment 
supplement ; or (3) its validity, the President or such person may, upon the fili: 
of an appropriate pleading with any of the courts named in paragraphs (b) 

(c) of this section, secure an interpretation of such provision or a declaratio: 
of the validity of the provision involved in such controversy, whether or 
further relief is or could be sought. Any such interpretation or declaratioi 
shall have the force and effect of a final judgment or decree and shall be revi: 
able as such. Further necessary or proper relief based on such interpretation « 
declaratory judgment or decree may be granted by such court, after reasonal| 
notice and hearing, against any adverse party whose rights, power, or autho: 
have been determined by such judgment. If any regulation or order or any 
amendment of or supplement to any regulation or order relating to price contro|s 
which is now or hereafter issued under this title provides that interpretations 
of its provisions will be made by the President and the President fails or refuses 
to issue such an interpretation to the applicant, either directly or by publicatio: 
within 30 days after the applicant has filed a written application for such a 
interpretation, such applicant may secure a judicial interpretation of such yj» 
vision by following the procedure set forth in the preceding provisions of | 
paragraph. Any such interpretation shall have the force and effect of a 
judgment or decree and shall be reviewable as such. A copy of each pleading 
tiled under this section shall forthwith be served upon the President or the 
adverse party, as the case may be.” 


PROPOSED AMENDMENT TO SECTION 409 (RB) OF THI DEFENSE PRODUCTION A¢ 
1950, AS AMENDED 


It is proposed to add a sentence at the end of section 409 (b) which is 
signed to grant the right of a fair trial and the right to offer any proper def: 
to any person whom the Director seeks to enjoin or convict on charges of \ 
tion of the act. 

If amended as hereby proposed, section 409 (b) would provide: 

“(b) Any person who willfully violates any provision of section 405 of 
title shall be guilty of a misdemeanor and shall, upon conviction thereof, be s 
ject to a fine of not more than $10,000, or to imprisonment for not more th: 
year, or both. Whenever the President has reason to believe that any perso! 
liable to punishment under this subsection, he may certify the facts to 
Attorney General, who may, in his discretion, cause appropriate proceedinss 
to be brought. In any judicial proceedings brought under this section, the pers: 
accused of engaging in any acts or practices alleged to constitute a violatio! 
section 405 of this title may offer any proper defense which is in accord with | 
rules of evidence of the tribunal before which such proceeding is broug)it 
cluding any challenge to the validity or constitutionality of the rule, regulat 
order, or amendment or supplement thereto, governing the said acts or practices 


PROPOSED AMENDMENT TO SECTION 704 OF THE DEFENSE PRODUCTION ACT OF 1° 
AMENDED 


The effect of this proposed amendment would be to prohibit the issuanc: 
regulations in conflict with the previsions of the act. The amendment furt 
is designed to permit a proper basis for judicial review of the determina' 
of the necessity or propriety of Classification by OPS to effectuate the purp 
of the act. 
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The principal changes proposed herein are: 

(1) Requirement of conformation of regulations to the act, and permitting 
only such differentiations and classifications as do not conflict with the act. 

(2) Deletion of the words “in the judgment of the President.” 

If amended as hereby proposed, section 704 would provide : 

“The President may make such rules, regulations, and orders as he deems 
necessary or appropriate to carry out the provisions of this Act. Any rule, regu- 
lation or order under this Act may be established in such form and manner 
as conform to the provisions of this Act and may provide for such classifications, 
differentiations, adjustments, and reasonable exceptions as do not conflict with 
the provisions of this Act and are necessary or proper to effectuate the purposes 
of this Act, or to prevent circumvention or evasion, or to facilitate the enforce- 
ment of this Act, or any rule, regulation, or order issued under this Act. No rule, 
regulation, or order issued under this Act which restricts the use of natural gas 
(either directly, or by restricting the use of facilities for the consumption of 
natural gas, or in any other manner) shall apply in any State in which a public 
regulatory agency has authority to restrict the use of natural gas and certified 
to the President that it is exercising that authority to the extent necessary to 
accomplish the objectives of this Act.” 


PROPOSED AMENDMENT TO SECTION 705 (RB) OF THE DEFENSE PRODUCTION ACT OF 1950, 
AS AMENDED 


This proposed amendment is designed to prevent OPS from investigating books 
and records or inspecting premises or taking the testimony of employees under 
such circumstances that such employees may not be informed as to their rights 
in a particular situation, and to prevent OPS from governing the testimony 
taken to limit it to that which may be favorable to OPS. 

If this amendment is adopted, section 705 (b) would provide : 

“No person shall be excused from complying with any requirement under this 
section or from attending and testifying or from producing books, papers, docu- 
ments, and other evidence in obedience to a subpoena before any grand jury or 
in any court or administrative proceeding based upon or growing out of any 
alleged violation of this Act on the ground that the testimony or evidence, docu- 
mentary or otherwise, required of him may tend to incriminate him or subject 
him to penalty or forfeiture; but no natural person shall be prosecuted or sub- 
jected to any penalty or forfeiture in any court, for or on account of any trans- 
action, Matter, or thing concerning which he is so compelled, after having claimed 
his privilege against self-incrimination, to testify or produce evidence, docu- 
inentary or otherwise, except that such natural person so testifying shall not be 
exempt from prosecution and punishment for perjury committed in so testify- 
ug: Provided, That the immunity granted herein from prosecution and pun 
ishment and from any penalty for forfeiture shall not be construed to vest in 
any individual any right to priorities assistance, to the allocation of materials, 
or to any other benefit which is within the power of the President to grant under 
any provision of this Act: And provided further, That no person shall be required 
to permit inspection of his books, records, or other writings, or inspection of his 
premises or property, take an oath or affirmation, or give testimony under a sub- 
poena, pursuant to subsections (a) and (b) of this section 705 until and unless 
the President or his representative identifies himself, shows by what authority 
he purperts to act, advises such person in writing of the books, records, or other 
Writings or the premises or property he desires to inspect, the purpose and na- 
ture of the inquiry about which testimony or evidence is sought under the sub- 
poena, and advises such person that such person is entitled to consult with his 
attorney and have his attorney present during any inspection or questioning 
under a subpoena, The President or his representative shall permit such person 
ai reasonable time for consultation with his attorney and shall permit the pres- 
ence of such person’s attorney at the time of any inspection and the taking of 
testimony under a subpena. The President or his representative shall cause 
the testimony of such a person under a subpena to be recorded in writing and 
i copy thereof furnished to such person if requested. The President or his rep- 
resentative shall make a record of their inspection which shall be preserved and 
i copy thereof shall be furnished to any person in connection with any proceedings 
wider seetion 706 or section 409 of the Act if requested.” 
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PROPOSED AMENDMENT TO SECTION 709 OF THE DEFENSE PRODUCTION ACT OF 1950 
AMENDED 


» AS 


The purpose of this amendment is to insure consultation by OPS with industry 
representatives before the issuance of a regulation. 

The principal changes are: 

(1) Deletion of the provision that a regulation will not be considered void by 
reason of a subsecuent. finding that the statement of OPS as to the reasons for 
the impracticability of consultation with industry representatives is inaccurate. 

(2) Incorporation of each such statement into the regulation it accompanies. 

If this amendment is adopted, section 709 would provide : 

“The functions exercised under this Act shall be excluded from the operation 
of the Administrative Procedure Act (sections 1001 to 1011, inclusive, of title 5, 
United States Code), except as to the requirements of section 3 thereof. Any 
rule, regulation, or order, or any amendment of or supplement to any rule, regu- 
lation, or order issued under authority of this Act shall be accompanied by a 
statement that in the formulation thereof there has been consultation with 
industry representatives, including trade association representatives, and that 
consideration has been given to their recommendations, or that special circum- 
stances have rendered such consultation impracticable or contrary to the interest 
of the national defense. If any of such recommendations have not been adopted 
or followed or special circumstances have rendered such consultation impracti- 
cable, the reasons therefor shall be included in such statement unless it would 
be contrary to the interest of the national defense to reveal such reasons. Such 
statement shall be regarded as an integral part of such rule, regulation, order, 
amendment or supplement.” 

The CuatrMan. Mr. Lavitt, come up, please. 

Mr. Lavitt’s statement will be made a part of the record. 

Mr. Lavitt, you may proceed with your statement in your own way. 

Mr. Lavirr. I can read it in about 10 minutes. 

The Cuarrman. I can put you on the first thing in the morning if 
you would rather do that. 

Mr. Lavirr. I can read this in 10 minutes, sir. 


The CHarrMan. Go ahead. 


STATEMENT OF SOL LAVITT, REPRESENTING THE NATIONAL 
POTATO COUNCIL AND VEGETABLE GROWERS ASSOCIATION OF 
AMERICA 


Mr. Lavirr. Mr. Chairman and members of the committee, my name 
is Sol Lavitt. I am a potato grower at Ellington, Conn. I am also 
vice president of the National Potato Council and chairman of the 
council’s special committee on the Office of Price Stabilization. 

In addition to speaking for the council, I am also speaking today for 
the Vegetable Growers Association of America, and this statement is 
presented jointly on behalf of these two national farm organizations. 

Potatoes are one of the few crops grown commercially in every State 
inthe Union. The National Potato Council represents approximately 
ninety percent of this commercial acreage. Mr. E. J. Peters, of Wasco, 
Calif., is president of the council. 

V Tegetables of some kind are also produced commercially in every 
State. The Vegetable Growers Association of America represents 
this large group of producers. Mr. Walter F. Pretzer, of Brooklyn 
Heights, R. F. D. 3, Cleveland, Ohio, is president of this organization. 

The National Potato Council and the Vegetable Growers Associa- 
tion of America respectfully propose to this committee that perish- 
able vegetables be exempt from price control. 
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We fully realize that those who know nothing about vegetable pro- 
duction will immediately label this recommendation as “selfish” with- 
out even waiting to learn the facts that will prove that such a change 
in the law would be of far greater benefit to consumers than it would 
be to producers. 

The perishable vegetables all have short growing seasons. Some 
of them, such as radishes, are planted, cultivated, harvested, and sold 
within a period of 30 to 40 days. Others, such as snap beans, mature 
within 6 to 7 weeks. Most of them mature within a 90-d: ay period. 
Even the longest maturing, such as potatoes and onions, require only 
120 days from planting until harvesting. 

In the United States we are fortunate in having somewhere within 
our borders some area that is producing i rishable vegetables ever y 
day in the year, regardless of whether is winter or summer. In 
addition to’ this tremendous climatic hvu age, we also have pro- 
ducers who meet special demands from consumers for vegetables by 

producing them out of season in greenhouses similar to those used by 
Roriata, 

Producers have utilized every natural advantage of soil and cli- 
mate, and every scientific development in their field, to provide con- 
sumers with a sure, plentiful, wholesome supply of vegetables. 

They have developed this wonderful production pla int to the point 
where it is not at all unusual in the South and in some western irri- 
gated areas for a State to be both planting and harvesting the same 
vegetables at the same time. 

Part of these vegetable crops usually move to market in fresh form. 
Part of them are processed, depending upon the individual vegetable, 
with canning and the frozen-food industry taking the bulk of those 
that are processed. A few of them, such as potatoes and onions, can 
be stored for a few brief months, provided the storage is adequate and 
the vegetables are given expert care and attention. 

All of them are highly perishable unless processed, including those 
that are storable for a short period. Processing is limited to those 
vegetables that are especially adapted to processing and is usually 
confined to heav ily concentrated production areas. 

Being perishable, these vegeti able crops are about the most haz- 
ardous ‘thing for a grower to try to produce. When they reach their 
prime they have to be harvested and they have to be sold for whatever 
the price may be. There is little chance for the grower to wait on 
the market, as -_ cotton farmer or wheat farmer may do. When 
vegetables are ready they have to move to market without delay. 

Weather cease are a risk that all farmers assume, but the vege- 
table grower assumes far more than the general run of the weather. 
His young and tender crops are far more susceptible to damage from 
heavy rains, drought, hail, and frost than are the general run of 
hardier field crops. 

Price fluctuations for vegetables are sharp and often disastrous to 
producers. When supplies of any vegetable start moving to market 
in volume, prices shoot downward to the full benefit of consumers. 
A high-priced item 1 week may well be next week’s “bargain.” 

The official story of the ups and downs of prices for perishables is 
told each month in Agricultural Prices, issued by the Bureau of 
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Agricultural Economics of the United States Department of Agn 
culture. 

The Cuarrman. I am sorry, but it will be necessary for the com 
mittee members to go on the floor of the Senate. 

If you desire, you may return tomorrow morning. 

Mr. Lavirr. That will be satisfactory, Mr. Chairman. 

The CHatrman. The committee will stand in recess until 10:3) 
tomorrow morning in room 301, Senate Office Building. 

(Whereupon, at 4:30 p. m. the committee recessed, to reconvene 
at 10:30a.m. Friday, March 14, 1952.) 
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FRIDAY, MARCH 14, 1952 


Untrep Srares SENATE, 
CoMMITTEE ON BANKING AND CURRENCY, 
Washington, D.C. 

The committee met, pursuant to recess, at 10:30 a. m., in room 301, 
Senate Office Building, Senator Burnet R. Maybank (chairman) 
presiding. 

Present: Senators Maybank, Robertson, Sparkman, Frear, Moody, 
Capehart, Schoeppel, and Dirksen. 

The CnatrMaNn. The meeting will come to order. 

Mr. Lavitt, will you come up? 

Yesterday afternoon we recessed when you were about half finished. 

Mr. Lavirr. That is right, Senator. 

The CuarrMan. I am going to place a letter in the record from 
Senator Magnuson. 

(The letter referred to follows :) 

UNITED STATES SENATE, 
COMMITTEE ON INTERSTATE AND FOREIGN COMMERCE, 
March 13, 1952 
Hon. BURNET R. MAYBANK, 
Chairman, Committee on Banking and Currency, 
United States Senate. 

Dear SENATOR: The California Association of Port Authorities and the North- 
west Marine Terminal Association are supporting a bill, S. 2722, which in reality 
isan amendment to the Defense Production Act. Its purpose is to clarify what 
many of us thought to be a fact anyway ; namely, that rates charged by ports are 
exempt from OPS jurisdiction inasmuch as they are regulated by the Maritime 
Board under authority conferred by the Shipping Act of 1916, 

Much confusion has emanated from the assertion by OPS that ports are not 
| publie utility, under the meaning of the act as presently written. For almost 
% months the ports on the west coast have been trying to work their problems 
out administratively, without success. 

S. 2722 would eliminate conflict of authority which now exists as between OPS 
und the Maritime Board. I hope your committee will amend the act along the 
line suggested by this bill. 

Kindest personal regards. 

Sincerely, 
WARREN G. MAGNUSON, 
United States Senator. 


STATEMENT OF SOL LAVITT, REPRESENTING THE NATIONAL 
POTATO COUNCIL—Resumed 


Mr. Lavitr. I would like to make mention for the record, sir, that I 
pe sonally am a potato grower, and not a vegetable grower, and I had 
vee me yesterday Mr. Walter Pretzer, the president, and Mr. Peters, 

he legislative representative of the Vegetable Growers of America who 
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Agricultural Economics of the United States Department of Ag 
culture. 

The Cuarrman. I am sorry, but it will be necessary for the com- 
mittee members to go on the floor of the Senate. 

If you desire, you! may return tomorrow morning. 

Mr. Lavrrr. That will be satisfactory, Mr. Chairman. 

The Cuatrman. The committee will stand in recess until 10:3: 
tomorrow morning in room 301, Senate Office Building. 

(Whereupon, at 4:30 p. m. the committee recessed, to reconvene 
at 10:30 a.m. Friday, March 14, 1952.) 





DEFENSE PRODUCTION ACT AMENDMENTS OF 1952 


FRIDAY, MARCH 14, 1952 


Unrrep Srares SENATE, 
CoMMITTEE ON BANKING AND CURRENCY, 
Washington, D.C. 

The committee met, pursuant to recess, at 10:30 a. m., in room 301, 
Senate Office Building, Senator Burnet R. Maybank (chairman) 
presiding. 

Present: Senators Maybank, Robertson, Sparkman, Frear, Moody, 
Capehart, Schoeppel, and Dirksen. 

The CuarrMan. The meeting will come to order. 

Mr. Lavitt, will you come up? 

Yesterday afternoon we recessed when you were about half finished. 

Mr, Lavirr. That is right, Senator. 

The CrarrMan. I am going to place a letter in the record from 
Senator Magnuson. 

(The letter referred to follows:) 

UNITED STATES SENATE, 
COMMITTEE ON INTERSTATE AND FOREIGN COMMERCE, 
March 13, 1952. 
Hon. BuRNET R, MAYBANK, 
Chairman, Committee on Banking and Currency, 
United States Senate. 

Dear Senator: The California Association of Port Authorities and the North- 
west Marine Terminal Association are supporting a bill, S. 2722, which in reality 
is an amendment to the Defense Production Act. Its purpose is to clarify what 
many of us thought to be a fact anyway ; namely, that rates charged by ports are 
exempt from OPS jurisdiction inasmuch as they are regulated by the Maritime 
Board under authority conferred by the Shipping Act of 1916. 

Much confusion has emanated from the assertion by OPS that ports are not 
a publie utility, under the meaning of the act as presently written. For almost 
4 months the ports on the west coast have been trying to work their problems 
out administratively, without success. 

S. 2722 would eliminate conflict of authority which now exists as between OPS 
and the Maritime Board. I hope your committee will amend the act along the 
line suggested by this bill. 

Kindest personal regards. 

Sincerely, 
WARREN G. MAGNUSON, 
United States Senator. 


STATEMENT OF SOL LAVITT, REPRESENTING THE NATIONAL 
POTATO COUNCIL—Resumed 


r. Lavitr. I would like to make mention for the record, sir, that I 
pe mee am a potato grower, and not a vegetable grower, and I had 
with me yesterday Mr. Walter Pretzer, the president. and Mr. Peters, 
the legislative representative of the Vegetable Growers of America who 
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were prepared to answer any questions you gentlemen may have had 
pertaining to vegetables. I will attempt to answer any questions w ‘ 
respect to potatoes, and if you have any questions on vegetables, 
would like to have the v regetable association file a supplemental st: te 
ment. 

The Cuamman. You may file any statement you desire. I asked a 
few questions yesterday. We would be glad to have them file sup 
plemental statements. 

Mr. Lavirr. Mr. Chairman and members of the committee, I will 
begin where I left off yesterday. 

Price fluctuations for vegetables are sharp and often disastrous to 
producers. When supplies of any vegetable start moving to market in 
volume, prices shoot downward to the full benefit of consumers. A 
high-priced item one week may well be next week’s bargain. 

The official story of the ups and downs of prices for perishables is 
told each month in Agricultural Prices, issued by the Bureau of 
Agricultural Economics, of the United States Department of Agri 
culture. 

In its most recent report, dated February 29, 1952, and reporting 
prices received by farmers for the month ending February 15, 1952, 


the BAE says: 


Truck crop prices averaged much lower during the first half of February than 
in the corresponding period in January. The index at 217 percent of the 1910-14 
average was down 120 points or 36 percent from last month. Of the 11 truck 
crops in the index, prices for all of them except snap beans were lower than a 
month ago. Supplies cf snap beans were off about 30 percent during this period. 
On the other hand, supplies of cabbage as indicated by rail and truck movement 
records were more than double those of the first half of January and the price 
for this commodity dropped from $149 per ton to $44 and contributed almost half 
of the decrease in the truck crop price index. Lettuce, tomatoes, and carrots, for 
which shipments were also up, contributed substantially to this decrease. 

When cabbage prices were at their peak, it was common knowledge 
that the Office of Price Stabilization was on the verge of putting cab 
bage under ceilings. Had this been done, there would have been no 
saving to the consumer hecause, once ceilings are established, the tend- 
ency in the trade is to hold the line at the ceiling figure. 

In a free and open market, when cabbage or any other perishable 
vegetable begins to move in volume, competition forces prices down 
and it is the consumer, not the producer, who benefits. 

In a free and open market, competition forces sellers to put their 
best product on the market and to live up to the grades and standards 
established in the trade. Under price ceilings, anything goes and the 
consumer frequently pays higher prices for poorer grades, without 
even realizing it. 

As of this date, potatoes are the only perishable vegetable under 
ceiling prices. Had the Office of Price Stabilization been as patient 
with potatoes as it was with cabbage, the chances are excellent that 
ceilings would not have been imposed on potatoes. 

Instead, OPS went ahead with ceilings on potatoes. The regu 
tion was signed on January 5, 1952, within 6 days after the agency 
officially learned that potatoes had gone 5 percent over parity as of 
December 15, 1951. 

The Cuatrman. You say potatoes are the only perishable vegetabl 
under ceiling? 

Mr. Lavirr. Under ceilings; yes, sir. 
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The CuatrMan. Then do I take it all the others are below ceilings? 

Senator SPARKMAN. You mean they are the only-ones under controls. 

Mr. Lavirr. That is right—operating under ceiling price control. 

This was the first time in 3 years and 5 months that potatoes had 
even reached parity. 

Lacking agricultural background, the OPS staff went ahead with 
the potato ceiling regulation without even waiting for the report on 
the supply of potatoes on hand as of January 1, 1952, a report readily 
available to OPS the latter part of January. 

The Department of Agriculture, having watched the ups and downs 
of perishables for many, many years, has evidenced no alarm over 
the potato supply nor over potatoes creeping 5 percent above parity for 
the first time in 314 years. 

Instead the Department of Agriculture views the matter quite 
calmly in the BAK ’s Vegetable Situation for January 1952. After 
noting that ceiling prices had been announced for potatoes, BAE then 
says: 

ADEQUATE PoraTto Stock JANUARY 1, 1952 

Stocks of 97 million bushels of merchantable potatoes were held on January 1, 
1952, by growers and local dealers in or near the areas where produced. While 
these holdings are 40 percent smaller than the record stocks a year earlier, they 
are only about 514 million bushels smaller after excluding the 59 millions bushels 
of merchantable potatoes the Government purchased after January 1, 1951. This 
relatively small net difference could be offset by possible increases in production 
this year in early States. 

You will note that the BAE promptly points out that the net dif- 
ference in supply could be made up by the early States. This is be- 

cause the early States can produce a crop of potatoes between the 
‘asd that report came out and the time we will begin to run out of 
potatoes that are carried through the winter months in the late States. 
Given that report, and a chance for a firm price in a free market, the 
average potato grower in the early States would plant all he could 
possibly handle. So would all of his neighbors. Within 100 to 120 
days, the markets would be glutted, and consumers would go back to 
eating cheap potatoes. 

But OPS has killed that incentive for potato growers. Instead of 
planting potatoes, they will plant other crops on which they will have 
a better opportunity to get a fair price. 

In support of this conclusion, all we need do is to review what hap- 
pened to potatoes when they were placed under price ceilings during 
the days of the Office of Price Administration. 

The acreage planted to potatoes in 1942 was the smallest in about 
50 years. Late in 1942, the Secretary of Agriculture declared potatoes 
a Steagall commodity, guaranteeing prices at no less than 90 percent 
of parity for the 1943 crop. In addition, a special incentive payment 
was offered in an effort to increase potato production. Those were 
war days and we needed all the production we could get 

Growers responded to this ple “a by increasing their acreage by 22 
percent, planting 3,355,000 acres. 

Then, ceilings were imposed by OPA on November 26, 1942, at $1.08 
per bushel, or 99 percent of parity. 

Potato acreage started going down, even though there was a 90- 
percent support price program ‘at that time, and the : average return to 
producers for the five crops from 1943 to 1946 was from 101 to 125 
amide of parity. 
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In spite of all this, growers, in the face of restrictive regulati: 
reduced their acreage so that in 1947 only 63 percent of the 
acreage was planted. 

OPS apparently learned nothing from the experience of the OP \ 
in putting ceilings on potatoes. 

OPS obviously learned little from the White Potato Industry «| 
visory Committee, as the committee has been called into only one }) 
functory organizational meeting. 

The Cuamman. Have you any knowledge whether OPS discuss 
that with the Department of Agriculture ¢ 

Mr. Lavrrr. I understand they did. 

The Cuarrman. Do you know what the Department of Agricultur 
said ? 

Mr. Lavirr. I believe their position was to deliver to them the pric 
history so they could establish the legal minimum prices. I do 1 
believe they made any recommendation, as far as I know. 

The Cuarran. Well, I do not know, either. I thought mayh 
you did. 

Mr. Lavirr. That meeting was held on November 15, 1951, more 
than 7 weeks before the ceiling regulation was signed et at a time 
when potatoes were selling at only 76 percent of parity. 

From the consumer point of view, it 1s dangerous for an organizatio 
to take the position, as OPS apparently does, that it is concerned on) 
with the price and not the supply of the Nation’s food and fiber. 

A large portion of the 1951 potato crop had already been sold 
below parity when the ceiling regulation was signed. The plac 
of ceilings at parity almost the very minute potatoes Sates that 
point mi ade it a mathematical impossibility for the 1951 crop to averag 
parity. 

Furthermore, ceilings at parity prohibit growers from recouping 
any losses incurred on previous crops. For example, the 1950 potato 
crop was sold at only 50 percent of parity. Under ceilings, there is 
no way for growers to recover or average out their losses in the bad 
years. 

Given a free market, perishable vegetable growers can take care of 
shortage, great or small, in a matter of 3or4 months. The demora| 
ing effect of a ceiling order on the production, handling, and market 
ing of these products runs from a much longer time. 

So far as the consumer is concerned, the producer can take care 
of the Nation’s needs on these short-season perishable vegetables m 
faster than can a price regulation. The price ceiling customarily | 
comes the market price, without regard to the actual supply and, 
the long run, the consumer actually pays more than a free marke 
with its ups and downs, would bring. 

For these reasons, Mr. Chairman, we respectfully urge this co 
mittee and the Congress to exempt perishable vegetables from pric: 
ceilings in the extension of the legislation under consideration. 

The Cnamrman. We will have the amendment at the end of your 
statement printed in the record. 

Senator Sparkman. Are potatoes selling at the ceiling now? 

Mr. Lavrrr. Generally speaking, they are, sir. 

Senator Sparkman. And are potatoes supported by the farm price 
support program now ? 
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Mr. Lavirr. No, sir; potatoes are the only perishable commodity 
which cannot be supported because of the law. They have been singled 
out, that support cannot be put back on potatoes until we have a 
marketing-quota law, and there has never been that law established. 

Senator SparKMAN. That is true with all farm commodities, is it 
not? Are not price support available only where there are marketing 
quotas ¢ 
~ Mr. Lavrrr. I do not believe so, Senator. Potatoes were singled 
out. 

The Crairman. | was going to suggest that that was done by the 
Congress because of the tremendous amount of potatoes that the Gov- 
ernment had to take over some 2 years ago, was it not ¢ 

Mr. Lavirr. That was because of the support program at that time. 

The Cuairman. Thank you very much. 

(The amendment submitted by Mr. Lavitt follows :) 


{S. ——, 82d Cong., 2d sess. ] 


\MENDMENT Intended to be proposed by Mr. —- to the bill S. 2594, 
to extend the Defense Production Act of 1950, as amended, viz: 


At the end of the bill insert the following new section: 

“Sec. 3. Paragraph (3) of section 402 (d) of the Defense Production Act of 
1950, as amended, is amended by adding at the end thereof the following: ‘No 
ceiling shall be established or maintained hereunder for any perishable vege- 
table, including white tlesh potatoes, sweetpotatoes, and onions’.” 


[S. ——, 82d Cong., 2d sess. ] 


AMENDMENT Intended to be proposed by Mr. —- to the bill S. 2645, 
to extend the Defense Production Act of 1950, as amended, viz: 


Page ¢ 3, after line 6, insert the following new subsection : 

‘(c) comet (3) of section 402 (d) of the Defense Production Act of 
1950, as amended, is amended by adding at the end thereof the following: ‘No 
ceiling shall be established or maintained hereunder for any perishable vege- 
table, including white flesh potatoes, sweetpotatoes, and onions’.” 


THe NATIONAL Potato CouNcIL, 
Washington, D. C., March 8, 1952. 
Hon. BuRNET R. MAYBANK, 
Chairman, Banking and Currney Committee, United States Senate, 
Senate Office Building, Washington, D. C. 
(Attention: Mr. A. Lee Parsons, Chief Clerk.) 

Deak SENATOR MAYBANK: The National Potato Council and the Vegetapie 
Growers Association of America respectfully request 30 minutes of the time of 
your committee to present a joint statement in regard to a proposed amendment 
(0 the Defense Production Act of 1950, as amended. 

In accordance with your instructions, two copies of the statement and of the 
proposed amendment are attached hereto. 

Potatoes are one of the few crops grown commercially in every State in 
the Nation. The National Potato Council represents approximately 90 percent 
of this commercial acreage. 

Vegetables of some kind are also produced commercially in every State. The 
Vegetable Growers Association of America represents this large group of 
producers, 

As you, of course, know, potatoes are the only perishable vegetable on which 
the Office of Price Stabilization has placed price ceilings. Potato farmers are 
the only group in the entire perishable vegetable field who have had experience 
under ceilings. Their recommendations, therefore, as well as those of farmers 
producing other perishables, will give the committee first-hand information which 
we believe will be of vital interest and great importance. 

We respectfully urge the committee to hear the joint statement of these two 
important farm organizations and respectfully request that Sol Lavitt, of Elling- 
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ton, Conn., be listed as the witness representing both organizations. Mr. Lavitt, 
a potato farmer, is vice president of the National Potato Council and is chairman 
of a special OPS committee. 
Respectfully yours, 
THE NATIONAL Potato COUNCIL, 
3y WHITNEY THARIN, Lrecutive Secretar 
Approved : 
E. J. PETEers, 
President, National Potato Council 
WALTER F. PRETZER, 
President, Vegetable Growers Association of America. 
The Cuatrman. Mr. Fromer, representing the Cheese Importers 
Association of America, Inc. 
We will make your statement a part of the record. We remember 
you appeared before. We know you differ from some who have been 
before us before, and are one who does not believe in section 104. 


STATEMENT OF MARTIN A. FROMER, COUNSEL, CHEESE IMPORTERS 
ASSOCIATION OF AMERICA, INC. 


Mr. Fromer. As you know, I represent the Cheese Importers Asso- 
ciation, a Nation-wide organization of cheese importers , comprising 
in its membership the importers of a major portion of the cheese im- 
ported into the United States. 

I want to first thank the committee for he opportunity to appear 
before you concerning the extension of import controls on cheese. 

On September 13, 1951, I testified before this committee, and the 
facts and information submitted at that time are pertinent and valid 
here, and I request the same be incorporated into this record. 

The CHatrMan. That will be included in the record. 

Mr. Fromer. This committee has in two reports recommended im- 
mediate repeal of section 104. 

I believe I am the only witness testifying on behalf of the cheese 
importers with respect to this provision. 

The CHatrman. Mr. Kline vesterday recommended certain changes 
or amendments, if you heard him. 

Mr. Fromer. I do not mean our position, I mean the cheese im- 
porters, as such. 

We have submitted a statement setting forth the reasons why section 
104 of the Defense Production Act should not be extended, and I as 
that that statement be incorporated into the record. 

The Cuarrman. Did you hear Mr. Kline’s testimony ? 

Mr. Fromer. No: I was not here yesterday. Iam familiar with his 
position, however. 

The Cuarrman. I thought there should be some amendment, or 
something should be done to make certain that it would not break the 
American market, as I understood him. I may be wrong. 

Does your organization handle any American cheese ! 

Mr. Fromer. Very little, if any. 

The CHAIR MAN. W! nat ki ind of « ‘heese do you hav e, expens ive ¢ -heese 
Mr, Fromer. The foreign-type cheeses, distinctly foreign- type 
eeses. 


The Crarrman. Are they higher in price than the American 


} 
er 
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Mr. Fromer. All along the line, and I want to show that to you with 
specific exhibits. You ask about American types, like Cheddar cheese. 
The Cheddar imported to this country is imported by producers and 
manufacturers mostly, and particularly manufacturers of process 
cheese. National Dairy Products, and its subsidiaries, which includes 
Kraft Cheese Co., are the main importers of the Cheddar cheese. We 
are concerned primarily with the foreign types, that are completely 
different, and for which there is a completely different argument, such 
as was stated in your report; an incentive to domestic production of 
new types and varieties of cheese. 

The CHAIRMAN. An incentive to the American industry! 

Mr. Fromer. An incentive to the American cheese production in- 
dustry ; yes, Senator. 

For instance 

The CoarrmMan. How would that affect the farmers? 

Mr. Fromer. By requiring more milk for greater production of 
cheese. Switzerland Swiss cheese, it has been demonstrated time and 
again, is an incentive to the production of our own Swiss cheese. Blue 
cheese was never manufactured in this country until 1937, and we 
learned from them to make a cheese for which a market was developed 
in this country. Processed gruyere from Switzerland 

The CHatrrMANn. Somebody stated that the Danes came over here 
to see how we made it. 

Mr. Fromer. That is misleading, Senator. They came over, per- 
haps, to see our dairy production, but no one would seriously come 
before this body and say that they have got to learn from us. 

The CHamman. He said they came to study our marketing. 

Mr. Fromer. They may have come over to examine our marketing, 
not our way of production. I am sure even our domestic producers 
will admit we have a lot to learn from the foreign markers of cheese 
on how to make foreign types of cheese. 

Senator ScuHorePeLL. Mr. Fromer, if we allow these importations of 
cheese to come into this country, all the foreign makes, will not force 
down the price of the American cheese industry for their product / 

Mr. Fromer. No, Senator, and I will show you why it will not. 

Here is the New York Journal of Commerce, of March 3 and 4, 
and I would like to show you that every imported variety of the 
foreign types of cheese are higher than ours. 

Swiss cheese—pardon me. I would like to go back, first, to indi- 
cate the situation when this law was enacted, so that we cannot say 
that this law had any influence upon the situation. 

These are the New York Journal of Commerce quotations of August 
1951. 

Domestic Swiss cheese was selling at 45 to 49 cents a pound. 

Switzerland Swiss, 81 to 83 cents a pound. 

Now, this at the wholesale level, and I will leave this with the 
committee. 

The Cramman. Without objection, that will be made a part of 
the record. 

Mr. Fromer. Gorgonzola cheese, domestic, 53 to 55 cents; imported, 
06 to 59 cents. 

Romano cheese, which is the Italian variety, domestic, 66 to 68 cents 
a pound. 
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Italian, 88 to 92 cents a pound for one variety, and 79 to 83 ce) 
a pound for the other. 

I am not talking about the American type, such as Cheddar chees; 
that might have been imported from New Zealand by Kraft Cheese 
Co. I am talking about the foreign types and varieties of chees 
these fine luxury cheeses that we have been imitating, more or le 
successfully, and we are still learning, and still trying to produce. 

For ex xample : Importation of cheese from Norway, such as Gjeto: 
made from goat’s milk which we are trying to duplicate here, does 10 
interfere with our production. 

Importation of Roquefort cheese made from sheep's milk does 10! 
interfere with our production of any cheese. 

The Italian cheeses, mostly made from sheep's milk, do not inte: 
fere with our production of cheese. 

Switzerland Swiss cheese has been shown consistently to be at lea 
20 cents a pound more than our domestic variety, and peculiar! 
enough, we have been increasing our production of Swiss cheese |), 
leaps and bounds, more so while we were importing from Switze) 
land than when we could not get it during the war. 

One of the points in this committee’s report, at the end of the last 
hearing, was that these imported cheeses have helped to develop 
taste for cheese in this country, and helped our own production. Thi 
fact is that our per capita consumption of cheese has gone up fro: 
4.4 pounds in 1931 to 7.5 pounds in 1951. 

Senator Scuorerren. But we have increased our cheese productio: 
capacity in this country, too. 

Mr. Fromer. During that time we have increased our productio) 
from 492 million pounds to 1,150,000,000 pounds. 

Senator Scuorrrer. It is inconceivable to me, though, that the in 
portation of foreign cheese has contributed tremendously toward tli 
taste on the part of Americans for cheese. I rather suspect it ha: 
been good advertising on the part of a lot of American manufacture: 
getting it before the public at a price it can afford to pay. It is ce: 
tainly not in the luxury class. 

Have you anything to show that the luxury trade has increas 
their use of cheese ¢ 

Mr. Fromer. In 1937, there were 3 million pounds of Blue chee 
coming into this country from Denmark. There was not a sing| 
pound manufactured here. We developed the manufacture of Bh 
cheese here at about that time. The war came along and displaced 
that cheese. We started to manufacture Blue cheese on a larger seal 
The people’s taste for Blue cheese has been constantly growing. No. 
all that was started with a nucleus of an introduction of an imported 
cheese, built up by those importations. The same thing is true abo) 
Italian cheese. The taste and the market was created by the import- 
from Italy. The war stopped those imports, and we replaced the 
with our own production, in part. 

Now that we are able to again buy cheese from Italy, you say t! 
we, with our advertising, built that trade? The Italian people | 
been advertising and promoting the sale of Italian cheese in 1! 
country for over 50 years. They made this market. 

Senator Scnorerre.. If memory serves me correctly, we had a witne> 
here that was, I think he said of the sixth generation of cheese mat 
facturers in Italy. They have been over here for two generati: 
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and they are making the same type of cheese. He was before us say- 
ing that already they had made tremendous inroads in that industry 
in this country, and he pointed out to us some of the disastrous eco- 
nomic effects that would follow if we continued to let these foreign 
cheeses. come in. I am merely quoting from memory, of course, as 
to what he testified before this committee. 

Mr. Fromer. That is his testimony. Let me give you the publica- 
tion of the New York State Manufacturers Association for February 
1952. This is the latest issue, and I quote : 

New York production of Italian cheese: Volume of Italian cheese produced 
in this State has grown by leaps and bounds in recent years. The estimated 
1951 total is some 300 percent above what it was a few years ago, with the end 
apparently not yet in sight. 

Does that look like disastrous competition’ We were in the office 

f the Secretary of Agriculture in September, I recall, and that same 
eau was raised, that some people had come in and said that 
they are being driven out of business, this business of making Italian 
cheese. The fact is that at the time this law was adopted, which was 
at about the end of the second quarter of 1951, Italian cheese produc- 
tion for that quarter was at its highest level since the war. It was 
higher than the previous year, and higher than the year before that, 
and it was quite a large production. That does not seem to jibe with 
any contention, nor does this article jibe with any contention that 
anybody is being driven out of business by any disastrous competition. 

I would like to go on with the observations that I had wanted to 
submit to you. 

Senator Ropertson. May I ask a question / 

I read over your statement last night, and you make some reference 
to the inability of the domestic produc ers of Blue cheese to meet the 
demand, and then you indicated how the price of Blue cheese had 
gone up so much more than other types. 

How much did Blue cheese go up above the general advance ? 

Mr. Fromer. Senator, I think what you are referring to in my 
statement were two different things: One was with reference to the 
inability to supply the market. The other was with reference to the 
price increase, I believe I quoted particularly the increased price of 
Swiss cheese. Blue cheese has also gone up, but not as markedly as 
Swiss cheese. 

Senator RoBertTson. Swiss cheese is how much more / 

Mr. Fromer. Twenty cents a pound. 

[ have already submitted an article from the Journal of Commerce, 
and I would like to incorporate in the record at this point also quota- 
tions from March 3 and March 4. 

Now, this is what I said in my statement. On August 24, the price 
of Cheddar was 41 to 42 cents a pound. The price of Swiss cheese was 
15 to 49 cents a pound. On March 3, the aia of Cheddar was 4114 
to 434% cents a pound, or an increase of a half a cent. The price of 
domestic Swiss cheese, 61 to 65 cents a pound, up almost 20 cents a 
pound in relation to Cheddar cheese, and they are both made from the 
sume milk. This comment is in this market report, “Decided strength 
it domestic Swiss, little remaining spot offerings of imported 
varieties.” 

Gentlemen, there is no cheese to be had right now, either imported 
or domestic. We are beginning to feel the famine more and more. 





810 DEFENSE PRODUCTION ACT AMENDMENTS OF 1952 


Senator Scuorpre.. Is that because the foreign manufacturers are 
able to supply their sale requirements outside the continental United 
States? 

Mr. Fromer. No, because we cannot import any more, because the 
licenses that were allocated by the Department of Agriculture have 
been largely used up, with the exception of some Argentine licenses 
for Italian-type cheese which we could not bring in because there was 
no cheese in Argentina. The rest of the licenses shave been used up, or 
practically used up. 

Senator Scnoerret. What is the price today of Denmark Blue 
cheese in Denmark, in equivalent American money 4 

Mr. Fromer. Danish Blue cheese is quoted today for export at 40 
cents a pound. 

Senator Scnorrpret. In Denmark. What is it in Denmark, in Amer- 
ican money / 

Mr. Fromer. In American money, it is 40 cents a pound. When you 
eet it here, with the duty and the freight, and so forth, it will come 
up to 50 cents a pound, and the market quotation for it here, for 
resale, referring again to the Journal of Commerce, is 55 to 57 cents 
a pound. 

Senator Scnorrren. I think it would be helpful for the record. 
Mr. Chairman, since this gentleman is testifying on importation of 
cheeses, if he could give us for the benefit of the record, before we 
finally close it, the corresponding prices in other countries, for in 
stance, Italy, France, Denmark, of some of the corresponding cheeses. 
What the prices actually are in those countries. 

Mr. Fromer. I would like to point out in each case you have got 
to add your tariff, your freight, and so forth. 

Senator ScnHorprer. You do not have to add that in Denmark; 
they are not concerned about that. I want to know what the price 
is in Denmark of that cheese you want to import, the same Fane in 
Italy, and in France. I think that might be helpful for 1 

Mr. Fromer. We practically have that in these prices, ‘er this 
reason. These prices that are in the Journal of Commerce reflect 
the prices abroad, plus the tariff, plus the freight and insurance, 
plus the mark-up, which has been controlled by price control. In 
other words, if an importer made 3 cents a pound during the base 
period, he can only add the same 3 cents a pound today, regardless 
of how much the price of the cheese abroad may have increased, so 
that these prices will reflect, when you know those expenses, and the 
markup, what the price is on the other side, you see. 

However, I would be glad to secure for you the prices for these 
foreign types, and submit them to you. 

(The information referred to follows: ) 

CHEFSE IMPORTERS ASSOCIATION OF AMERICA, ING, 
New York, N. Y., Mareh 17, 1952 
Senator BURNET R. MAYBANK, 
Senate Office Building, Washington, D. ¢ 

DeEAR SENATOR MAYBANK: In the course of my testimony before the Senate 
committee, Senator Schoeppel asked for prices of cheese in Italy, France, and 
Denmark in terms of American currency. So that you may have the same for the 
record, the following are the prices of typical cheeses of these countries which 
are exported to the United States: 
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ITALY 


Pecorino-Romano, genuine (sheep's milk grating cheese), official minimum price 
for export to the United States, $1.15 per kilogram. This is equal to 52 cents 
per pound. To this must be added freight, insurance, and handling incidental to 
importation of 4 cents per pound, and duty at the rate of 17144 cents ad valorem 
which equals 9 cents per pound, making a total landed cost of 65 cents per pound. 

Pecorina Romano Sardo (sheep's milk hard grating cheese), official minimum 
price for export to the United States, $1 per kilogram, plus freight, insurance, 
and handling incidental to importation, and duty, brings the net landed cost to 
57% cents per pound. 

Parmesan cheese, $1.10 per kilogram, ete. 

Provoloni cheese, $1.05 to $1.10 per kilogram, ete. 

Gorgonzola cheese, $1 to $1.07 per kilogram, ete. 


FRANCE 


The most representative cheese from France is Roquefort cheese. The cost of 
Roquefort cheese, f. o. b. LeHavre, is $1.55 per kilogram. This is equivalent to 
about 70% cents per pound, which together with freight, insurance, and handling 
incidental to importation, and duty of 15 percent ad valorem, makes a total 
landed cost of 85 cents per pound. 


DEN MARK 


The most representative cheese from Denmark is Blue cheese. The cost for 
export to the United States is 40 cents per pound, which together with freight, 
insurance, and costs incidental to importation of 3 cents per pound and duty 
at 15 percent ad valorem, or 6 cents per pound, makes a total of 49 cents per 
pound. 

The level at which the above costs should be compared with domestic cheese 
is at the factory for sale to the first purchaser. The costs in each case exceed, 
by substantial amounts, the costs of domestic cheese, and these inc rere costs 
are reflected in the comparable price quoti itions published in the New Journal 
of Commerce which I submitted to you in conjunction with my te stimony. 

Sincerely yours, 
CHEESE IMPORTERS ASSOCIATION OF AMERICA, ING., 
By MARTIN A. FROMER, Counsel. 

Mr. Fromer. I would like to deviate from my statement. 

The CHarrman. Your statement will be printed in full in the 
record. 

Mr. Fromer. I want to point out to you some other observations. 

During and since World War II, there have been provisions which 
permitted the Secretary of Agriculture to ban imports of fats and 
oils, including butter. This was the condition until January 30, 
1951, when, instead of renewing the authority of the Secretary in 
the Second War Powers Act, the provision was added as an amend- 
ment which became section 104 of the Defense Production Act of 
1951 and “cheese and other dairy products” were added to the prod- 
ucts subject to import control. 

You are all familiar with the circumstances under which this was 
accomplished. There was no notice of this proposed action given to 
the industry; no opportunity to be heard was permitted, either to the 
industry or to consumers. Suddenly, and without any cause or justi- 
fication, we were faced with a ban of cheese imports. The advocates 
of this kind of legislation have tried to justify it by saying that the 
controls do not become effective until certain conditions exist under 
which it is reasonable to control imports. Let us examine just what 
has happened under these allegedly reasonable conditions. 


96315—52—pt. 1——-52 
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The Secretary of Agriculture has interpreted the section to 
mandatory. In the case of cheese, he has determined that impo 
above the yearly average for 1948, 1949, and 1950 would cause su 
criteria to exist as are provided for in the regulation, and has limit: 
imports to the annual amount. 

Although the section of the act in question provides for the ma 
tenance of present production levels, the Secretary has cut che: 
imports back to approximately one-third of the 1950 figure, and abo 
4) percent of the 1950-51 figure, which was about 60 million poun 

On top of that, the Secretary has imposed additional restrictions «- 
to type and country of origin, and he has discriminated between citi: 
ent kinds of importers, depending upon when the importer went 
the business. 

Under the act I have indicated to you in my statement certain | 
fair and unreasonable results with regard to allocations, depending 

on when an importer went into business. 

Senator Scnorrre.. Here is one thing, though, that we have be 
confronted with here. <A lot of foreign countries manipulate t! 
currency, and we have to like it. That puts our producers at a | 
tain disadvantage, too, which we have to be on guard about. Our «i 
partments have to be careful of that. 

Mr. Fromer. You asked for the price of foreign-type cheeses 
American money, and that is what I am going to give you, in Ane 

can money, not in some other type of money. 

Senator Scuorrret. We can do our calculating, then. 

Mr. Fromer. We will give it to you in American money, and prov: 
to you that these higher prices reflected in the Journal of Commerce 

and all the other price quotations, are justified because they are based 
upon higher costs of bringing im cheese as compared with domes 
production. 

Now, we are convinced that the criteria established in the act, t 
is interference with domestic production, orderly marketing, and sul) 
sidies, do not exist. We had a conference with the Secretary of Agi 
culture on the subject, and we pointed out to the Secretary of Aw 
culture from his own publication, the Dairy Situation, these \ 
important facts, and I will only indicate certain headlines in th 
ciblicakiee: I might say this is the Dairy Situation of January 
February 1952, which I ask to be incorporated by reference. 

“Miik production in 1952 probably will not exceed that of 1951, 
the first heading. 

The next, “Stronger consumer demand than in 1951 is in prospect. 

On page 5, the headline, “Dairy prices likely to increase furthe: 
1952.” 

On page 6, the heading, “Consumption of fluid milk increasing.” 

On page 7, “Supply of milk for manufacturing to be reduced,” aii 
“Supplies of dairy products, per person, in 1952 the lowest in thr 
decades.” This is the Bureau of Agricultural Economics publicat i: 
the Dairy Situation. 

Now, I would like to prove to you that there is not any cheese ava 
able in this market right now. Reference was made to these Blue 
cheese manufacturers who clamored to keep out the Blue chee 
Well, where is the Blue cheese today? The Southern Biscuit ( 
located not very far from here, has developed a Blue cheese cracker. a 
cracker in which they use Blue cheese. 
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senator Roperrson. And they wanted 100,000 pounds of Blue cheese 
a month, and could not get it. 

Mr. Fromer. And they cannot get it. 

Senator Roserrson. | was wondering what they 
that for. 

Mr. Fromer. In crackers. ‘They have spent a lot of money advertis- 
ing, and they have developed a good product. They have canvassed 
the whole field, every Blue cheese manufacturer, and ever y importer, 
and they are unable to satisfy that demand. They went to the De- 
partment of Agriculture, and said, “Give us a license to import this 
cheese,” which would mean bypassing their regular sources of supply, 
which are the regular importers of cheese, and the application for 
a license was denied. They have appealed to what they call in the 
Department the Defense Order Appeals Board, but they have gotten 
no cheese. 

Senator ScHoerreL. How long ago was that / 

Mr. Fromer. It is pending right now. It has been going on for 
months, at least 2 months. There have been submitted any number 
of applications on behalf of different importers asking them to ear- 
mark the cheese expressly for this company, and they have not done so, 
and here we are losing this market. We have created a market for a 
Blue cheese cracker, and the company cannot make it. Who benefits 
from that kind of regulation ¢ 

Here are some price lists from some outst: unding dairy concerns. 
You can see I have circled the word “out” in each case. This is from 
June Dairy, a large distributor, all the cheese, Switzerland, Holland 
Gowda, French cheese, Danish cheese, Italian cheese, Canadian cheese, 
ill marked out of supply. 

Here are some other price lists of other cheese companies which 
lave here indicating the same situation. 

With reference to domestic Swiss cheese, one of our members, and 
many of our members incidentally also distribute domestic cheese, has 
received a letter from the broker of the largest Swiss cheese manu- 
facturing cooperative, in this country, the Producers Marketing Asso- 
ciation. They operate 21 plants. This letter is dated February 1: 


Referring to your recent complaint relating to your dissatisfaction 
reducing your shipment to only three tubs 


are going to use 


ubout our 


a tub contains about 800 to a thousand pounds— 


We are sorry to inform you that from further advice received from our principals 
in Wisconsin, we doubt whether we will even be able to ship as many as three 
tubs twice a month, and that we may be forced to ship less than that every 
> or 4 weeks. We regret that there is no available supply of Swiss cheese to 
satisfy our regular trade, the situation being so acute that we have been forced 

discontinue shipping altogether to a large number of our regular weekly 
uyers. We do not expect any change in the situation until the latter part 

f June, 

What I ask is “Where is all this cheese we are supposed to be pro- 
fecting against unfair competition? Where is the unfair competi- 
tion” According to our statistics, there is actually a million pounds 
more Swiss cheese in storage today than there was a year ago. Where 
isallthe cheese? It would be interesting to find out who is monopoliz- 
ing the market, and who is capitalizing on the restrictions and whose 
pockets we are lining. 
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I have examined the prepared statements submitted by some of the 
dairy people containing many generalities, and the only specific in- 
stance with regard to alleged disastrous prices that I have been able to 
detect pertains to butter. 

Now, there have been restrictions on butter for many years. I am 
particularly concerned about cheese, and the addition of the phrase 
“cheese and other dairy products,” in the manner in which it was 
added in the control law. T inelude the phrase “ ‘or other dairy prod 
ucts,” because if you take out cheese and leave in other dairy products, 
you may still expect that we will get some restriction on cheese. 

There is not, as I have indicated to vou, enough cheese available in 
the market. We should be thankful for the availability of some im- 
ports to relieve the situation, and I assure you there is not enough 
abroad to satisfy all of our needs. Short-sighted and selfish interests 
would have you cut off imports and remove price controls. The de 
sired result is obviously a one-way road to inflation. Even now a 
black market is developing i in cheese distribution, and consumers are 
beginning to ask what is going on. Listen to this broadcast of March 
5 over CBS television, on a news program : 

Housewives every day are becoming more and more aware of a law that was 
passed almost unnoticed last year, a law which restricts the import of foreign 
cheese. As a direct result foreign cheeses are almost disappearing from grocers’ 
shelves, while the price of foreign cheese and domestic cheese of the foreign type 
is going up by leaps and bounds. 

Senator ScHorrreL. Who made that broadcast ? 

Mr. Fromer. CBS, a news program which had a lot of other news 
items on at 10 o’clock in the morning. I did not know they were going 
to do it any more than you did, but learned about it, and secured this 
from them. 

I quote further, at the end of the broadcast they go on to some of 
the various arguments. I understand they had pieces of cheese on 
television, with different price marks on them. 

In addition the ban on cheese imports was hurting our allies in Europe badly. 
Under the Marshal plan we actually encouraged Denmark to increase production, 
but now Denmark finds it can’t ship all the cheese it wants to the United States, 
and it needs these exports to earn money to pay for its rearmament program. 

Another article on the same subject appeared in the New York Times 
on March 4 with the headline: 

Famine in cheese laid to United States curbs. Importers fear that efforts to 
repeal the Andresen amendment may prove too late. There is a cheese famin« 
and prices are high in the New York market and elsewhere for foreign types of 
cheese whether made at home or abroad. 

I would like to point out in the record that the milk price at the 
present time is 100 percent of parity. ‘The butterfat price is 101 per- 
cent of parity. Our imports are even less now than they were prewar. 

You gentlemen are familiar with these charts which we have sub- 
mitted with our statement, indicating to you that our imports even at 
the present time, and even before control, have not yet reached the 
prewar level. Incidentally, I have heard the statement made man) 
times that the quotas established under this law are at the highest 
level since 1939. That is the most misleading statement I think could 
possibly be made. Hostilities broke out in 1939. Naturally when our 
main sources of supply were cut off by hostilities, and there were 
little or no imports, a statement that we are importing now more 
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than we did since 1939 is to me meaningless, especially when you 
observe that our production in 1939 was about 700 million pounds, 
and that has gone up over 50 percent, and during the same period, 
our per ¢ apita consumption has gone up very substantially. 

I take it these tables and charts will be made a part of the record. 

The CHairman. We will include them in the record. 

Mr. Fromer. I would like to point out, gentlemen, that realizing all 
these conditions exist, we met with the Sec retary of Agriculture, 
and showed him all of these facts, and his conclusions were that under 
the law he had to impose—— 

The Cuarrmay. I think his conclusions were right, do you not, 
under the law? He testified against the law. 

Mr. Fromer. The Secretary is definitely against the law, that is 
right. What I want to indicate to you is that under the law he is 
compelled, it appears, to do certain things, because you have got cheese 
in there. Now, under his construction of the law, regardless of the 
critical condition of cheese supplies, regardless of the “need for more 
cheese to satisfy the demand, and the exhaustion of import licenses, 
high cheese prices, high consumer prices, the Secretary of Agriculture 
interprets the act of Congress as making it mandatory upon him to 
impose and maintain import restrictions on cheese as long as milk pro- 
duction is less than in 1951. 

You see, gentlemen, the way this law is written, it groups together 
butter, cheese, and other dairy products. 

Now, if a single pound of cheese comes in, it could be said that that 
impairs milk production, and I am sure that is not what was in- 
tended, but that is what the Secretary has found is necessary under 
the law. 

We had a hearing, a conference with the Secretary’s office about 
3 weeks ago. I have a copy of the record which I just received this 
morning. I would just like to read one paragraph. 

Senator Ropertson. Before you do that, I gathered from the wit- 
nesses who have testified here for the dairy interests that they do not 
want any absolute exclusion of all competitive products, and I am 
sure that before this bill leaves this committee, or at least before we 
finish action on it, we can make some change in the formula in section 
104 that will give proper and reasonable “protection to the dairy in- 
terests without going so far as to exclude, in a mandatory way, all com- 
petitive items. 

Mr. Fromer. The big complaint, as I see it, from abroad, the big 
insult to our allies, was the addition of cheese to import control. We 
have had these other import controls on butter, you had the butter 
interests here. We have had them on other fats and oils, but when 
cheese was put in, that is when the big protests were submitted by these 
different countries, because we had negoti: ited trade treaties with them 
on cheese. Now, it seems to me that if you could take cheese out of that 
regulation effectively, and that means you cannot just leave the other 
dairy products, because cheese is a dairy product, but either specifically 
exc lude cheese, or take out the provision “cheese or other dairy prod- 
ucts,” that these protests can effectively be answered. 

[ submit that we are an industr y entitled to our rights as American 
citizens just as well as any other industr y, and consumers are entitled 
to some protection, too. I do not think that the imposition of compul- 
sory restrictions against cheese imports, when it has the effect that we 
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have indicated to you, inflation of prices, the creation of mono). 
here, the cutting off the imports and jeopardizing our exports, I do 
think that that is good legislation. 

Incidentally, I would like to comment with reference to our exo: 

I have heard it said so many times we give this stuff away. 

The CHarrMan. We are getting those figures as to what was 
Marshall aid part of the exports. We have asked for those figure, 
Mr. Fromer. Well, from what I understand in dollars and cents, | 
value of the cheese that they have purchased, whether they use \J 

shall plan money or not—— 

The Cuarrman. If they use Marshall plan money, it is giving 
away: 

Mr. Fromer. If we give them a certain amount of money, they | 
use it any way they see fit. If they used money to buy cheese. 
because they needed it. 

The Cuarrman. The argument has not been what they did with tly 
money, the argument has been that it is the taxpayer's money, whet |ier 
they buy cheese, cotton, wheat, or corn. 

Mr. Fromer. If we keep out these imports—— 

The CuHarrMan. We are trying to find out what earned funds | 
used, 

Mr. Fromer. What does it help if we make enemies of them. I read 
yesterday that in Italy the Communists are stirring up trouble aid 
pointing out the bad faith of the United States because we will not tak 
their cheese production. 

The Cuarrman. We had an article from Sicily 2 or 3 days ago. 

Mr. Fromer. Why spend money making enemies. Furthermore. i 
they should stop buying from us, we would be in a much worse wa) 
than keeping out a few pounds of cheese. Really this thing is pica 
yune. When you look at it, what has been kept out is 20 million pounds 
of cheese. If you talk about that quantity with reference to 1.200.000, 
000 pounds of cheese, it becomes insignificant. When you consider it 
on a milk basis, and people have been talking about supporting the 
price of milk, it would take about 150 million pounds of milk to make 
that cheese. We produce over 120 billion pounds of milk. That is 
about one-tenth of 1 percent of our milk production, the amount that 
we keep out, in the form of cheese. 

Now, when you compare that to 214 times the dairy products that we 
meets I think we have got quite a favorable balance. 

f we are going to say we are going to keep out imports whereve! 
we have a competitive product we may as well shut our doors to any) 
trade at all, and what position would the United States be in, tl 
largest creditor country in the world. 

Senator Scnorprev. As far as Iam concerned, I do not think a lot of 
those foreign countries can bellyache too much about the America 
taxpayer not having carried them on their backs for a long while. If 
we are going around the world to buy friendship, somebody else can 
buy it. I am not too concerned if they gripe because we have not 
given more billions of dollars in American taxpayer’s money. 

Mr. Fromer. They do not want to be carried on our backs. They 
want independence. I have spoken to the Danish authorities on the 
subject, and they tell me “we do not want your aid, if you let us en 
gage in industry. What good is all the money if we have to be on a 
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dole forever. All we want is free trade to be able to sell our products.” 

Senator Scnorrret. When you say to this committee that we are 
going to make enemies of those people when we cut them off from these 
hand-out programs—they love that stuff. But the American taxpayer 
is asking us to do something about it, too. 

Mr. Fi roMER. If we are going to make enemies of them, there is no 
point in giving ee any ‘of these billions of dollars in foreign aid. 
| am not saying it is a threat, 1 am saying it from the point of view 
of a smart businessman. What is the use of giving somebody a lot of 
money to help them, and then slap him in the face and make an ene my 
of him anyway. These fellows want to get back on their own feet. 
They do not want to be getting a dole. They have self-respect. We 
have known them long enough to know they have self-respect and 
want to earn their own money. When we go ahead and encourage 
them to produce as we did in Denmark, and then say “Keep your 
production, get rid of it at a sacrifice somewhere else,” I do not think 
that that is playing fair or good business, and I do not think it is 
going to help us in our dairy industry. 

Senator Scnorrren. I think there is a happy medium that we can 
work out, and it is the responsibility of two or three departments of 
Government to do so. I think if it were approached in good faith, it 
could be worked out. 

Mr. Fromer. Here is one of the difficulties about working it out. 
Under the law the control functions exercised under the act are 
specifically excluded from the Administrative Procedure Act. There 
are no hearings, no minutes, no findings, no opportunity for judicial 
review. That is not true under section 22 of the Agricultural Ad- 
justment Act, it is not true under the Trade Agreements Extension 
Act. Now, there are ways and means of adjusting matters with re- 
gard to competition. If Cheddar cheese is coming into this country 
in such quantities and at such a price as to threaten domestic industry, 
the Trade Agreements Extension Act is available for that purpose to 
revoke concessions granted to various countries on Cheddar cheese, or 
to increase tariffs, but the Defense Production Act is not a proper 
means. This act should not be used as a means of keeping out all kinds 
of cheese in the manner that has been done. We do not have a demo 
cratic procedure under this act. We are completely at the mercy of 
whatever administrative official should happen to be in charge of the 
administration of the particular provision. 

lor example, under the present provisions, if I imported Bel Paese 
from Italy in 1949, 1 cannot get a license now to import. Gjetost Nor- 
wegian goat cheese from Norway at the present time, even though I 
may have imported it during all of 1951, prior to this regulation. This 
is but one of the ridiculous quirks of an administrative regulation 
where you do not have a right to review or to a hearing, or to the 
findings. 

Now, we should have some orderly procedure when we regulate an 
American business. That orderly procedure exists in section 22 of the 
Agricultural Adjustment Act, and in the Trade Agreements Extension 
Act. 


This law here does not have any orderly procedure on making 
compromises. The only thing it could do uniformily is keep cheese 
out completely. Then it operates uniformly, but when you start letting 
some in, then you have a field of discretion, a field of regulation, which 
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is subject to administrative creation without any right to regular 
hearings, findings, or review, and that is one reason why this act is wn- 
varranted, unwise, and just does not work. I think there is sufficient 

regulation in the law already, it has been pointed out in the last report, 
to take care of the situation where you have any difficulty with any 
particular product. 

The Cuarrman. We thank you very much for your testimony. || 
those charts, and so forth, will be made a part of the record. 

Mr. Fromer. I thank you very much, gentlemen. 

(The prepared statement and exhibits of Mr. Fromer follow) : 


STATEMENT OF MARTIN A. FROMER, COUNSEL, CHEESE IMPORTERS ASSOCIATION 0 
AMERICA, INC. 


The Cheese Importers Association of America, Inc., is a Nation-wide organiza 
tion of cheese importers comprising in its membership importers of a major por 
tion of the cheese imported into the United States. Its offices are located at 51 
Chambers Street. New York City. 

On September 13, 1951, I submitted a statement to this Committee and 
testified, commencing at page 2978 of the records, concerning S. 2104, to repeal! 
section 104 of the Defense Production Act, and said statement and testimony is 
pertinent here. I request that it be incorporated into this record. 

This committee has in two reports on S. 2104 recommended immediate repeal 
of section 104, These reports, particularly Report No. 790, were very Compre- 
hensive, and forcefully set forth eight cogent reasons for the discontinuance of 
section 104 of the Defense Production Act. These reports and the facts found 
therein are pertinent here. 

I would like at this time to direct my statement to facts and arguments from 
which it has become even more evident, since the S. 2104 hearing, that the re 
moval of section 104 from the Defense Production Act is urgent in the best 
interest of our own economic, moral, and political well-being. 

As you are well aware, section 104 of the Defense Production Act provides 
that when the Secretary of Agriculture determines that certain criteria set 
forth in the act, exist, no imports of the listed commodity “shall be admitted 
to the United States.” The Secretary has interpreted the section to be manda- 
tory. In the case of cheese, he has determined that imports above the yearly 
average imports for the years 1948, 1949, and 1950 would cause such criteria to 
exist and annual imports have been limited to such average amount. However, 
the vears 1948 and 1949 were subnormal cheese import years. European sources, 
with our help, were just getting back on their feet, and even by 1950 had not 
reached the level of their cheese exports of 1939, whereas our own domestic 
cheese production and consumption had increased during the same period by 
over 50 percent. We imported cheese in these base years as follows: 

Pounds 
_... 23, 557, 000 
- ea . _ 82,014, 000 
950_. a ae P =. . ; 56, 189, 000 
3-year average_ : st 7 ee Soe a aa 37, 253, 000 
Compared with 1939_ 59, 071, 000 


Although the section of the act in question provides for maintenance of 
“present production levels,” the Secretary of Agriculture, whose office has re 
peatedly stated that the Secretary is opposed to this section of the act, has cut 
back cheese imports by approximately one-third of the 1950 figure and by about 
40 percent of the level of imports for the fiscal year 1950-51, which was about 
60 million pounds. In addition to this, although the Secretary had made no 
such determination, additional restrictions have heen imposed restricting imports 
as to type of cheese and country of origin. Furthermore, regulations have been 
promulgated with regard to establishing quotas, depending upon when imports 
began and the type and variety of cheese, which discriminate between different 
importers and different types of cheese. For example, the Department of Agri 
culture, Office of Requirements and Allocations, in answer to a specific inquiry, 
has advised as follows: (1) An importer with a history of imports in 145, 
1949, and 1950 of 100,000 pounds each year would be authorized to import 100,000 
pounds (3-year average) on an annual basis; (2) an importer who began im- 
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porting cheese in June 1950, and during that month and the balance of the year 
imported a total of 100,000 pounds of each type of cheese, would be authorized 
to import on an annual basis at rates for the different types of cheese as follows: 
Gruyere, 182,010 pounds; Edam and Gouda, 58,310 pounds; Cheddar, 62,550 
pounds ; Roquefort, 112,180 pounds ; Emmenthaler, 91,650 pounds ; Italian, 99,280 
pounds; and Blue Mold, 69,820 pounds; (3) an importer who commenced im- 
porting in June 1951 and imported 100,000 pounds of a particular type would 
be authorized to import 240,000 pounds of that type of cheese per annum. 

There are other examples of hardship and discrimination between importers, 
all brought about by the implementation of section 104 of the act, which section 
should be permitted to expire without renewal. 

On February 6, 1952, being convinced that conditions demanded that restric- 
tions upon the importation of cheese be removed and that none of the criteria 
established by section 104 exist or threaten, we communicated with the Secretary 
to confer with him and establish that a new determination be made with regard 
to the need for continued restriction; with regard to the propriety of the base 
periods; and with regard to other provisions affecting the administration of 
the act. Although we made several requests for the personal participation of 
the Secretary of Agriculture, the Secretary did not participate in the conference 
which was arranged. We proved to the Dairy Branch, the Production and Mar- 
keting Administration, and the representative of the Under Secretary of Agricul- 
ture, and we wish to point out to you, the following facts to show that import 
controls of cheese should be terminated. The proof is taken principally from the 
publications of the Department of Agriculture. 

I start with the publication entitled “The Dairy Situation” of January-Febru- 
ary 1952 and cite the following statements: 

Page 3: Milk production in 1952 probably will not exceed that of 1951. Strong- 
er consumer demand than in 1951 is in prospect. 

Page 5: For 1952 it appears that milk production will be no greater than in 
1951 and may be slightly smaller. Dairy prices likely to increase further in 1952. 

rage 6: 

Taste 1—Wholesale prices of cheese raises for pound 
Cents 
June 1950 : aoe ase 34.6 
December 1950______— come Ee ; a Ses ieode 38.6 
lel lt : ‘ : pate _._ 40.0 


.-December = oe . oe . Wo) 1) ae 


Note.—The rise from the flush to the short month in 1950 was only 4 cents per pound, 
whereas in 1951 it was almost 5 cents per pound. 

Page 7: Consumption of fluid milk increasing. Supply of milk for manufac- 
turing to be reduced. 

The quality of milk available for manufacturing (including the milk equivalent 
of farm-separated cream) will reach another record low for 1952. The output 
of cheese, exaporated milk, condensed milk, and dry whole milk probably will 
be about the same asin 1951 * * *,. With supplies of the various products no 
greater than in 1951 and consumer demand at least as strong, it is likely that 
prices will average higher than a year earlier during 1952. (Nore.—With sup- 
plies no greater than 1951, and imports reduced an estimated 20,000,000 pounds 
between 1951 and 1952, the question arises how this deficiency will be filled.) 

Supplies of dairy products per person in 1952 the lowest in three decades 

Page 9: In 1951, the United States had a net export balance of 2.1 billion pounds 
of dairy products, milk equivalent. In 1952, net exports may be equivalent to 
about 1 billion pounds of milk. Stocks of dairy products at present are con 
siderably less than a year earlier, primarily because of the smaller holdings of 
butter. Hence, indications point to a supply of dairy products per person for 
1952 somewhat smaller than that consumed in 1951 and moderately below the 
prewar average. 

TABLE 3.—Per capita consumption 


[Pounds] 
Cheese: 


Average 1935-3! 


1950 : 7 
1951 first estimate__- 
1952 second estimate 
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Page 12: Milk production has not kept pace with the population increase 

In all parts of the country, the opportunity for comparatively good earninys 
in nonfarm pursuits has been operating in recent years to limit milk producti 

I also submit to you the statement published by the New York State Checs 
Manufacturer's Association, in its publication of February 1952 entitled “Whait’s 
Happening,” as follows: 

“Volume of Italian cheese produced in this State has grown by leaps and bounds 
in recent years. The estimated 1951 total is some 300 percent above what it was 
a few years ago, with the end apparently not yet in sight.” 

We produced price lists to prove that there is a serious shortage developing 
in all kinds of foreign-type cheese, both domestic and imported. We produced 
letters and published market reports to prove that there is no adequate avail:l,je 
supply to meet demands, particularly of Blue cheese, Swiss cheese, Holland-type 
cheese, and other foreign types. Import restrictions are causing shortages and 
inflation. Prices of foreign types of cheese have been skyrocketing and are out 
of proportion to other types. For example, the New York Journal of Com 
merce of August 24, 1951, quotes domestic Cheddar cheese, at wholesale, 
41—42 cents per pound and domestic Swiss cheese at 45-49 cents per pound. On 
March 4, 1952, the same source quotes domestic Cheddar cheese at 4114-431, 
cents per pound and domestic Swiss cheese at 61-65 cents per pound. Note 
that Cheddar cheese had gone up one-half cents per pound while Swiss cheese 
went up 16 cents per pound. Imported Switzerland Swiss cheese is quoted on 
both dates at 81-83 cents per pound. The market report also states, “Decided 
strength in domestic Swiss. Very limited remaining spot supplies of imported 
varieties.” 

You will recall that your report of the repeal hearing pointed out that the 
only persons who indicated they might benefit from section 104 are some twenty 
odd manufacturers of Blue cheese. These Blue cheese manufacturers today, 
7 months since the restrictions have been imposed, have failed to fulfill the needs 
of the market. The Department of Agriculture is familiar with one outstand 
ing case of a baking concern which has been seeking 100,000 pounds of Blue 
cheese per month and which has canvassed the entire market, both imported and 
domestic, and is unable to fill its needs. 

We also pointed out similar conditions with regard to other foreign types of 
cheese. 

We pointed out, and we point out to you, that agricultural and dairy exports 
exceed imports and that our potential loss from retaliation in kind is greater 
than any gain we could derive. 


CHEESE 


Imports Exports 
~ ad 
Pounds Value Pounds 


July to November, inclusive: 
1950 29, 424, 000 $11, 970, 000 19, 829, 000 
1951 20, 845, 000 8, 821, 000 39, 246, 000 


DAIRY PRODUCTS 


| 
Imports Value | Exports 


July to November, inclusive 
1950 | $17, 232, 000 
1951 14, 174, 000 


We also pointed out that inflated prices and the hoarding of supplies (there are 
1,000,000 pounds more Swiss cheese in storage this year than there were last 
year) will result in consumer resistance and a search for substitutes, such 2s 
is being experienced in the case of butter, and the impairment of productic 

All of the facts in the light of present conditions prove that the removal 
restrictions upon the importation of cheese at the present time would not-— 

(a) Impair domestic production; on the contrary, there is not sufficient 
domestic production to satisfy the market. 
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(b) Interfere with the orderly domestic storing and marketing; on the 
contrary, the restrictions against imports have seriously interfered with the 
orderly marketing and storing of cheese. Domestic supply of foreign types 
is inadequate to meet demands and shortages and inflated prices have 
resulted. ° 

(c) Result in any price support program; the support price of Cheddar 
cheese is 36 cents, whereas the Plymouth exchange price is 38% cents per 
pound. 

The conference with the Department of Agriculture representatives was held 
on February 21, 1952. “We were promised a copy of the record of the hearing but 
to date same has not been received. However, the committee of importers sum- 
marized its conclusions as to the position of the Secretary of Agriculture, and 
his interpretation of section 104 of the act, as follows: 

1. Regardless of the critical condition of cheese supplies, need for more cheese 
te satisfy demand, exhaustion of import licenses, high cheese prices and high 
consumer prices, the Secretary of Agriculture interprets the act of Congress as 
making it mandatory upon him to impose and maintain import restrictions on 
cheese as long as current milk production is less than in 1951, for whatever cause. 

2. Section 104 of the Defense Production Act provides that no imports of 
putter, cheese, and other dairy products (among other products) shall be ad- 
mitted to the United States which would “(a) impair or reduce the domestic 
production of any such commodity or product below present production levels.” 
Whereas the trade had generally accepted this to mean that if cheese imports 
impair Cheese production, cheese imports would be restricted, the official inter- 
pretation appears to be that if current production of milk, or the production of 
any other dairy product, is below the comparable period in 1951, then the Secre- 
tary is required to impose restrictions against importation of cheese and other 
dairy products. 

3. The Department of Agriculture may use the provision of the act in question 
to increase milk prices in order to induce greater milk production. The fact 
that high prices may reduce consumption and thereby cause surpluses requiring 
Government support, or that restricting imports may result in our losing our 
export market, are not factors which may be considered under the provisions of 
the act. 

4. There is no statistical formula by which restrictions are imposed und the 
matter is subject to judgment. By the same judgment which says that lower 
milk production and cheese production requires import restrictions to bring pro- 
duction up to a determined level, the first criteria under the act, it can also be 
found that milk and cheese production above that level require imposition of 
import restrictions to prevent interference with orderly marketing and storing, 
and subsidies, the second and third criteria of the act. 

5. Under the construction placed upon the act by the Secretary, dried milk 
powder and every other dairy product imported into the United States should 
he excluded. Such action was not taken as the amount was termed “too small,” 
but such products are being watched. 

6. Under the Secretary's construction, even if domestic cheese production 
should exceed the highest levels ever, as long as the production of milk is lower 
than in 1951, restrictions are required. 

7. The fact that the major factors impairing milk or cheese production are 
(ue to domestic conditions is immaterial even if as little as 5 percent of the cause 
can be ascribed to imports and even though exports exceed imports. (We pointed 
ont that theoretically the importation of a single pound of cheese, under such 
theory, would impair domestie production. ) 

1 would like but briefly to refer to the finding in your Report No. 790 that 
alternative statutes to accomplish the necessary protection of domestic industry 
are in full force and effect. Your report describes in considerable detail and 
preciseness the other statutes which authorize import controls under proper 
safeguards against arbitrary, unwarranted, and unreasonable regulation, which 
include investigation, hearings, and findings, and which are within the frame- 
work of existing international agreements. These statutes include section 22 
of the Agricultural Adjustment Act and section 7 of the Trade Agreements 
Extension Act. 

By section 709, the control functions exercised under the Defense Production 
Act are specifically excluded from the operation of the Administrative Procedure 
Act. Although a hardship provision is included in the defense food order pro- 
mulgated under the act, there is no provision for judicial review of any arbitrary 
or discriminatory determination. Stenographic minutes are not even taken upon 
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any appeal based on hardship and no review could be had even if such minutes 
were taken. Contrast this with the democratic procedures established unde 
the provisions of the other statutes authorizing import controls. 

We also refer briefly to your finding of the stimulative effect which imports 
have upon domestic production.’ The domestic production of various foreigy 
type cheeses, such as Blue Mold cheese, Swiss and Swiss Gruyere cheese, Italian 
types, Holland types, French types, etc., were all induced and stimulated hy, 
imports. The production in this country of such popular cheeses as Blue cheese 
only started in 1937, and process Gruyere cheese even after that. Imports are 
of definite benefit, therefore, to domestic cheese production. 

One further fact we would like to point out. The price of milk sold at whok 
sale as of January 15 stood at 101 percent of parity and butterfat 100 percent 
There have been no purchases of cheese for support purposes for 6 months 
and the total amount purchased in 1951 was negligible—less than 1 millio: 
pounds compared to 109 million pounds in 1950. 

We also submit herewith, first, a table of facts showing United States chees; 
production, consumption, exports, imports, and imports expressed as percent 
of domestic consumption and production, and second, a series of three graphs 
showing the growth of domestic cheese production, per capita consumption, and 
export, compared with the stagnation of cheese imports, and the steady decrease 
these past 20 years of cheese imports compared with domestic production. The 
charts and statistics prove there is no need to destroy a domestic industry and 
impair international relations by the enactment of section 104. 


Ratio of cheese imports to United States, production and consumption 


{1,000 pounds} 


a : Imports as express: 
nitec In percent 
Year States Export Net Import | Total con- 
e produc- se , I sumption 
tion | | Of con- Of pr 
| sumption | duct 








1931 : * | 491, 963 1, 673 490, 290 61, 991 552, 281 11.2 12 
(eae 483, 87 1, 408 482, 470 5 537, 093 10.4 
ea 453, 1,281 | 171 9.7 

1934 579, 1,377 25, 169 7.6 5? 
Be tot. che . jos 620, 1,151 8, 513 7.3 

1936 ie 641, 5! 1, 136 460, 418 . 267 8.6 

1937 alle 648, 1,156 647, 629 ; 279 8. f 

1938 725, 325 1, 481 723, 844 4, 432 778, 276 7.0 

1939 TOR 1, 480 707,020 | 49, 071 766, 091 7.7 8 
1940 Sa ne 785, 490 2, 256 783, 234 32, 625 S15, 857 10 

1941 ; 956, 161 91, 942 864, 219 20, 013 SS4. 232 2 23 

1942. _. 4 ’ 1, 121,314 305, 019 | , 24, 218 840, 513 2.9 

1943 : se daeea 903, 294 157, 743 25, 385 860, 751 2.9 

1944 1, 017, 206 297, 003 9, 045 729, 248 1.2 

1945 1,116, 772 194, 323 8, 300 930, 749 u 

1946 1, 106, 347 186, 679 919, 668 20, 820 940, 488 > 9 

Penieh isd. wht cpa dat ctl 1, 182, 946 177, 461 | 1,005, 485 8,671 | 1,014, 136 4 

1948 1, 094, 425 95, 592 99S, 833 23, 557 1, 022, 390 2.3 

1949 1,191,775 93,921 | 1,097,854 32, 013 1, 130, 000 2.8 

1950 . .| 1,171,825 54,690 | 1,117, 135 56, 189 | 1,173, 324 4.8 
January-—September 1951_ 928, 705 65, 345 | 863, 360 41, 091 904, 451 4.4 


Source: U. 8S. Department of Agriculture and U. 8. Department of Commerce 


The continuance of section 104 seriously jeopardize our own agricultur 
exports including such products as cotton, tobacco, fruit, and even dairy prod 
ucts. Recognizing this fact, the American Farm Bureau Federation and man 
other farm and agricultural groups have strenuously opposed this section of the 
act. Our agricultural exports in 1950, to the countries which have formally 
protested against import restrictions (Canada, France, Italy, Netherlands, 
Switzerland, Denmark, and New Zealand), amounts to in excess of $818,000,000 
compared with agricultural imports from those countries of only $346,000,000 

It is obvious that the continuation of section 104 of the act violates every 
principle of good government. It has made the United States the target of 
serious international criticism, and for good reason, and is detrimental to our 
own industry and people. Your Report No. 790 pointed out that 10 nations 
have already protested the enactment of section 104. Those countries are now 
considering retaliatory measures against the United States, and, the President 
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CHEESE IMPORTS, EXPORTS 
& DOMESTIC PRODUCTION 


MILLIONS OF POUNDS 


[3 IMPORTS 
Ge EXPORTS 


GE DOMESTIC 
PRODUCTION 


1950 195] Est. 
* EST. BASED ON 10 MONTHS DATA 
SOURCE: U. S$. DEPARTMENT OF AGRICULTURE & U. S. DEPARTMENT OF COMMERCE 
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RATIO OF CHEESE IMPORTS TO 
DOMESTIC CHEESE PRODUCTION 
1931-1951 


1931 ‘2 ‘3 ‘4 ‘S ‘6 ‘7 ‘8 ‘9 ‘aol ‘2 ‘3 “4 ‘S “6 ‘7 “B ‘Y “SO 1951 EST. 


SOURCE: U. S. DEPARTMENT OF AGRICULTURE & U. S. DEPARTMENT OF COMMERCE 
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CHEESE IMPORTS, DOMESTIC PRODUCTION 
& DOMESTIC CONSUMPTION 
1931-1951 
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has said, “as they have a right to do.”. We have made our excuses concerning 
the circumstances under which the measure was originally adopted, without 
hearings. Those excuses will not be valid with regard to any reenactment of 
this section. What we do now is cold and deliberate. We are spending billions 
of dollars on foreign aid. We had better thrown this money down the sewer, 
or save our taxpayers their money, if we are going to make enemies—not friends 
We have been extending foreign aid to the countries which are the sources of our 
main cheese imports for our own good and protection as well as theirs. These 
countries include France, Italy, The Netherlands, Denmark, and Norway, among 
others. We have been trying to build strength which will eliminate the need 
for their assistance from the United States. We have encouraged them to 
produce and now we are erecting trade barriers against their products. Such 
action confounds our friends and pleases our enemies. The President’s recen; 
message concerning foreign aid points out that “Arms and defense support to- 
gether do not provide a full answer to the Soviet threat * * * if we ignor 
the necessity for building moral and political and economic strength, we would 
expose ourselves to the danger of Communist gains.” 

The provisions contained in section 104 of the Defense Production Act do not 
belong in a “defense” measure. They are not matters of defense, but of offense, 
and are particularly offensive to the countries with which we are trying to build 
up a common defense. The press has repeatedly pointed out, in connection with 
this section of the act, that we have a positive genius for bewildering and 
antagonizing our foreign friends. As one writer put it, “The civilized world 
often must suspect that we thing with our feet and walk on our heads.” 

We submit that the facts prove that the imposition upon American business, 
industry, and agriculture, the American consumers of the restrictions con- 
tained in section 104 of the Defense Production Act, and the renewal of section 
104 of the Defense Production Act, is harmful to our own economic, moral, and 
political well-being. 

I urge that section 104 of the Defense Production Act be not renewed. 


{From the New York Times, March 4, 1952] 
FAMINE IN CHEESE LAID TO UNITED STATES CURBS 


IMPORTERS FEAR THAT EFFORTS TO REPEAL ANDRESEN MEASURE MAY PROVE TOO LATE 


There is a cheese famine and prices are high in the New York market and 
elsewhere for foreign types of cheese, whether made at home or abroad. Local 
importers attribute the situation to the so-called Andresen amendment, section 
104 of the Defense Production Act, passed last July. 

They fear that the recommendations made yesterday to the Senate for the 
repeal of the section by Senator Burnet R. Maybank, South Carolina, chairman 
of the Banking and Currency Committee, will not become effective in time to 
alleviate the situation. They describe it as vitiating many of the provisions of 
the Mutual Security Agency's program in the interest of keeping up the price of 
fluid milk. 

Martin A. Fromer, attorney for a number of cheese importing interests, said 
here yesterday that the year’s quotas set by the amendment for Italian, Swiss, 
Danish, and Dutch cheeses had now been practically exhausted and that such 
cheeses were not procurable. On the other hand, he said, the domestic cheeses 
of similar types have risen in price by from 7 to 15 cents a pound. He cited 
domestic Swiss cheese as selling here at from 61 to 65 cents a pound as against 
‘5 cents a year ago. Domestic cheddars have gone up only 1 or 2 cents to 41 and 
42 cents a pound. 

There are still 4 months to go before the quotas expire. Italy had the biggest 
allotment at 13,700,000 pounds and almost 90 percent of that has already been 
imported. Switzerland had 6,000,000 pounds and the last shipments are now 
at sea. 

Furthermore, Mr. Fromer charges, the Department of Agriculture refuses to 
permit the unimportable Argentine quota to be applied to that of other countries 
such as Denmark, which has shipped practically its whole quota of 2,700,000 
pounds, and Holland with 1,800,000 pounds, practically all now received. 

All these countries, he said, are in need of the dollars which their cheese ship- 
ments might bring them without impairment of the American cheese market 
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{From the New York Journal of Commerce } 
CHEESE 


Receipts (August 24 and 25), 113,469 pounds. Fresh American cheese markets 
easier with prices not so well sustained here and falling off generally one-fourth 
cent on the Plymouth, Wis., board on Friday. Demand generally lighter and 
selling pressure more pronounced. Cured cheese held firmly. Domestie Swiss 
barely steady. Firmer holding on imported varieties. 


Domestic varieties 
Cheddars __ eee ; = Sat SS 
June 1951 , : en ea 
Cured __ yates es ; 0 - 84 
Single Daisy__- oe sila tats 2 . 4244+ (44% 
Cured _ a ae _ . : pane eesae - 49%: “54 
Young Americuns_______- = i 4 3 7 .424%- .44% 
Cured___- - a : “, : : .49 — i 54 
ee ; = wise .438%- .46% 
2 ee psig Soa 
Midgets se piesa active : ‘ 44 - .46% 
; ~— ee a ns “08 &--85 
Processed, 5 Ibs_____---- ‘ <3 a , .41%- .45 
Romano —_ ‘ — . 66 .68 
Provelone ; . atic : .48 50 
Gorgonzola Ssaaaeus : ee west. . 58 . 5d 
; de ‘ . . 50 - 52 
Brick See hae 7 : nitise . 40 42 
Domestic Swiss, Best__________- : ee .45 - .49 
Others a ie ee = : ; . es ; .40 - .46 


Canada Cheddar (cured) baste... ld 5, $0. 50-$0. 54 
pene: MaeGOl sooo sk ahmed bis .54- .56 
Sbrinz __- Site elapse ecln oa RET Sh Cth ty ak bhi 54 .56 
Reggionito > Slee ancl e .57- .58 
Paemern, 39100... .-..-..—. ‘ ltt soe .46—- .48 
Port du Salut__---_~- ; came ‘ ; .51- .53 
France, Roquefort__- 2 hprme .90- .92 
Nb Casein Saccttate- Sion: aioe is ; aes .46- .48 
Se eT a is : .44- .47 
Baby Gouds ceccrerese mca aes ioaneeabaas a -54- .56 
Italy, Pecorino Sardo____—~_-__- : .79- .83 
Pecorino Romano__-_-_-_- aeadee 88 .92 
eee. ok meters 56—- .59 
Switeerland, Swiss._............- maeae ee .81- .83 
Gruyére, 6 S8-ounce packages____- ; 5. 25— 5.50 
Gruyére, 6 6-ounce packages____ as ia ; ; _. 4.00— 4.25 


CHEESE 


Receipts (November 14), 456,154 pounds. Steady to firm tone on fresh Amer- 
ican cheese with prices apparently well supported. Domestic Swiss firm at sus- 
tained rates. Imported varieties held firmly. 


Domestic varieties 

Cheddars _____-_ 
June 1951_- 

Cured 
Single Daisy 
June 1951 

Cured 
Young Americans 

Cured... 
Flats __ 

Cured 


96315—5: 
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Domestic varieties—Continued . 
Midgets $0. 4414-$0. 
50 - 
Processed 5 pounds . 42 
Romano 57 
48 
52 . 5 
. 46 1 Y4 
‘ . 40 42 
Domestic Swiss Best . 50 . 53 
Others . 42 51 


Imported varieties 
DT IO icin hii tipectineions a ae a ae So eee $0.60 -S0. 61 

Sbrinz .60 - ; 

Reggionito .62 - 
Denmark Blue = . 49% 

Ne en ene ekcvermenre se . 52 
France, Roquefort Se .91 
Holland Edam : . 49 

NN ti shane dei nicat ic a eabeicotnctesesirtatal-aroe oss .o8 
Italy, Pecorino Sardo Romano - = ee . 70 

. 94 

ic 6 

Switzerland Swiss____- . 82 

Gruyére 6 8-ounce packages________________-____._- Se cia 5. 25 
Gruyére 6 6-ounce packages___________________ 


[From the New York Journal of Commerce] 
CHEESE 


Receipts (March 3), 250,661 pounds. Steady tone on fresh American chees: 
except raw milk goods which dragged. Firm holding of cured chese. Decided 
strength in domestic Swiss. Limits remaining spot offerings of imported 
varieties. 

Domestic varieties 

CI ais gias esr: $0. 4114-$0. 4314 
June 1951 i coe oneal . 46 .48 

Cured : Nee ae eee a «' SB 
single Daigy..___.___- ‘ ; .48%- 
NE TI svnenctrcions ; oe ie 47 - 

CN ic nas : : oe Jb = 56 
Young Americans__-~~~- 48% - .45 

Cured woe Suni *. , op = «(£56 
Flats mes Sane eo —s .44144- . 4614 

Cured_-_ 4 : : 54 =— 57 
Midgets __- cae ati hon -444%- .46% 

ad °a oa. = ..57 

Processed, 5 pounds___--- a el .43 -— .46% 
Romano ich ; : .60 - .67 
Provelone .48 . 4 
Gorgonzola ; eli i . o4 57 
Blue __- fie ha aaa maa i ; 51 4 
Sardo ah a aaa te Shes 5 . 61 . 63 
I TI IE ais icnstin asinine tpn . 61 . 65 
0 eae ied es c . 68 


Argentine Sardo__ 
PENI Sa tices iccnas 
Reggionito 

Denmark Blue 
Port du Saint 

France, Roquefort_- 





DEFENSE PRODUCTION ACT AMENDMENTS OF 1952 829 


Imported varieties—Continued 
Holland, Edam __... $0. 50-$0. 55 
Baby Gouds . 65 
Italy, Pecorino Sardo Romano d 15 
Pecorino Romano, 20 pounds ‘ . 96 
Gorganzia ’ ; . 66 
Switzerland, Swiss .81- .83 
Gruyére, 6 8-ounce packages 5. 45-— 5. 70 
Gruyére, 6 6-ounce packages _.. 4,20- 4.45 


Receipts (March 4), 354,234 pounds. Steady tone on fresh American cheese 
with prices sustained except on raw milk goods of some styles. Cured cheese held 
firmly. Decided strength in domestic Swiss. Very limited remaining spot sup- 
plies of imported varieties. 

Domestic varieties 

Cheddars __. $0. 4114-80. 43% 
pe RENTER Rev eter Gener e eee rel aa Ee eeee ae ies ibsitce sii Z i 465 ~ 048 
; wet) BO c— 86 
Single Daisy I .48%4-— .45 
June 1951 tts 47 - .A49 
aes so = £66 
Youn) sRMeri Cans). 2... nn cocecsse thn ie ecto .481%4- .45 
J : et .=—- ,56 

WiGGN, cbs 2h i hn hid sah 444%-— .46% 
- ‘ 2 set = 37 

Midgets : _ .444%4- .46% 
Cured Bere ess 51 -— .57 
Processed, 5 pounds aie Sistine J .48 - .46 
Romano =e a CO 
Provelone _____-~-- . ' 5 i 48 . 54 
Gorgonzola Luxcak. 3 a ete . 54 57 
3lue .51 , 65 
Sardo Ofiw .. 6 
Domestie Swiss, best mre 61 —. . 
ORRERE tl icaibiiitin dade dtidnns dete pate ba as . 06 . 63 


Imported varieties 

Argentine Sardo 

Sbrinz 

Reggionito ‘ = 
Denmark Blues .ou.-1.22-..5-Lu Se ibassacte hisahe-thveibbees ciebanlecubs Bathe $0. 55-$0, 57 

Port OG Rte 25 52002 ; Miesets ; '¥B2=  .58 
France, Roquefort ese ee .92-— .95 
Holland, Edam J a , 50- .55 

el OS die a ¢ . , .62—- .65 
Italy, Pecorino Sardo Romano abl ; gars ~T0-— TH 

Pecorino Romano, 20 pounds__-__-----~-- ; ae . 94 .96 
Gorganzia oT oe. 
SWEtereney CRNIPION aU as debs did cs -S1- .838 
Gruyére, 6 8-ounce packages____-____------ hides. As Fr 5. 45— 5. Te 

4.20— 4. 45 


WHAtT’s HapPenine IN THE New YorK MILKSHED 


Volume VI. No. 2—February, 1952—A monthly bulletin published by and for 
the members of the New York State Cheese Manufacturers’ Association serving 
the dairy industry 


New York’s production of American cheese in 1951 was between 39,000,000 
and 40,000,090, according to preliminary estimates by officials of the depart- 
ment of agriculture and markets. In 1950 the volume was 37,021,000 pounds. 

Production during the year was spotty, taking a sharp decline during the first 
quarter as compared with the similar period for 1950 and then staging a rapid 
upturn in the remaining months of the year, so that the total was a substantial 
gain, 
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Some Empire State manufacturers predict the 1952 figures will go beyond last 
year. They base their beliefs on the fact that several of the larger companies 
are actively exploiting New York State cheese and that the demand is steacj! y 
growing from outside this State and in some foreign countries. 

New York’s production of Italian cheese in 1951 also took a jump and wil! 
total close to 18,000,000 pounds, according to today’s estimates. Volume of 
Italian cheese produced in this State has grown by leaps and bounds in recent 
years. The estimated 1951 total is some 300 percent above what it was a few 
years ago, with the end apparently not yet in sight. 

Cheddar production in the United States for the 52-week period ending Decem 
ber 27 was 857,400,000 pounds, according to estimates by the department of 
nericulture and markets. This is 3 percent under 1950. The December 1951 
volume was given at 44,500,000 pounds, a decline of 2 percent from the same 
month the year before. 

Total butter production for 1951 in the United States was indicated by the 
department of agriculture at approximately 1,200,000,000 pounds, which is 13 
percent below the total for 1950. For the month of December, output was 
estimated at 69,400,000 pounds, which is a 12-percent drop from the correspond- 
ing month of 1950 and is the smallest total for that month since 1945. The 
seasonal upturn from November was 2 percent. 

As a result of the drop in butter production, prices have been climbing steadily. 
In New York recently butter was selling at 8S cents per pound. This is 12 cents 
above the 1950 price and sets a new high mark for the past 3 years. 

Cheese reserve supplies in warehouses on December 31, the last recorded date, 
amounted to 193,300,000 pounds, which is 6,000,000 pounds more than a year ago 

On the same date stocks of butter were reported at 26,900,000 pounds, which 
is 78,300,000 pounds less than the amount in storage last year and 34,000,000 
pounds less than the 5-year average for that period. Net movement out of storage 
for the month was 32,500,000 pounds, as compared with 54,700,000 pounds for 
the same period a year ago. 

Olecomargarine volume in 1951 sets record.—For the first time in United States 
history, oleo production last year exceeded the billion-pound mark. The previous 
high was 930,000,000 in 1950. The Department of Agriculture estimates per 
capita consumption in 1951 at 6.7 pounds, as compared with 6.1 pounds in 1950 
and a 1941 per capita average of 2.7 pounds. The margarine manufacturers’ 
association predicts the 1952 per capita consumption will exceed 7 pounds. ‘Ten 
years ago less than 368,000,000 pounds of margarine were produced, and more 
than 2,267,000,000 pounds of butter were sold. Biggest factor in the increase 
in oleo sales has been the removal of barriers in many States against it. Fifty 
years ago 32 States had laws barring the same colored margarine. Today there 
are only eight of them. 

Battle over oleo rages in New York State—When Gov. Thomas E. Dewey, 
Republican, in his message to the legislature in January asked for repeal of 
the ban on colored oleomargarine in this State, the makers of that product were 
convinced their long battle for legalization in the Empire State was over. That 
has not proved to be the case. Dairy interests in the Republican up-State coun- 
ties went to work on the legislators, with the result that many of them notified 
the Governor it would be disastrous in this a presidential year to alienate the 
up State farmers. As a result, so the Albany grapevine has it, the Governor has 
receded from his position and will not press the oleo question as a maiter of 
party policy. The result may very well be that the ban will remain in force 
The legislators will not be put on the spot on this matter but will be permitted 
to go their own way. In that case, especially the rural lawmakers are apt to 
stick with the dairy interests. Several bills repealing the ban are in legislative 
committees. Last year similar measures died there. Whether they are re- 
ported out and a vote forced will depend in a large measure on pressure from 
consumer groups, especially those in New York, Buffalo, Rochester, Syracuse, 
and others. 

Hearings on class I prices staged—During the past few days hearings have 
been conducted in New York and Syracuse on an application of five producer 
groups for an increase in class I prices. In New York 1 day was devoted almost 
entirely to hearing from consumers opposing any increases. Included among 
those taking the stand that prices were high enough were Prof. Stewart Jolin 
son, of the University of Connecticut, and Prof. C. W. Pierce, of Pennsylvania 
State College. Both men were members of the New York milkshed price co1- 
mittee which drafted the formula now in use in this area. They said the formula 
was working fine, and there was no reason for an increase. At Syracuse a few 
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days later the producers swung into action and for 3 days presented evidence 
regarding high production costs, scarcity of labor, and high costs of practically 
everything they bought in connection with making milk. For the most part it 
was a repetition of previous hearings. There was the same hearing master, 
the same attorneys, the same Washington representatives, the same witnesses, 
and for the most part the same testimony in a general way. Then a second 
hearing was staged in Syracuse aimed to frame amendments to the New York 
order to prevent some chiseling dealers from shipping milk into Philadelphia 
for a few days in order to qualify and then take advantage of this in selling in 
this area. To plug the hole an amendment to the Philadelphia order will have 
to be made. When a ruling will be made on the price I prices is problematic. 
This is a presidential election year. Mr. Brannan and his boys do not want to 
kick the farmers in the pants right now, especially the northern New Yorkers. 
Nor do they wish to offend the consumers in the larger cities. With a rip- 
roaring battle on over presidential candidates, the politicians, who will make 
the final decision, will weigh all matters carefully. 

Prices to farmers set all-time record.—According to the Bureau of Agricultural 
Economics the prices paid to farmers for milk in December (that’s the latest 
reporting date) were the highest on record. The average price of $5.22 was 7 
cents above November and 68 cents above that of the year before. Prices received 
for butterfat in cream was 75.7 cents per pound, 4 cents above the previous 
month and the highest for the month since 1945. As of December 15 the season- 
ally adjusted price of butterfat was 90 percent of parity, and that of milk solid 
wholesale was 99 percent parity. 

Demand for New York State cheese will increase.—There is every indication 
that the demand for New York State cheese will increase this year. This is due 
to two reasons. First, the 10-year campaign the New York Cheese Manufac- 
turers Association has conducted for the improvement in the quality of cheese 
and, second, by the exploitation of New York State cheese by the national dis- 
tribution corporations which would not meet with an increased demand unless 
our association had cooperated with them and provided a better cheese. It all 
boils down to this. The volume of Cheddar manufactured in this State this year 
will depend wholly on whether the members of our association can get the milk. 
There will be a ready market for all they can make. Prices will be good because 
it will be a competitive market. But it will have to be good cheese. It will have 
to be up to standard in every way. Better yet, if it goes beyond the established 
standard, the better the price and the greater the demand. New York State 
cheese sells at a premium today in most every State in the Union, even the big 
dairy States. Let’s keepit that way. 

Armour opens new curing and assembly plant.—More than half a hundred top- 
flight officials of Armour & Co. were on hand for the opening of the new curing 
and assembling cheese plant at Carthage, N. Y. This definitely marks the entry 
of Armour & Co. into the New York State cheese picture in a big way. Formal 
dedication of the new plant in Carthage was preceded by a dinner at the Hotel 
Woodruff in Watertown. In attendance were officials of the company from New 
York, Chicago, Philadelphia, Boston, Pittsburgh, Akron, Albany, and a dozen 
other cities. At the dedication ceremonies and at an open house at Carthage 
more than 500 cheese makers and producers were guests of the officials for an 
inspection of the 1,500,000-pound-capacity plant. The whole affair indicates 
certainly that Armour & Co. is entering the cheese picture in New York State 
energetically. 

Milk price-ceiling proposal meets opposition.—An effort by a subcommittee of 
the railk industry mobilization committee to impose handling charges on all milk 
leaving country plants will be fought tooth and nail by producer groups through- 
out New York State. 

Proposal for ceiling came from a group of dealers several weeks ago at a meet- 
ing of the subcommittee, composed about equally of dealers and producer repre- 
sentatives. Four sessions were held in Albany, New York, Utica, and Syracuse, 
but efforts to reach agreement failed. A final meeting in the office of OPS 
Director James G. Lyons in New York City, ended in announcement by the 
dealer group they intended to file a petition with the OPS to impose ceilings. 
Mr. Lyons said he would accept such a petition and hold hearings if necessary. 

Immediately after that a group of 17 representatives of operating cooperatives 
met in Utica January 25, designated attorneys, and raised a fund to fight the 
proposal through the courts. Within a short time another meeting of the bar- 
gaining and operating cooperatives will be held, when further plans will be 
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made. A committee of lawyers—Edmund F. Cooke, of the Mutual Cooperative: 
Frank Lent, of the Dairymens League; and Alexander Foster, of Fly Creek, \ 
Y.—was named to employ legal counsel. The fight, which will be carried to the 
highest courts, if necessary will be based on the contention that the OPS lacked 
the power either by the law under which it was created or in the milk marke; 
order to impose such ceilings. 

Propose new pricing method.—On the final day of the recent 5-day class I price 
hearing in New York and Syracuse, the Milk Dealers Association of Metropolitan 
New York filed with the hearing master a proposal for a new system of pricing 
milk. Under this proposal, which in some respects resembles the Louisville plan, 
money would be withheld from producers during the flush period in the spring 
and refunded to them during the fall and winter slack production months. Retai! 
prices would be frozen in New York throughout the year, and this, those favoring 
the plan argue, would benefit the producer. The proposition is now being studied 
by producer groups who will take action later. 

New rulings on cooperative tares.—The internal revenue department has issued 
several new rulings regarding taxes of farmer associations. One of them is to 
the effect that cooperatives making distributions based on patronage are required 
to report patronage dividends, rebates, or refunds of $100 or more paid or 
credited to any patron. These dividends must be reported regardless of whether 
they are paid in cash, merchandise, or in any other manner, or if the patron is 
merely notified they have been credited to his account. 

Another ruling grants cooperatives 120 days instead of 30 days for the filing 
of reports of ceiling-price increases from the date of the normal filing period. I) 
aiso grants the same 120-day period for the filing on pooled commodities. 

The Tax Court of the Treasury Department has also ruled that retain certifi 
cates issued by cooperatives are taxable to the patrons in the year they are 
received and not on the date they are redeemed in cash. 

Co-op payment decision overdue.—Decision from the United States Supreme 
Court as to the legality of cooperative payments in this and the Boston milkshed 
is considerably overdue. It was scheduled to be handed down last week. This 
is a case originating in the Boston milkshed where a group of producers protested 
against deductions from their milk checks to pay service charges. The producers 
won in all the lower courts and the case was carried to the highest court in the 
land. The decision will affect the New York shed, inasmuch as there is an almost 
identical clause in the New York order. A decision outlawing cooperative pay- 
ments would have far-reaching effects in this, the New York shed. 

He has a new idea——Dr. Sam R. Hoover, of the Bureau of Agricultural and 
Industrial Chemistry, Department of Agriculture, Washington, has an idea for 
converting dairy-plant waste into useful fertilizer. As he told the recent Asso- 
ciation for the Advancement of Science convention such waste contains sugar 
and protein and as such pollutes streams. He explained a simple chemical reac 
tion under which 95 percent of the dairy waste is eliminated before it is discharged 
into a stream. Half of the organic material of the waste is converted into 
bacteria which are removed as a sludge. Most of the rest is oxidized to carbon 
dioxide and water. Only from 3 to 5 percent of the milk nutrients go into the 
stream. The sludge is useful as a fertilizer, and the researchers have recently 
found it is a promising source for vitamin By. For further details write Dr. 
Hoover. 

Cheese displays at the State fair—Your New York State Cheese Manufacturers 
Association is taking up with officials of the New York State Fair the matter of 
displays and awards at that exposition. Your association feels that the pre 
miums in the cheese and butter departments are far below what they should be 
when compared with premiums given in other departments, considering the 
number of people employed and the total value of production. While we do not 
wish to deprive any other department of any part of the awards, we do believe 
that the cheese industry should be more thoroughly evaluated and that the total 
premiums in this class be more in line with the dollars-and-cents valuation of 
production and wages paid than has been the case heretofore. 

Furthermore, the cheese manufacturers of New York State believe that they 
should be provided with more modern display facilities than has been offered. 
Those furnished us during the past few years are most antiquated. The very 
best displays cannot be’exhibited effectively in the obsolete and decayed recepta- 
cles now offered. 

The New York State Cheese Manufacturers Association is willing and anxious 
to cooperate with the New York State Fair in staging a cheese @xhibit at the 
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August 30—-September 6 exposition. But at the same time it asks that the pre- 
mium awards be made more on the basis of economic value to the State as a 
whole than on the basis of sentimental or political basis. 

Last year there were 40,000,000 pounds of Cheddar cheese and 18,000,000 
pounds of Italian cheese produced in this State. In addition there were millions 
of pounds of other types of cheese manufactured. 

Doesn’t it seem that in making up premium lists the New York State Cheese 
Manufacturers Association should have a voice or be given greater consideration? 


COURTESY OF NATIONAL COUNCIL OF AMERICAN IMPORTERS, INC. 


[From the New York Post, New York, Tuesday, February 5, 1952. Special permission for 
reproduction granted by the Post-Hall Syndicate, Inc.] 


GENIUS FOR ERROR 
(By Sylvia F. Porter) 


What have bicycles, garlic, tuna fish, wood screws, cheese, hatters’ fur and 
watches in common? 

Surprise, surprise. They’re all absolutely essential to the national defense. 
Especially cheese and tuna fish. 

So, because our “national defense” is deeply involved, the domestic makers of 
these products naturally must be “protected,” must be handled with utmost 
delicacy and consideration, 

And thus, imports of the products mentioned above either already have been 
severely limited—so the domestic makers need not fear competition and can com- 
pletely dominate the field—or they are on the list for higher “protection” via 
higher tariffs. 

We have a positive genius for bewildering and antagonizing our foreign 
friends. 

We preach our pious phrases about freeing world trade and we talk endlessly 
about the virtues of competition. 

Simultaneously we put or threaten to put trade laws on our books that could 
stand as models for economic isolationism. 

We send some of our leading diplomats abroad to bargain trade deals with 
other lands and our delegates invariably reach heights of eloquence when dis- 
cussing mutual cooperation and more liberal trade. 

But even before the delegates come home, our Congressmen slip over a 
couple of fast ones to give extra protection to the industries in the home States— 
making the delegates and us look silly. 

We give away billions in money and machines to help our allies produce more 
and we urge them to sell to us so they can earn dollars. 

No sooner have we sent the billions then we slap on trade curbs that make it 
impossible for them to sell on any scale to us. 

It’s going on right under your nose. 

Consider cheese—a major product of and dollar-earner for such nations as 
the Netherlands, Denmark, Switzerland, Canada, a half-dozen other friends of 
ours, 

Under the prodding of the dairy interests, Congress tacked on an amendment 
to the Defense Production Act a few months ago that virtually bars imports of 
cheese, butter, ete. until June 1953. 

Explanation: “For the sake of national defense.” (Honest!) 

Real reason: the dairy interests put the heat on because they were scared of 
the foreign competition. 

Our friends are pondering retaliation; the administration is begging Congress 
to backtrack ; so far, the tariff remains. 

Consider tuna fish—a major export of Japan. 

We're trying to lift Japan back to her economic feet; we are praying she'll 
turn her back on Red China, Russia and turn her face toward us. We need her 
as a stable, strong ally in the Far East. 

In the face of all this, the House has passed a bill raising the duty on imports 
of tuna fish by a thumping 3 cents a pound and the same bill is pending before 
the Senate. 

Reason: the west coast tuna-fishing interests are screaming murder because 
of the competition of the foreign imports. 


, 
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And so it goes. The Tariff Commission soon will announce its decision on 
whether the Swiss watch tariff should be boosted back to the prohibitive rates 
of the thirties. The duty on hatters’ fur was raised a few days ago. The Com 
mission is scheduling hearings on increasing the tariff on garlic and bicycles 
Recently, the Commission members split on the question of lifting the tariff on 
wood screws. 

The trend toward higher tariff rates—toward protection for our “infant” in- 
dutries—started with Korea and it’s intensifying. 

Our capacity for contradicting ourselves, particularly in the sphere of forei; 
economic policy, is truly astonishing. 

The civilized world often must suspect we think with our feet and walk on 
our heads. 


The CuarrMan. I have a telegram from the National Council of 
American Importers, which, without objection will be inserted in the 
record. 

(The telegram referred to follows :) 


New York, N. Y., March 11, 1952. 
Hon. Burner R. MAYBANK, 
Chairman, Committee on Banking and Currency, United States Senate, 
Senate Office Building, Washington, D. C. 

Sir: Our organization again wishes to be placed on record as strongly favor 
ing the immediate approval of S. 2104 by the Congress for the reasons so well 
summarized on page 2 of Senate Report No. 790 submitted September 20, 1951, by 
your committee and still found valid and persuasive in your report No. 1225 
of March 3, 1952. 

At the same time, we vigorously oppose the amendment offered by Senator 
Ives to 8S. 2645 to continue section 104 of the Defense Production Act until 
June 30, 1954. 

The issue, in our opinion, is not simply a question of whether or not special 
restrictions should be placed on the importation of fats and oils, peanuts, but- 
ter, cheese and other dairy products, or rice and rice products, The real issue 
is whether or not the Congress intends to reverse our postwar policy to induce 
friendly nations to join us in the progressive elimination of unnecessary trade 
barriers in order to achieve a mutually advantageous expansion of international 
trade. 

This postwar economic policy has been repeatedly ratified by congressional 
approval of the Reciprocal Trade Agreements Act, the Marshall plan, the point 
4 program, foreign air programs, and also by the appropriations of many billion 
dollars of the taxpayers’ money to carry out that policy. The continuation of 
section 104 would destroy confidence in the sincerity of the international economic 
policy of the United States as that section has already caused deep apprehen- 
sion among friendly countries as to future possibilities of getting off the Ameri 
can dole and standing on their own feet. If we show that we are ready to violate 
with impunity our international commitments made pursuant to that policy 
every time some pressure group or special bloc demands legislative action in 
disregard of the orderly processes now provided under the escape clause 
procedure of section 22 of the Agricultural Adjustment Act, we may expect an 
era of international economic conflict and retaliation to replace economic coop 
eration. On these compeling grounds, we urge prompt disapproval by your com- 
mittee of the amendment supported by Senator Ives and his colleagues. 

Please insert this telegram in the record of current hearings on extension of 
the Defense Production Act. 

Respectfully yours, 
NATIONAL CouNcrii oF AMERICAN ImpPorRTERS, INC., 
Harry S. RADcuLIFFE, EZecutive Vice President. 


The Crarrman. The next witness is Mr. Grede of the National 
Association of Manufacturers. 

The Cuamman. Without objection, the statement of the National 
Association of Manufacturers, with the charts, will be made a part 
of the record, and you may proceed in your own way, Mr. Grede. 
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STATEMENT OF WILLIAM J. GREDE, PRESIDENT, THE NATIONAL 
ASSOCIATION OF MANUFACTURERS, ACCOMPANIED BY RALPH 
ROBEY, VICE PRESIDENT AND CHIEF ECONOMIST, AND LAMBERT 
MILLER, GENERAL COUNSEL 


Mr. Greve. Mr. Chairman and members of the committee, my name 
is William J. Grede. I am president of Grede Foundries, Inc., of 
Milwaukee, Wis., and also president of the National Association of 
Manufacturers. 

I have with me Dr. Ralph Robey, who is vice president and chief 
economist of the National Association of Manufacturers on my left, 
and Mr. Lambert Miller, who is general counsel of the National Asso- 
ciation of Manufacturers, on my right. 

In order to save the time of the committee this morning, I have 
a condensed statement for this hearing. 

The Caiman. You may proceed in your own way. 

Mr. Greve. Our association is convinced that the Defense Produc- 
tion Act should be allowed to expire on June 30, 1952. Provision 
should be made, however, for the continued allocation of materials 
to defense orders only, and for granting to the Federal Reserve System 
the necessary powers to carry out a sound credit control program. 
Allocation of materials for civilian production should be discontinued 
immediately and the function of the free market should be restored 
in that major area. 

The record against economic controls is overwhelming. Charles E. 
Wilson, Director of Defense Mobilization, in his Fourth Quarterly 
Report to the President, says: 

Price control by itself, however, cannot hold a firm line against inflation. If 
we should prove unable to hold down demand for goods—through curtailing 
investment, controlling credit, increasing taxes, and encouraging savings—then 
prices would be bound to rise regardless of the policies of price control authorities. 

An analysis of the present supply situation for consumer goods 
reveals no serious or significant inflationary pressures. Only artifici- 
ally created shortages and emergencies could cause serious inbalance. 

Senator Scuorrren. Mr. Grede. what would some of those artifi- 
cially created shortages be ? 

Mr. Greve. Well, there are some artificially created shortages that 
are caused, under the present allocation system of allocating all mate- 
rials to a particular industry, possibly in anticipation of some de- 
fense contract in 1953. This material gets in warehouses, and creates 
a shortage, and I think many of the ‘steel short: ages are artificially 
created by allocation. 

Senator Scuorrret. In other words, overallocation in anticipation 
of long-time future deliverable dates? 

Mr. Greve. That is right. 

First consider the wide disparity in the price trend of different 
products as shown in chart 1. A decline occurred in 19 of the product 
groups in the index. Ninteen groups showed a price rise, while three 

were unchanged. 

For products which registered an increase in price, controls obvi- 
ously have been ineffective; for products which registered a price drop, 
controls obviously have been unnecessary. The relative stability for 
the over-all price index in 1951, therefore, was nothing more than a 
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mathematical average. In no sense does it mean that price controls 
have been effective. 

Even when prices are below ceilings, which many are, the OPS co. 
pliance problem remains. 

Senator Scnorrre.. Right at that point, do you have somethin, 
briefly, that you might give this committee to show what the co: 
would be for making up forms in compliance with the OPS Sadat 
ments. Certainly a lot of these commodities that are below ceiling 
have been below ceiling for a long time. Can you give us a brief view 
on that ? 

Mr. Grepr. Well, there are no statistics available on that, and of 
course it is very difficult to actually analyze the cost, because in add 
tion to the cost of all the clerical help, and the supervisors, and the 
contacts that are necessary, you have the changes in production sched 
ules, the interference in production schedules that develop so-called 
hidden costs that you cannot exactly allocate. 

I know in my own little business that we have estimated that just 
the actual out-of-pocket expense, if you want to call it that, the actual! 
cost of making the forms and developing the records to allow us to 
purchase w ithin the 1 ‘egulations, as well as sell within the regulations 
amounts approximately half of 1 percent of our sales. 

Now, if you interpreted that—and we have a comparatively simple 
business, we are in the foundry business, we sell iron and steel castings, 
and we do not have all the regulations that might affect the particular 
products that our castings are used in, motors, hardware, and heating 
supplies and all that sort of stuff that castings eventually get into. 

Our regulations are comparatively simple. But if, for instance, you 
allocated—if other industries suffered about the same cost, assuming, 


for instance, about a $400 billion sales across the country, you would 
have about a $2 billion cost, if their cost is about the same as ours. 

Senator ScHorerret. Thank you. 

Mr. Greve. Of course, as I said, the compliance problem is much 
more than that. The grind of administrative machinery is still there 
the interpretative work of legal counsel is still there ; the time-consum- 
ing job of analyzing regulations and making a is. still there; 


the particular situation of customers and suppliers is still there; 
prospects of new regulations with another new wave of interpreta- 
tions, analyses, computations, surveys, studies, investigations, deter 
minations, reports, protests, and appeals are all still there. 

These are the difficulties that are tangible, physical, and measurable 
As they boil and flame in the mind of management, their fusion creates 
a new substance which is psychological. Its effect is poisonous. It 
may be described as American psychology thrown in to reverse. Con- 
fidence is turned into doubt; courage becomes fear: resourcefulness is 
replaced by caution; planning is turned into waiting; the taking of 
normal business risks gives way to a drawing-in of all commitments; 
the sense of freedom is thwarted by a feeling of imprisonment. The 
dynamic motivation which is the very essence of business progress is 
stifled. Instead of trying to guess what the market will do, we have 
to try to guess what the OPS or some other regulatory body is going 
to do. 

Broadly speaking, the year 1952 started with plenty of goods avai! 
able and with no pressure on prices arising out of short: ages. But 
what can we expect for the remainder of the year? Even if expendl- 
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tures for national defense are increased from an annual rate of about 
$45 billion at the end of 1951 to an annual rate of $65 billion at the end 
of 1952, there will be no significant shortages for consumers 

This view is supported by Mr. Wilson in his third quarter ly report 
to the President. He presents estimates which show that the amount 
of national output left for consumers and Government nondefense 
needs will remain virtually unchanged in 1952. These estimates were 
sraphically presented by Mr. W ilson and are reproduced in chart 2. 

This chart shows clearly that the amount of national output used 
for defense will increase substantially in 1952. But, according to Mr. 
Wilson, this will be wholly met by an increase in total production and 
by a slight decrease in investment. The amount of goods and services 
available for consumers will be just as high in each of the quarters of 
1952 as it was at the high levels of 1951. 

Senator ScHoePreL. We have the productive capacities and man- 
power to do that and still meet the kee needs ¢ 

Mr. Greve. Of course that depends entirely on what the defense 
needs are. It seems to me that we in the manufacturing business have 
not had a clear indication of what they are. We have a terrific 
capacity to produce, as was demonstrated even in this past year, how 
quickly we went into gear on what defense production there was, and 
supplied the demand so that now the demands are pretty well satisfied. 

Another indication of the adequacy of consumer supply in 1952 is 
the high inventory held by producers. This is shown in chart 3. 

The dollar value of stocks of goods in the hands of business increased 
by over 30 percent between June 1950 and July 1951. This build-up 
was caused by fear of shortages following the announcement of mobili- 


zation plans and threat of controls. The shortages predicted by the 
Government never dev ee on a broad scale. And by the middle of 


1951 businessmen found their inventories much higher than they had 
anticipated or desired. Although efforts have been made to reduce 
inventories, they have continued at a high level. This high level of 
inventories may be troublesome to businessmen. But, it is a good 
omen for the consumer in 1952. 

Senator ScHorrreL. If they take losses on that, take deductions in 
their income tax, it is going to be reflected in the income the Treasury 
is going to get, is it not ? 

Mr. Greve. I think it is, if they have to take losses, but certainly no 
kind of control that I know of will prevent those losses, if there are 
going tobe some. There is plenty of supply for the consumer, and the 
best way to dispose of that supply is through the free market, and 
not in a controlled market. 

Consumers were also misled by predictions of Government econo- 
mists and officials because they were unaware of how much the produc- 
tive capacity of the Nation had grown since the shortages during and 
following World War IT. 

At the end of World War II America’s manufactur ing capacity was 
about 31 percent greater than in 1939. The upper half of chart 4 
graphically illustrates this significant expansion. If present plans 
are carried out the increase in 1952 will raise capacity to a level more 
than double that of 1939. 

Capacity has been growing in every major industry ; see lower half 
of chart 4. 
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While there is ample evidence that the total supply of consumer 
goods will be adequate in 1952, it is necessary to look at the supply 
situation for particular items to see whether pressure on prices may 
rise as the result of serious curtailment in these items. 

Chart 5 gives a breakdown for each major type of expenditure as a 
percentage of total consumer outlays—average for 1948, 1949, and 1950. 

Food is the most important item in the consumer budget. ° It ac- 
counts for about 28 percent of all consumer expenditures. 

The supply of certain major food items as estimated by the Depart- 
ment of Agriculture is shown in chart 6. 

Meat, eggs, chicken, and fluid milk and cream are all foods which are 
important to health and to high standards of living. In all of these 
items 1952 per capita consumption will be substantially higher than 
before World War Il. There is ever y indication that consumers wil] 
be able to obtain the kinds and quantities of food they desire in 1952. 

Clothing and shoes are also important elements in consumer spend- 
ing—about. 10 percent of the average consumer budget. 

In these industries there seems to be little danger of short ages since 
output in recent months has been well below pe: ak ¢: apacity. This fact 
is graphically illustrated in chart 7. Consumer demand simply has 
not been great enough to keep these industries operating at their peaks, 

On the average, consumers spend another 10 percent for housing. 
Residential building has more than kept pace with the growth in 
population, as shown on chart 8. 

‘These broad statistics undoubtedly conceal local difficulties in cer- 
tain areas, particularly where new defense plants have been built. 
But they do give general assurance that there will be no widespread 
shortage of housing in 1952. 

Miscellaneous services, medical care, utilities, transportation, 
laundries, beauty shops, barber shops, take 20 percent of consumer 
expenditures. In this field no so-called scarce materials are involved. 

In summary, then, there are no grounds for fear that civilians will 
suffer from shortages of soft goods ¢ or of services in 1952. 

Durable goods form a relatively small part of the total consumer 
budget—only about 14 percent. This is about half as much as was 
spent on food. 

Furthermore, output of passenger automobiles and consumer ap- 
pliances, according to Mr. Wilson, will be at a rate approximately 
equal to the average for the 3 years 1947 through 1949. See chart 9. 

Consumer holdings of durable goods at the present time are far 
in excess of any levels previously. recorded, as shown by chart 10. 
This is the hidden inventory. 

Senator ScnorrpeL. What percentage of that is in the military 
picture, roughly, or is there any in the military picture? I note you 
have it stated as consumer durables. Is that outside of the militar yt 

Mr. Greve. That is outside of the military picture. They are con- 
sumer durable goods, automobiles, refriger ators, and so forth. 

Further, a large part of existing holdings of durables has been 
bought since World War IT and, therefore, is relatively new. 

In summary, and referring again to chart 5, the consumer supply 
tae is about as follows: 

. Food, 28 percent of the consumer budget, will be plentiful i 
1959 2. 
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2. Clothing and shoes, about 10 percent of the consumer budget, are 
in adequate supply and will be for the foreseeable future. 

3. Housing, 10 percent of the consumer budget, has increased faster 
than the population since 1940. 

4. Miscellaneous services used by consumers, 22 percent of the con- 
sumer budget, should be in adequate supply-in 1952. 

5. And now, durable consumer goods, 14 percent. Consumers are 
already well stocked—and production, while lower than 1950-01, 
will be high compared to other years. 

Senator ScHorpret. Do you not find in reading the newspaper ad- 
vertisements the people who are interested in the selling game are 
tying in consumer durable goods with some other commodities in 
order to make them attractive? This would indicate to me that they 
have got an adequate supply, and are trying to get this inventory 
down? Is that generally true over the country ¢ 

Mr. Greve. | think it is. Refrigerators, radios, stoves, and normal 
durable goods manufacturers are now realizing that there is such a 
thing as a sales problem. 

These five items Comprise over 80 percent of the total expenditures 
of consumers. There is nothing to indicate that shortages will exert 
any severe pressures on the consumer’s cost of living during the re- 
mainder of 1952. 

The effects of a sudden increase in the demand for goods can be 
seen in the price movements for the first 9 months following the Ko- 
rean war, as shown on chart 11. There was no real shortage of con- 
sumer goods in that period. What happened was that both consumers 
and business simultaneously became apprehensive of the effects of 
threatened controls; namely, shortages, rationing, black markets, and 
deterioration of quality. 

The combined effect of stepped-up consumer demand and of busi- 
ness efforts to increase its inventories, which is shown on chart 12, 
explain price rises which occurred in the first 9 months after Korea. 
Since the second quarter of 1951 these pressures have ceased to exist. 
Consumer demand has fallen to a level somewhat below the first half 
of 1950. 

What this all means is that the most serious threat to the consumer 
from here on will result from the inflationary pressures created by 
the Federal Government's deficit spending. A terrifying deficit of 
over $14 billion is forecast for the fiscal year 1953. We believe 
that this deficit can be wiped out by a sound and sensible program of 
cutting Government spending. 

The fact that a deficit is now forecast is not a legitimate argu 
ment in favor of continuation of price controls. No price-control 
mechanism ever devised can check or cure inflation. There is only 
one workable way for meeting inflationary pressures and that is by a 
sound program eliminating the causes of inflation. } 

Here is what should and could be done: 

1. Cut Government spending. 

2. Balance the Federal budget by such a cut in spending and adopt 
the sound principle of pay-as-we-go. | 

5. The use of both general and specific controls by the Federal Re- 
serve System. 

4. Attainment of a better balance between income and excise taxes. 

5. Protect incentives for increased productive efficiency. 
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And now to wage stabilization : : 

Wage controls are just as futile as price controls and should be re- 
pealed. for the same reasons. Just as price controls destroy the in- 
centives of investors and managers, so does wage stabilization destroy 
the incentive of employees. Federal controls over any aspect of tlie 
employee relationship result in serious inequities and cause unneces- 
sary friction between employees and employers. 

Senator ScHorpret. What you propose is to go back to the princi- 
ples, the honest equitable approach to collective bargaining ? 

Mr. Greve. That is right; free collective bargaining between the 
parties. There never was a better substitute for freedom. 

In addition, the agency entrusted with wage stabilization has, by 
executive action, been transformed into a labor disputes agency, there- 
by bringing about a situation closely akin to compulsory arbitration. 
Existing labor legislation clearly is being circumvented. It is urged 
that steps be taken to insure compliance with existing legislation 
rather than permit evasion of the intent of Congress by executive 
action. 

To conclude, I would like to talk about so-called small business. 
Even the definition is difficult. I find that most people among my 
business friends sort of figure that anybody whose business is bigger 
than theirs is big business. It is pretty much like anybody who has 
more money than you have is rich. 

The association has a great and continuing interest in the progress 
and operation of all business and recognizes ‘that the vitality of small 
business is essential to the welfare and progress of this Nation. Be- 

cause the great majority of its members employ less than 500 people 
the standard established by the Government for small business—the 
association believe it can speak with assurance regarding small-busi- 
ness problems. I will now summarize our recommendations on the 
Small Defense Plants Administration. 

The association’s recommendations for expiration of the Defense 
Production Act will automatically transfer back to the Department 
of Commerce necessary functions of the Small Defense Plants 
Administration. 

Senator Scnorrret. Mr. Grede, I presume you observed what the 
House did by way of appropriations to that agency the other day, 
which of course means that it is cut off completely, if the Senate con- 
curs, or if the House as a whole does not change or alter that position. 

Mr. Grepe. I think that is a good slice of the budget that could be 
saved. 

Senator Frear. I did not understand that. What did you say the 
House did ? 

Senator Scnorrren. I am referring to what the distinguished chair- 
man of the Appropriations Committee in the House did. He brought 
out a recommendation, which I assume he had support for, that elim- 
inated the appropriations for the Small Defense Plants Administra- 
tion. Now, I have not followed it too closely. 

Senator Frear. The small defense plants recommendation ? 

Senator Scnorrre.. Yes; but I understand the House took some 
additional action. 

The CHarrmMan. They put it back in for the rest of this year, 
through July, on the floor; $800,000, I believe. Of course, the appr 
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priation for 1953 has not been considered yet. It may have been con- 
sidered by the committee, but there has been no action taken. 

Mr. Grepe. The establishment of the Small Defense Plants Admin- 
istration was occasioned by the controls provided in the Defense Pro- 
duction Act. Businesses of all sizes have had to contend for over a 
year with innumerable problems arising out of the imposition of 
wage and price controls. They have had to contend with allocations 
and. priorities for nondefense materials. Consequently, elimination 
of wage, price, and civilian materials controls, as recommended by the 
association, will be of tremendous assistance especially to smaller 
plants and will remove the need for a costly Government agency. 

You realize that the small business which may buy sm: ull quantities 
has just as many forms to make out for each commodity _ the big 
business has, and of course spread over their own sales, it is much 
more costly to them. 

The NAM, through its Nation-wide facilities, is preparing to en- 
large its service to assist prime contractors and small manufacturers 
to get together on special problems and afford a clearinghouse to pro- 
vide information with regard to Government contracts and supply 
of raw material. This free service will be available to all manufactur- 
ing companies, regardless of NAM membership, in the interest of 
getting all business more ¢ losely integrated in this defense program, 
especially. 

We recommend, gentlemen, that the Defense Production Act be 
allowed to expire on June 30, 1952, and it should not be extended. 

The Cuarrman. Are there any questions? 

Mr. rear. Mr. Grede, I am in sympathy with a great deal of your 
statement, and of particular interest to me, at least, is the part that 
appears at page 11, the first part of the page. You know the people 
you are facing have the problem of trying to balance the budget. 
You might be ‘able to give us some help in this by telling us how you 
would cut $14 billion from our $85 billion budget. 

I am sure you are familiar with how this $85 billion is proposed 
to be spent. 

Mr. Greve. The National Association of Manufacturers has a com- 
mittee that devotes itself to the study of the Federal budget, and they 
have the details of that pretty well worked out, and are preparing to 
testify before the Appropriations Committee, and we will outiine 
that in complete detail. 

The Cuamman. Why not make it a part of the record, Senator? 

Senator Frear. I am very much interested, because I am one who 
believes in the pay-as-you-go system. I have been unable so far to 
find out how we can get $14 billion out. I am just seeking information. 
[ am not critical, but I think you people who are in business, and 
especially those members of the National Association of Manufac- 
turers are in a position to give, I would say, very fine advice here that 
we might be able to follow. 

Mr. Grepr. We will be delighted to submit to the committee the 
renort of our committee, our Government economy committee, which 
will outline where our committee thinks these reductions can be made. 

(the intormation referred to follows:) 
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Expenditures, actual 1951, estimated, 1952-53, and NAM proposed reductions 
from 1953 estimates, by agencies and departments 


{Millions of dollars) 


lw } 
| NAN 
| ae Pro- 
Agency | | posed | posed 
| | maxi- | Teduc- 
1952 1953 tion 
mum 


Expenditures 


Basis for Proposed 
reduction 


Eliminate salaries for 
defense mobilizatio; 


Executive Office of President 


10.4 | 10.5 


VARIOUS INDEPENDENT OFFICES 


Civil Service Commission | Salary total at 1951 


level. 


Defense Production Administration 
Economie Stabilization Agency 
Civil Defense Administration 


Federal Communications Commis- 
sion. 

Federal Mediation Service 

Federal Power Commission 

Federal Trade Commission 

General Accounting Office 


Interstate Commerce Commission 
National Advisory Commission for 
Aeronautics. 


1951 level. 
Liqvidate. 


Provide advice, not 


funds. 
1951 level. 


Do. 
Do. 
Do. 


Reduce miscellaneo 


exrenses. 
1951 level 
1952 level. 


Hold to 1951-52 level 

1952 level. 

Allow increase over 1942 
provortionate to est 
mate d= increase 
vol me 

selective Service 1951 level 

ubversive Activities Board 3 Do 

mission ‘ ‘ : 7 Do. 


Do 


National Labor Relations Board 
National Science Forndation 
Renegotiation Board 


iministration, medical, domi- Reduce administrative: 
liary Services personnel and ¢ 
inate excessive use 
veterans’ hospita 
for non-Service~ 
nected cases 
Hospital construction ‘ 3 9. { No new starts in 1 
iilroad Unemployment Insurances ‘ ‘ } 5 1951 level 
t Bank ‘ 62. 5 Make self-supporting 
civil defense procurement 7 3 3 | Eliminate 
mstruction Finance Corpo- 
community facil- 23.9 | : ¢ -liminate Federal s 


port 


' 


f 


Eliminate 
No new steam plant 
units in 1953 


1951 level 
D> 
No new constructior 
Starts 


1951 level 


Do 
Do 
No new construct 
Starts 
1951 level 


Do. 
Do 


Do 


See footnotes at end of table 
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Expenditures, actual 1951, estimated, 1952-53, and NAM proposed reductions 
from 1953 estimates, by agencies and departments—Continued 


| 
Expenditures NAM —— 
ro- 
Agency ar ae seam posed Basis for proposed 
. : | maxi- | Teduc- reduction 
1952 1953 sane ol tion 
mum 


SOCIAL SECURITY ADMINISTRATION 


Bureau Federal Credit Unions... ; Make self-supporting 
Grants to States » 1de »19.8 800. 0 Tighten standards 
Grants maternal and child welfare 28 3 25.0 Do 
Defense Community facilities : 5.0 | Elimir 
School-operation grants Sie ae Do 
Education of children on Federal 

property . : 3: 35. ( Do 
Aid to college students * ; 3 3 Do 
Additional assistance grants ee ‘ 0) Do 
Defense production salaries Da. 


te 


4 


Total reductions 
Social Security Adminis- 
tration 


Federal Security Agency 
GENERAL SERVICES ADMINISTRATION 


Operating expenses 

National Industrial Reserve 

Emergency operating expense 

Sites and planning outside District 
of Columbia 

Emergency operating expenses, de- 
fense production 

Dispersal Government activities 


Total reductions, General 
Services Administration 


HOUSING AND HOME FINANCE 


Salaries 

Defense community facilities 

Defense housing 

Federal National Mortgage Asso- 
ation 

Housing Joans to educational insti- 
ution 


Slum clearance 


Total reductions, Housing 
and Home Finance 


DEPARTMENT OF AGRICULTURE 
Bureau of Animal Industry: Sala- 


Bureau of Agricultural and Indus- 

trial Chemistry:,Salaries. 
Bureau of Plant Industry: Salaries 1.7 
Bureau of Entomology: Salaries l ] 10 1.3 Do 
Forest Service ).% i.U «9 D 
Soil Conservation Service 5 
PMA Soil Conservatior 2 27 . 261.7 A). f Integrate and t iper on. 
International Wheat } 182 7.6 Anticipate 1952 1 
Federal Crop Insurance Adminis- i 8 Cover in prem 


ral Electrification Administra- | 276 2! 22 18. ( 105. 3 imit to prior-year 


f surplus commo 
y Credit Corporatior 
ermediate credit bar 
loans 
Total reductions, Depart- 
ment of Agriculture 


See footnotes at end of table. 
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Expenditures, actual 1951, estimated, 1952-53, and NAM proposed reductions 
from 1953 estimates, by agencies and departments—Continued 


Expenditures 


Agency | : 
1952 


1953 | 


DEPARTMENT OF COMMERCE 


Secretary’s Office: Salaries 


| 
| 
| 
| 
| 


Civil Aeronautics Administration: 
Salavies 


Federal aid. - 


| 
| 
5 | 





Civil Aeronautics Board__.. 
Maritime activities: 
Ship construction 


Operating differential subsidies | 
Liquidation War Shipping Ad- 
ministration. 
Bureau Public Roads 


National Bureau Standards 





Salaries defense production - - 


| NAM 


pro- 

posed 
maxi- 
mum 


Basis for prop: 
reduction 


level. Eliminat 
fense productior 
aries, 


| 1951 level. 

| Liquidation onl: 
| new starts, 
1951 level. 





| 1951 level. U 
existing ships 
1952 level. 
Quit stalling 
with it. 
7 | Save material 
| power. 
Postpone laborat 
| construction. 
Eliminate. 





tal reductions, Department | 


ommerce. 


CORPS OF ARMY ENGINEERS; CIVIL 
FUNCTIONS 


Rivers and harbors: Multuple pur- | 


pose 





Expenditures 
Projects c | 


| 
| 
| 
| 


1951 


1952 1952 


i 
Old Hickory lock and dam, Tennessee 
The Dalles lock and dam, Oregon- 
Washingtor 
“hief Joseph Dam, Washington 
: r lock and dan 
awrence Seawa\ 


redevelopment investiga- 


120.0 


117.1 


os Angeles C 


“ant 


unty drainag 
entral and south Florida 
‘uttle Creek Reservoir, Kans 


s Point Reser 


See end of table. 


footnotes at 


}Percent complete | 
| end of— 


Suspend 1953 ext 


tures on fol 


posed | 
reduc- | 
tion 


Expenditure 
posed, 195 


1953 


100.8 


Reduce 
Save 


prograt 


ore 


Suspend exct 
vidate 
tracts 
1951 level 
day E ing 
Jan. 19, 1953, | 
1951 level 


VO. 





| 
Regular salaries at 195) 
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Eapenditures, actual 1951, estimated, 1952-53, and NAM proposed reductions 
from 1953 estimates, by agencies and de partments—Continued 


\P ercent complet 








; i : 
Expenditures end of— Fao Expenditures pro- 
‘ co aaa 
Protects eae aT ——| reduc- posed, 1953 
| : 
| 1951 | 1952 | 1952 | 1953 | “on 5: 
el Eick sis liapies Leeman atabateeaiec th matinee iG meee 
| | | 
DEPARTMENT OF THE INTERIOR—COD. | | 
| } | } | J 
Bureau of Reclamation. - - «’ 203.0 | 273.1 | 254.5) 220.5 34.0 | Suspend new 1953 proj- 
| | | | ects as follows: 
Colorado-Big pape eens a5 Sl $19 
Glen Elder 2 | | | 4 
Bostwick division nish : 3 
Frenchman- ean eames n ‘ 2 
Hell’s Canyon sensei sens | 6 
Total. . aeoancn ; | 34 
Geological Survey - - - ea 1.9 | 21.0| 27.8 16.9 10.9 | 1951 level. 
Bureau of Mines ; 3.1 | 2.6) 23] 2.1 3.2} Do 
National Park Service. | 292.6 | 37.8) 32.3 15.1 17.2 | Salaries and expenses 
| | at 1951 level. No 
| constr" ction. 
Fish and Wildlife Service........--.)| 13.5 | 15.1} 144.2) 13.5 7 | 1951 level 
Oftice of Territories_- 30. 74 44.5| 51.7 39.4 12.3 | Alaska roads and pub- 
| j | | lic works adjsted to 
| | | 1952 level. Other at 
| | 195! level. 
Secretary’s Office...........- 1.9 | 2.3 2.5 19 | 6 1951 level. 
Total redrctions, m Dew artment | 
of Interior_ - imum . | 148. 5 
DEPARTMENT OF JUSTICE 
| } | | 
Legal activities, General Adminis 27.2 | 2.9) 31.4 27.2 | 4.2 | Do 
istrator | | 
Immigration and Naturalization. -. 33.1 | 389 43.6 33.1 10.5 Do. 
4 Federal prison system 25, 28.9 29.8 25. 1 4.7 Do. 
Total reductions, Department 19. 4 
of Justice. | 
DEPARTMENT OF LAROR | 
| 
Secretary's Off ce __- 3.9 | 6.1 | 4.4 3.9 .5 | 1951 level. 
Bureau Employment Security: Sal- | 5.4 6.5 7.9 5.4 2.5 Do 
aries. 
Bureau of Empleyment Compensa- fe i 2.1 13.7 1.7 2.0 | 1951 level, eliminate in- 
tion: Salaries crease 
CUE SIRE cen cacnackccesst Beaee 181.9 183. 7 170.0 13.7 | Workleads and State 
y | | persennel declining. 
Bureau of Emplcyment Compensa- 25.7 | 33.8 33.3 25.7 7.6 | 1951 level. 
tion: Claims. | | 
Wage and Heur Divisien... 7.6 8.6 8.5 7.6 .9 Do 
Salaries, defense production __- 2.6 } 2.6 | Eliminate 
Tota) reductions, Department | ‘ 29.8 
of Labor. 
Postoffce: From general revenues 625.9 813.9 | 3444.3 See pp. 48-48a. 
(deficit). 
DEPARTMENT OF STATE 
Salaries and expenses. _- 59.4 94.8 81.0 60.0 21.0 | 1951 level 
International boundary: Construc- 4.7 10.7 13.5 13.5 | Suspend in 1953 
tion. 
International information and edu- 39.7 110.0 130.0 55.0 75.0 | Reduce scope prove 
cation | } quality 
Acquisition and construction of | 77.3) 2.0 7.3 | Reduce scope 
radio facilities. 
Total reductions, Department 116.8 
of State. 
_ TREASURY DEPARTMENT 
Bi ureau of Public Debt ° 50.4 §1.0 54.3 50.4 9 | 19F1 level 
Treasurer of the Unite d Sta‘es_....-- 5.2 20.3 i 22.0 11.0 | 11.0 | Allow double 1951 level, 


See footnotes at end of table. 
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Expenditures, actual 1951, estimated, 1952-58, and NAM proposed reductions 
from 19538 estimates, by agencies and departments—Continued 
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SUMMARY OF REDUCTIONS DETAILED 


Agency | Budgeted, | Proposed 
1953 | reduction 


Millions Millions 
Executive Office of the President $10.! 7 
Various independent offices 6 371 
Federal Security Agency -- 2. 209.3 
General] Services Administration 1 325 
Housing and Home Finance Agency #(400. § 
Department of Agriculture . ‘ 1, 680 
Department of Commerce. ; : 931 
Corps of Engineers: Civil functions ; 731 
Department of the Interior. : 686 
Department of Justice : % 118 
Department of Labor 253. 5 
Department of State 335 
Treasury Department ; $7,001. ; 


Total — ; ‘ piitcanemiinats bs 22. 855. 6 


4 See comment, p. 45 
§ Includes interest of $6,255 million, 


Senator Frear. Of course, I do not want you to take the remarks 
that I have made to be that IT agree with everything that you have 
said, or everything that the NAM does, sir. 

Senator Capenartr. Mr. Grede, you want to permit the act to expire 
on June 30, all with the exception of allocation of materials to defense 
orders, even the allocation of materials for civilian use; is that you 
recommendation / 

Mr. Greve. We would like to have the allocation for civilian goods 
eliminated. The allocation of materials should be only for the defense 
orders, and that will enable them to get all the material they need. 

Senator Capenart. If they need 40 percent of a particular item, 
say copper, or any other item, that leaves 60 for civilian use. You 
want them to have nothing to do with the allocation of the other 
60 percent ¢ 

Mr. Greve. That is right. 

Senator Capenart. If it is 20 percent, that leaves 80, and you want 
that to go? 

Mr. Greve. That is correct. 
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Senator Carenart. But you do want to keep the Federal Reserve 
System powers to carry out sound credit controls. Does that include 

regulations X and W? 

Mr. Greve. I would think so; yes. 

Senator Carenart. Do you recommend keeping regulations X and 
Ww? 

Mr. Greve. We recommend turning that over to the Federal Reserve 
Board with discretion to act on it. They are charged with the re- 
sponsibility of controlling credit, which is in the nature of regulating 
currency, and they are, it seems to me, a little better able to act 
promptly either on the imposition of the regulation, or the discon- 
tinnance of the regulation than is the Congress, which moves much 
slower. 

Senator Capenart. In other words, you want us to give the Federal 
Reserve the right to impose regulations X or W in any way they 
want to impose it, on any terms they wish ? 

Mr. Greve. Within such limitations as the Congress may decide, and 
then give them the privilege of timing it. 

Senator Carenart. You do not want the Congress to write a stipu- 
lation that they cannot require more or less, that they cannot impose 
more than a 15 percent down payment, for example, on television sets, 
or consumer goods, and 33 percent on automobiles ? 

Mr. Greve. I think Congress could set out limitations within which 
the Reserve Board could act. 

Senator Frear. What did you think of the situation last fall in 
the automobile industry when the market seemed to be fairly de- 
pressed, and they laid it to credit stifling their sales. They brought 
much pressure, came down here with bundles of evidence supporting 
that, and asked this committee to change the attitude of the Federal 
Reserve, and minimize the down payments and extend the length 
of time in which to pay? 

Mr. Greve. One of the purposes of credit control is to stop inflation, 
and of course when you stop inflation, that stops some sales. It makes 
sales more difficult. It means that you have to have more to buy. 

Senator Frear. Perhaps this committee did not act wisely when 
they extended the act with respect to regulations X and W. 

Mr. Greve. With respect to stopping inflation, they probably did 
not act too wisely. 

Senator Capenart. You think as far as the Federal Reserve Board 
is concerned, on the regulation of credit, terms of credit for con- 
sumer goods and housing and that, we ought to just give them a 
blank check and let them write the ticket ? 

Mr. Grepr. No, I would not give them a blank check. I think 
you ought to set some limitations within which they could work. 
There ought to be studies made with respect to what those limitations 
should be. If you expect the Congress, which is much slower moving, 
to move in with regulation W when it is needed, you will be pretty 
well along the way before you get it passed. 

Senator Carenarr. That is where you and Ta hundred percent dis- 
agree, and I am surprised that you make such a statement as a busi- 
nessman heading this great organization. I maintain, and it has 
been my observation over a period of 8 years that the Congress of the 
United States has been given up its responsibility, and that is to write 








848 DEFENSE PRODUCTION ACT AMENDMENTS OF 1952 


the formulas and the rules and regulations rather than leaving it up 
to the administrative branch of this Government. 

Mr. Grebe. I think they should set the formulas and write the reg 
lations. 

Senator CapeHart. I think the administration ought to insist upo 
Congress writing the rules and regulations, that they ought not to tak 
it upon themselves. I think it is the responsibility ‘of the Congress to 
do it. I think it is the responsibility of the Congress either to repea!| 
this law entirely, as you suggest, or, if they are not going to do that, 
and they are going to give the Federal Reserve Board the right to con 
trol credit on durable goods and housing. they ought to write th 
formula. They ought to write certain safeguards into the formula, 
and if they are going to write into—if they are going to keep this act, 
then they ought to write a formula mandating the administratio: 
under certain conditions to suspend or decontrol those items that are 11 
long supply and which they are selling for less than the price ceiling 

Mr. Greve. To get back to the Federal Reserve, I think you and I 
agree, I think you have to develop a formula. For instance, the Con 
gress does not set the rediscount rate. They leave that with the Fed 
eral Reserve. And regulation W 

The Cuatrman. You cannot deal with them on any formula. The 
committee tried for about 6 months last year on this second-hand au 
tomobile business, and never got anywhere. That is the reason we 
put that in the law. Presidents of several automobiles companies in 
this country who have talked to me in the last few days, they are ver) 
much disturbed about the condition as it is now as to “regultion W. 

Senator CareHart. Let me ask you this question. 

If the Congress in its wisdom decides not to permit this act to ex 
pire on June 30, do you think then they ought to write a mandatory 
provision in the act compelling the administration, under certain con 
ditions, to decontrol or suspend controls on those items that are in long 
supply and selling below the ceiling, and also that they ought to dis 
continue allocating civilian materials of those items that are in long 
supply where there is no need for it? 

Mr. Greve. I would be surprised if the Congress in its wisdom does 
extend the law. 

Senator Carenart. Well, let us say they do. 

Mr. ¢ Greve. When you begin to extend a law, I think controls are 
unnecessary, inadvisable, and the free market is best. The minute 
you set up any kind of formula, it is a control formula. 

Senator CaprnHart. Would you rather have the Congress write a 
suspension or decontrol formula, mandating them to do it under 
certain conditions, or leave it up to them to do it? They have the 

right under the old law, written in 1950, to suspend controls if me y 
want to, or decontrol, whichever you care to call it. Now, if the 
Congress decides to keep this law, would you leave it up to the 
administration to do it, if they want to, or do you think we ought to 
write yi the law a mandatory provision mandating them to do it ? 

Mr. Greve. If you extend the law, then you are ‘installing controls. 
Now, do you want to then also have a law which would end controls / 

Senator Capehart. Well, we would write a formula—the existing 
law gives the President of the United States the right, if he wants to, 
anytime to exempt anything from control, both prices and wages, and 
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the allocating of materials. He has that right under the law that 
was passed in 1950. 

For example, he could suspend controls tomorrow, if he wanted 
to, on meats or anything that he would come to the conclusion under 
the act ought to be decontrolled. Now, so far they have, I think, de- 
controlled a few minor things, or rather exempted them from con- 
trol, which is the same thing. 

Now, my point is should we leave it up to the discretion of the 
administration to do it, or ought we write a mandatory provision in 
the act, if the Congress is going to keep the act? 

Mr. Greve. I cannot conceive of a workable formula that would 
be nearly as good under any circumstances as the free market. 

Senator Caprrnart. I take it, then, your answer is that if the Con- 
gress does not want to permit this law to die on June 30, then just leave 
the law as it is? 

Mr. Greve. I think that would be most unfortunate, but I cannot 
think of a better substitute for a bad law than no law. 

Senator Carrnart. Of course, I do not agree with that philosophy 
at all. I think you ought to try to make the bad law as good as you 
can make it. 

The Cuairman. I think that one of the reasons for the scare-buying 
stopping was when the law became effective. I think that the law 
being on the books people felt they had something that would stop 
rising prices, which stopped scare buying. That is Swhy I think some 
law ought to be on the books. I havea feeling that some things should 
be suspended, things in excess supply, but the law would be there in 
case scare buying started again to give the people confidence to keep 
their savings, and keep the } prices dow n. 

Senator Sparkman. Mr. Chairman, I think there is a great deal of 
feeling that way. I was surprised to hear Mr. Grede say “he would be 
astonished if Congress extended the act, because I thought it was gen- 
erally understood that Congress was likely to extend the ac t, with such 
provisions as the chairman and Senator Capehart have both referred 
to, which both Mr. Putnam and Mr. Arnall suggested to the committee 
they were going to try to work out, that is some kind of decontrol— 
I believe Mr. Putnam called it decontrol, and Mr. Arnall said he would 
rather call it suspension of control. 

I want to ask you two or three rather brief questions, Mr. Grede. 

In your statement you make some mention of the sudden increase 
in the demand for goods during the first 9 months following the 
Korean war, and you ‘have a chart | that sets that out. 

I am not sure that you make that statement as a basis for your 
belief that we ever should have enacted a controls law, but nevertheless 
we do recognize that we had that sudden sharp rise in commodity 
prices, and the prices of goods generally. 

I have been of the opinion that most people have felt that the con- 
trol law, moderate as it has been, has had a pretty good effect in help- 
ing to shift those prices back down, and holding ‘inflation in se 
You do not believe that? 

Mr. Greve. I do not believe that, because many of the prices are 
below the ceilings, and in some plac es above, and this scare buying 
in Korea 

Senator SparKMAN. You think that was scare-buying rather than 
any scarcity that was developing. 
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Mr. Greve. That is right. 

Senator SpaRKMAN. We know that was a big element, there is yo 
doubt about that. 

Mr. Grepe. It was buying largely through fear of what controls 
would bring. The American people had a recollection of what. h: \p- 
pened in World War II with controls and rationing, and so forth, and 
I think what satisfied that, and stopped the scare buying was the tre 
mendous supply of merchandise, and when people found they could 
get refrigerators, they quit. 

Senator SPARKMAN. You seem to imply it was the controls that Bo 
duced the scarcity during World War Il. You do not mean that, 
you? It was merely the using of those materials in the manufac baie 
of war materials, 

Mr. Greve. It was the threat of regulation measures similar to what 
we had during World War II that I think caused most of the scare 
buying after Korea. 

Senator SPARKMAN. By the way, you make mention of the fact that ; 
great many things were selling be low that level, that there had ™ en a 
deo rease. Governor Arnall brought that out very well, also, but he 

gave us these figures which I think are rather significant, that the total 
value of all commodities sold at wholesale during 1951 was $273 bil- 
lion; that of that, those that sold at peak prices during 1951—I mean 
that are now at peak prices amount to $172 billion, or 63 percent of 
that total. 

Additionally, $42 billion worth, or close to the 1951 peak prices, and 
only $59 billion, or 21 percent of the total, are below, significantly 
below peak prices, so it sems to me those are some figures we might 
keep in mind in this study. 

Mr. Grepe. There is some averaging there. You do not know what 
the commodities are, and how many are in the average consumer’s 
budget. 

Senator SparkMAN. He gave us a list of all of them. We have that 
in the record. He gave us a complete list of the make-up of the Con- 
sumers’ Price Index, with a showing of whether they are below or 
above or where they may be. 

Now, I was interested in your recommendation to cut Government 
spending, and I believe your recommendation is to cut—how much 
was it—$14 billions? 

Mr. Grepe. $14 billion. 

Senator SparKMAN. I was particularly interested, because as a mem 
ber of the Joint Economic Committee we have been wrestling with 
that problem for a month, and finally we, this week, recommended 
cut of $10 billion, I believe it was. I notice Senator Byrd in his recom 
mendation suggested a cut of $8 billion—$8.6 exactly. 

It would be very interesting to see your specifications as to where 
these cuts may be made. T can say that we have had a terribly hard 
time in the Joint Economic Committee in trying to pick out where 
we could cut $10 billion, and apparently Senator Byrd had a rather 
difficult time in picking out $8.6. 

The Cuarmman. And the Appropriations Committee will have the 
problem. 

Senatot SpaRKMAN. I am sure you recognize the difficulty from 
our standpoint. 
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Mr. Greve. We have a committee that has made a pretty thorough 
study of that. That is the judgment of our committee, and we will 

be glad to furnish you with the figures. 

Senator SparKMAN. One other thing I want to mention: 

You say the establishment of the Small Defense Plants Administra- 
tion was provided in the Defense Production Act. 

I wonder if you are not overlooking one of the most important jobs 
given to that Administration, which I think may very well be more 
important than this question of allocation of materials, and that is to 
help small business get a fair break in defense contracts. Now, that 
has nothing to do with controls. 

Mr. Greve. If I read the act properly, it seems to me that the pur- 
poses set forth are pretty much to-be helpful in the way of getting 
information and putting them in contact. They do not have—unless 
they act as the prime contractor, and subcontract again to small busi- 
ness, they do have that right, but I see no point in passing it through 
a third agency; if a small business department can do that, why can- 
not the services do that? All the services have officers who are as- 
signed to the small-business problem. 

Senator SparKMAN. I thought your organization was in favor of 
streamlining these things. That was exactly one of the points that 
induced us to pass this legislation, both now and during World War 
Il. The fact was that we had these small-business offices spread out, 
I think we found, in probably two dozen different places, and in many 
instances they were falling over one another, figuratively speaking, in 
trying to do a job. I pay them the compliment that they really were 
trying, but I know, as chairman of the Small Business Committee, | 
know that we had tremendous trouble when we tried to help small 
businesses that appealed to us as a committee, or appealed to the in- 
dividual Senators, in finding out where they should go, and whom they 
should see. One of the biggest single arguments in favor of the 
SDPA is to have one place where the small-business man can go and 
discuss his problem from beginning to end. 

Now, I say that from personal experience, having worked as a Sen- 
ator in trying to help small businesses in my State, and as chairman 
of the Small Business Committee of which other members of this com- 
mittee are members, in trying to help them find the place to go. 

The purpose of the SDPA was to correlate all of those, to centralize 
all of them in one place. I will tell you there are lots of them come 
here who are really small-business men, and I am not talking about 
500 employees, I am talking about one such as testified before our 
committee the other day who has seven employees, and they cannot 
stay around here a week or two visiting from one department to 
another. ‘The way it is supposed to be set up under the SDPA is they 
can come here and make one call at one place, and go on about their 
business. 

Does not that sound good to you? 

Mr. Greve. Can they really make one call, or does the Small De- 
fense Plants Administration have to refer them to the source of the 
information ? 

Senator SparkMAN. No, sir; they take the problem and handle it. 

Mr. Greve. You are going to take care of the small-business man’s 
problem for him ? 
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Senator Sparkman. Yes, sir. Does that not sound like a go 
program ? 

Mr. Greve. When you do it through a separate administration ) 
are short-circuiting the Department ‘of Commerce which services «|! 
business. You are talking about a man now with seven employees 
You think he is really small business, so apparently you think 5v) 
employees is not necessarily small, and I agree with you. 

Senator SparkMAN. In many instances it is not. In some instan 
it is, depending on the type of product. Of course, you realize | 
ordinarily the employer of 500 employees has a set-up that makes 
it a little easier for him to get around than it does a fellow ah 0 is 
working 10, 15, 20, or 50. 

Mr. Greve. At the suggestion of Mr. Taylor we ran an ad, a block 
in our NAM News, to invite small-business people who have a pro! 
lem—and this has a circulation of about 20,000—to get in touch 
with us. 

Senator SparKMAN. Your ad must have had tremendous effect. 

Mr. Greve. We had one reply. 

Senator Sparkman. Oh, to get in touch with you? They are 
tainly getting in touch with the SDPA. 

Mr. Greve. The National Association of Manufacturers is inter- 
ested in the problems of all manufacturers. 

Senator SparRKMAN. We all are. 

Mr. Greve. If we could get—we have been trying to find out what 
the problems of small business are. We have not been able to get any 
to report to us. If we could get the information from your Sma! 
Business Committee, we might be helpful. 

Senator SparkmMan. I wish you might go down and talk to some 
of the fellows who do the actual spadework on our Small Business 
Committee, and let them show you some of the things that come across 
their desks every day in the week, or even down to the SDPA itself. 
I wish you would go down there and visit and let them show you 
some of the things that are being done. I believe you would have a 
different outlook. 

Mr. Greve. We have a committee that has been working with Mr 
Taylor, but they have difficulty 

Senator Sparkman. Of course, he has only been there 4 months 
realize that. 

Mr. Greve. I understand that. 

Senator Sparkman. We ought not expect too much in 4 months. 

Mr. Greve. If your Small Business Committee of Congress has 
so many problems, maybe Mr. Taylor by this time would have had 
an opportunity to get into some of those. 

Senator SparKMAN. I think he has. I know he has. 

Mr. Greve. We probably could be helpful if we knew how many 
problems there were. We would like to see what the problems are. 
We have not been able to find them. 

There are a lot of them that come to us, and I do not want to indicate 
by any means that it is a large percentage of them, but some folks 
form a company and then come to Washington and want to get a con- 
tract. 

Senator Sparkman. You realize in the regulations there is a pro 
vision for that. Most of them look toward businesses that were in 
existence prior to Korea. Certainly they do not look with any favor 
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upon these fly-by-night organizations that suddenly are organized. 

Mr. Greve. A large percentage of our membership is so-called small 
business. 

Senator Sparkman. It is bound to be, because 90 percent of the 
industry of America comes within that arbitrary definition that the 
Defense Department has given it, that is 500 employees or less for 
any industry or its associated plants. 

Mr. Greve. These same small-business men serve on our commit- 
tees, on our board, all the way through. 

Senator SparKMAN. Yes, I realize that. 

Mr. Greve. Yet we are not conscious of a problem in this thing that 
is so severe that the Department of Commerce could not handle it 
and save this intermediate agency. 

Senator Sparkman. I believe if you talked to the average Member 
of Congress you could get a good bit of enlightenment on that, I 
merely hope you will withhold your judgment until it has had an op- 
portunity to show what it can do. | 

The CuarrMan. Are there any further questions? 

Senator Frear. One thing I would like to clear up. 

I think Mr. Grede said in his testimony that he thought the reason 
for scare buying was the fear of controls. 

Mr. Greve. The fear of controls and the rationing and the short- 
ages and the black markets that people associated with controls. 

Senator Frear. Had there been an insurance against high prices, 
do you think that would have prevented scare buying / 

Mr. Grebe. I do not think so. 

Senator Frear. You think it was entirely controls. 

Mr. Greve. The housewife went to buy sugar because she was afraid 
she would not get sugar. 

Senator CareHart. Do you agree the minute we go to war we ought 
to immediately control all prices and wages, and then work from that 
point, depending on the bigness of the war, and stop the hysteria 
buying ¢ 

Mr. Greve. I think it would depend on all the circumstances at the 
time. I think it is difficult now to determine what we should do. 

Senator Carenarr. You just got through saying that this increase 
in prices was not due to a shortage of material, but was due to the 
hysteria of the people, the hoarding, and buying, and fear of con- 
trols, of the war, and so forth. 

Now, you are never going to avoid that when you goto war. There- 
fore would it not be wiser to immediately, the second you go to war, 
control prices and wages, and then work from that point, and then 
within 60 days or 90 days or 4 months completely eliminate controls 
after the people had realized that there was no need for them, that 
there was a big supply of goods? 

Mr. Grepe. I think it is difficult to pass judgment on that kind of 
question at this time. On the other hand, I think the quickest way 
to alleviate scare buying is to let the free market supply the merchan- 
dise as it did in 1951, and then we had the scare buying stopped as 
soon as people found they could get the stuff. 

Senator Capenart. Is not it a fact that prices started immediately 
going up when the war started because the people felt that we might 
be in a third world war, that it might go on for years. That they 
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became hysterical and started hoarding, the housewife, the many 
facturer, and the wholesaler, immediately wanted to stock up? Is 
not that what pushed prices up, not a shortage of goods, but just the 
psychological effect ? 

Mr. Greve. That is right. 

Senator Carpenart. And the time then, if you are going to put 
controls on, the time to do it is right then, is it not ? 

Mr. Greve. Except that that will stop the production, and will sto 
the flow of merchandise into the market that will alleviate price 
pressures. 

Senator Carenarr. Of course, that is one of the great complaints 
I have, that the organization will not be realistic. They fight some 
of these things without being realistic about it. The history of ever) 
war that this country has ever gone into, or any other nation, shows 
the prices go up for a day, 2 days, ora hundred days. I do not think 
you are ever going to eliminate it, no matter how muc h merchandise 
you have on hand, or how low prices are when the war starts. You 
are going to get hysterical buying and hoarding. I think ‘history 
proves it, and I do not think you w ill ever stop it. 

Mr. Grepr. Even with controls. 

Senator Carprnarr. No; you will not stop it with controls, but you 
will certainly slow it ‘down. In other words, had we done on June 30, 
1950, what the President on January 26, 1951, did, you would not 
have this high plateau now, and everybody would be better off. You 
agree with that, do you not ? 

Mr. Grepre. No; I do not. 

Senator CapeHart. You think these high prices are a good thing / 

Mr. Greve. No; I do not think they are a good thing. I think tl. 
high prices are just a byproduct of inflation. High prices do not 
make inflation, they are the result of inflation. 

Senator Carenarr. You just got through saying that there was an 
abundance of goods when the war in Korea broke out, and there was, 
and had the people stood still, there would have been no necessity for 
controls, I agree with that. My point is that they will never stand 
still once a nation goes to war; that they will always start hoarding, 
and they will also start buying, and they will always start. pushing 
the prices up for X number of days, or X number of weeks, or months 
until they become satisfied that there is no necessity for any longer 
hoarding or buying or pushing the prices up. 

My opinion is that they will always do it. It has always been 
true. The point is if we are going to put controls on, that is the time 
to put them on. To work from that point and not delay the matter 
as we did in this instance, and put them on a year later after prices 
have gone way up, and throw the entire economy completely out of 
balance. 

Now we are in it, and we have a higher plateau that they had in 
June 1950, and we have to deal with that. It is a reality, it is not 
something that is not true, it is there. Now we have got all these 
controls, and the economy is pretty well out of balance. You have 
got a law at the moment, and the question is how to get rid of it. 

Mr. Grepr. My contention is a free market will get it in balance 
quicker than any controls you can develop. 
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Senator CareHart. You would not even have put controls on on 
June 30, 1950. 

Mr. Grepr. No. 

Senator CargeHart. You would have just let them go up, as they 
did. 

Mr. Greve. They went up, and came down again. 

The Cuatrman. After controls were put on. 

Senator Capenartr. You think it was necessary during that 5 or 
6 months to permit them to go up, and then go down again. You do 
not think it would be smart to hold them down at the beginning. 

Mr. Greve. You would not have gotten production. It is the free 
market that keeps the thing productive. 

Senator Carenartr. Well, I could make this argument, that we have 
had controls on since September 6, 1950, and we have had big pro- 
duction. 

Mr. Greve. Yes. 

Senator SparKMAN. Mr. Grede, I want to ask just one or two other 
questions, very hurriedly. 

Just one thing that I want to be certain that the record does not 
omit with reference to small business again. I am sure that you and 
I and all of us are in agreement that we want to get as broad a base 
as possible in our production program, you agree to that. 

Mr. Greve. That is right. 

Senator SpaRKMAN. You would cértainly be for any program that 
would help to sustain that broad base. 

Mr. Grebe. My concern is about programs, if they are control pro- 
grams. We have in America a history that we get a broad base 
through a free market, and a control program is—really much of the 
difficulty of small business results from the controls program. 

Senator SparKMAN. I realize it, so far as concerns the allocation of 
materials. I realize that your recommendation for doing away with 
it is based—I read your statement to mean that it is based—upon the 
elimination of the control program. 

Mr. Greve. That is right. 

Senator SparkMan. You make reference to Mr. Wilson’s report 
saying that “price control by itself, however, cannot hold the firm 
line,” on page 2 of your summary. 

Now, of course, you do not know of any responsible official, either 
in Congress or in the administration, or any responsible person out- 
side the Government who has ever contended that price control alone, 
or the controls alone, could curb inflation. You do not say it there; 
1 am just asking you that question. You do not know of anyone that 
has ever argued that that alone would do it? 

Mr. Greve. No. 

Senator SparkMAN. Mr. Wilson said that alone could not do it. 

Now, I want to read another statement from that same report of 


Mr. Wilson: 


_ But while tax increases and credit controls have been important stabilization 
factors, they were not enough by themselves to halt the rapid rise in prices and 
wages a year ago. 

That formidable task required that direct price and wage controls 
be instituted, and certainly in his report he was arguing for the 
necessity of price and wage controls. 
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Mr. Greve. I understand that has been his position. 

The Cuarrman. Are there any further questions? 

Senator Carenarr. Yes. 

If the Congress does not permit this act to expire on June 30, 195, 
do you think it ought to repeal the Herlong amendment? If the act 
is extended for another year, do you think we ought to repeal th 
Herlong amendment ? 

Mr. Greve. You will have to tell me what is the Herlong amend 
ment. 

Senator Carruart. Well, let me ask you this—— 

Mr. Greve. You see, Senator Capehart, it is difficult for me to make 
any recommendations on amendments to what I think is a bad law. 

Senator Carrnart. Well, let us go on the premise at the moment— 
I do not know whether they are or are not going to extend the act 
but if the Congress in its wisdom does extend the act for another 12 
months, do you think they ought to repeal the Capehart amendment / 
The President, as you know, i is asking that they repeal the Herlong 
amendment, the Capehart t amendment, the slaughtering quotas, and 
section 104, which has to do with the import of fats and oils and 
cheese. 

Mr. Greve. You are asking me for an opinion on some patchwork 
on a piece of legislation that I think interferes with the markets, 
and the law itself makes it necessary to alleviate its effect by certain 
kinds of amendment, any kind of thing that will get us closer to a free 
market is desirable. 

Senator Caprnarr. Well, of course, you appreciate that we an 
sitting up here and have to deal with it. This committee one of these 
days has got to vote to either let controls die on June 30, or it has to 
vote to extend them for a year or 2 years. It has got to vote on whethe1 
it will repeal the Herlong amendment or keep it, it has to vote o1 
whether it will repeal the Capehart amendment, slaughtering quotas, 
and section 104. We have to deal with it, you see. We cannot just 

talk about it, you know, in the living room and pullman cars and sa\ 
what will we do. We have to deal with it. In other words, the time 
comes when we have to sit up here and say yes or no. We cannot 
just say what we would do. We have to say yes or no, and I was tr) 
ing to find out whether or not in your opinion, if the Congress votes 
or rather this committee, let us say, votes to extend this act another 
year, then there will come other votes; shall we repeal the Herlo: 
amendment, shall we repeal the Capehart amendment, shall we re peal il 
slaughtering quotas, shall we repeal section 104. 

Now, you represent the Manufacturers Association. Do you think 
we ought to repeal these amendments, and section 104? 

Mr. Grepr. You see, I have to get back to my original positio: 
We think you ought to repeal the whole works. 

Senator CapeHart. And if we do not, should we repeal the Ca) 
hart amendment ? 

Mr. Grepe. Now you are asking me to put the patches together 
and I cannot put the patches together on a piece of bad legisl: atiol 
I suppose I could summarize the whole works by saying that if you 
have a bad law, anything you can do to get closer to the free market 
is desirable. 

Senator Caprnart. The President says it is bad legislation, this bill, 
and you say it is bad legislation. Of course, he says it is bad legisla 
tion from a very different standpoint than what you do, so I guess 
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Mr. Greve. We ought to get together and both repeal it. 

Senator CareHart. Then you have no opinions on the Capehart, 
Herlong, or slaughtering quotas? 

Mr. Greve. No. 

Senator Caprnart. You do not care what happens? 

Mr. Greve. I think the whole works ought to be repealed, the law 
ought to expire, there ought to be no controls. I do not know how 
you can develop good controls. 


' The Cuamman. Are there any further questions? We thank you 
for your testimony. 


(The prepared statement of William J. Grede follows :) 


STATEMENT OF WILLIAM J. GREDE, PRESIDENT, NATIONAL ASSOCIATION OF 
MANUFACTURERS 


My name is William J. Grede. 

I am president of Grede Foundries, Inc., Milwaukee, Wis., producers of gray 
iron and steel castings. 

I am also president of the National Association of Manufacturers in which 
capacity I appear to discuss the proposed extension of the Defense Production 
Act of 1950, as amended. 

You have before you some proposed amendments to the act in addition to the 
request that its life be extended to June 30, 1954. 

Our association is convinced that the Defense Production Act of 1950, as 
amended, should be allowed to expire on June 30, 1952, except that provisions 
should be made for the continued allocation of materials to defense orders only 
and for granting to the Federal Reserve System the necessary powers to carry 
out a sound credit control program. Allocation of materials for civilian pro- 
duetion should be discontinued immediately and the function of the free market 
should be reetored in that mpjor area. 

No possible justification whatsoever exists for the continuation of price and 
wage controls. Economic facts, experience and sound reasoning all lead to the 
inescapable conclusion that economic contro!s are hindering production, in- 
creasing the already excessive costs of Government including cost of the defense 
effort. Business and industry are burdened with tons of useless red tape. Con- 
trols interfered with the operation of the free market and thus contribute to 
artificial high consumer prices. If continued, price and wage controls will again 
give a small group of economic planners and bureaucrats the power to mismanage 
our economy, to hamper production, to create art ficial shortages, to destroy 
incentives and to lower the American standard of living. 

(\pp-oximately a year has gone by since this committee considered some 28 to 
30 amendments which had been requested by the President on the grounds that 
they were needed to improve the then evisting Defense Production Act of 1950 
and to assure more speedy and efficient mobilization of America’s productive 
might in order to preserve freedom here and abroad. If approved, these amend- 
ments would have heen the longest single step toward complete Government 
control ever proposed over the American people. Dire predictions were made by 
proponents of the amendments that if they were not approved the mobilization 
effort would be impeded, economic progress would be hampered, and that prices, 
because of predicted shortages, would skyrocket. The wisdom and foresighted- 
ness of the Congress in turning down this demand for additional power has been 
clearly demonstrated and more than amply justified by events of the past vear. 
There is no need to burden you with details regarding the scare predictions made 
i little less than a year ago. We contended at that time, and it is much more 
evident today, that there is no justification whatsoever for price and wage 
controls, 

Proponents of economic planning always present their case in a most appeal- 
ing but entirely deceptive light. If prices rise, the public is told that all that is 
needed are more price ceilings. A wage stabilization board is created to stabilize 
wages. Everyone agrees that materials must be made available for defense 
production but that is not enough for the planners. The planners say they must 
also allocate materials for civilian purposes and that the free market obviously 
can not be trusted to distribute materials for civilian purposes even though 80 to 
So percent of total national output is involved. The planners deny that the indi- 
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vidual producers are best qualified to make sound decisions concerning prod 
tion and distribution problems. The Government planners deny that the aggre 
gate of decisions tested in the free market results in wiser solutions of the econ. 
omic problems of society than would decisions imposed by any outside Govern- 
ment agency. In other words, they would destroy the dynamic free competitive 
economy which has made America great and which has resulted in the industrial 
might which if allowed to function most effectively is so greatly feared by the 
enemies of freedom. 

Advocates of price and wage controls can be segregated into two major groups 
There are those who like controls because they believe in economic planning and 
seek the powers over their fellow citizens to do that planning. There are others 
who favor these controls as a purely temporary measure, contending they are 
necessary to protect the consumer against the unusual pressures arising from 
the mobilization effort. This second group will concede that the free market 
offers the best protection to the consumer in normal times, but it contends that 
the free market cannot be trusted in times of emergency. 

What are the unique features, if any, of our present “emergency” which lead 
this second group to hold that we must now depart from normal free market 
patterns of effective action? What are the alleged extraordinary pressures on 
prices which in their judgment threaten the welfare of consumers? 

If no such extraordinary pressures are identifiable—if in fact the prospective 
supply-demand situation seems reasonably normal—then their whole argument 
in favor of a continuation of economic controls has no substance. In this case 
only those who like planning for planning’s sake could still contend that we 
continue to need wage and price controls and the allocation of materials for 
civilian production. 

The record against economie controls is overwhelming. Charles E. Wilson, 
Director of Defense Mobilization, in his latest report says: 7? 

“Price control by itself, however, cannot hold a firm line against inflation. If 
we should prove unable to hold down demand for goods—through curtailing 
investment, controlling credit, increasing taxes, and encouraging savings—then 
prices would be bound to rise regardless of the policies of price-control 
authorities.” 

A more forthright statement on the ineffectiveness of a control program would 
be hard to find. Mr. Wilson states quite clearly that if demand increases, the 
price control authorities will be helpless to prevent an increase in prices. In 
other words the control program can contribute nothing of benefit to the 
consumer—only harm. 

An analysis of the present supply situation for consumer goods reveals no 
serious or significant inflationary pressures. Only artificially created shortages 
and emergencies could cause serious imbalance. 

First consider the wide disparity in the price trend of different products as 
shown in chart 1. A decline oceurred in 19 of the product groups in the index 
the drop was especially pronounced for hides and skins (45 percent decline) 
and for oils and fats (37 percent decline). Three of the product groups in the 
chart showed no change. Nineteen of them showed a price rise. The rise 
ranged up to 21 percent for cattle feed. 

For products which registered an increase in price, controls obviously have 
been ineffective: for products which registered a price drop, controls obviously 
have been unnecessary. The relative stability for the over-all price index i! 
1951 was nothing more than the accidental result of a mathematical average 
and in no sense means that price controls have been effective. Many products, 
of course, are selling below their ceiling prices. 

Another serious and significant objection to controls is that they hinder 
production. 

Even when prices are below ceilings, which many are, the OPS-compliance 
problem remains. The grind of administrative machinery is still there; the 
interpretative work of legal counsel is still there: the labors of great corps o! 
accountants and clerks are still there; the time-consuming job of analyzing regu 
lations and making reports is still there; the particular situation of customers 
and suppliers is still there: prospects of new regulations with another new 
wave of interpretations, analyses, computations, surveys, studies, investigations 
determinations, reports, protests, and appeals are still there. 

These are the difficulties that are tangible, physical, and measurable. As the) 
boil and flame in the mind of management, their fusion creates a new substance 


* The Battle for Production, Fourth Quarterly Report to the President by the Director 
of Defense Mobilization. 
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which is psychological. Its effect is poisonous. It may be described as Ame) 
psychology thrown into reverse. Confidence is turned into doubt; cou 
becomes fear, resourcefulness is replaced by caution; planning is turned 
waiting; the taking of normal business risks gives way to a drawing-in o 
commitments; the sense of freedom is thwarted by a feeling of imprison) 
The dynamic motivation which is the very essence of business progres 
stifled. 

Looking back on the history and effects of the control program, one defi 
and positive conclusion emerges. Control and the threat of controls have | 
a great liability. 

The fact is that the very proposals to introduce controls and their subseqy 
adoption were the things which created artificial shortages and injured 
consumers. Beginning with statements by Government spokesmen, follo\ 
by debates, legislative and otherwise, on the original Defense Production A 
the fires of inflation were fanned by the continuous succession of alarn 
predictions of scarcities. This fear of scarcities drove the public to buy bey 
normal needs. Hence, price controls in anticipation had already done hy 
damage before their actual imposition. Thereafter with price determina 
in the hands of a Government agency, the moods of the market were but ret} 
tions of guesses on what the controllers might do and when. This attit 
penetrated all stages of the distribution process downward to the retailers 
hackward through all the channels of materials and supplies. The maki: 
contracts became a gamble. 


SUPPLY-DEMAND SITUATION 


In appraising the supply-demand situation it must be remembered that 
mality does net require the complete absence of any pressure or any change. ‘| 
American economy has always been a dynamic one in which change is a nor: 
feature. In fact the great function of free-price system is to set in motio 
forces which permit the economy to adapt itself to change. 

The consumer supply outlook.—There is no present evidence of any gene 
shortage of consumer goods. In fact numerous consumer goods industries } 
been depressed in the sense they have been unable to sell all the goods they 
willing and able to produce. A recent authoritative appraisal of this situatio: 
by the National City Bank of New York which states :? 

‘The consumer goods industries are in a unique position. They are relativ: 
depressed while activity otherwise is booming. Their troubles go back to 
beginning of the Korean war and the almost-successful chinese offensive 
winter, which caused people to expect the impact of the defense program t 
more rapid and severe than it actually has been. This miscalculation, foster 
by alarmist predictions, led to overbuying, overproduction, and overstocking, f 
which the correction is still under way. 

“Since last spring buying has slackened at retail and even more at wholes 
and the factory level; and although the situation is no longer deteriorating, th: 
are few convincing signs that it is improving much. Christmas business, to judg 
by the fact that department store sales in 4 weeks ending December 22 were e\ 
with a year ago, has been good, inasmuch as last year’s figures were exception: 
But it has not been as good as merchants expected and prepared for, for ma: 
believe that after the long lull during the summer and autumn a 4 or 5 perce: 
increase could be realized. In the merchandise trades generally the emphas 

still on cutting down inventories. Stocks of durable goods relatively 
higher than stocks of soft goods.” 

Thus, broadly speaking, the year 1952 started with plenty of goods availa 
and with no pressure on prices arising out of shortages. But what can we ex] 
for the remainder of the year? Even if expenditures for national defense ar 
increased from an annual rate of about $45 billion at the end of 1951 to an ann 
rate of $65 billion at the end of 1952, there will be no significant shortages 
consumers, 

The supply picture in general.—This view is supported by Charles E. Wils 
Director of Defense Mobilization, in his third quarterly report to the Presid: 
He presents estimates which show that the amount of national output left for c 
sumers and Government nondefense needs will remain virtually unchanged 
1952. These estimates were graphically presented and are reproduced in cha 
2. In this chart Mr. Wilson shows total production, the shares of the total wh 
will be used for defense and for investment and the remainder which will 
available for consumers and for the nondefense expenditures of the Governme! 
He projected the estimates through the fourth quarter of 1952. 


? National City Bank, Monthly Letter of Economic Conditions, Government Finance, 
January 1952, p. 2. 
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The amount of national output used for defense, of course, will increase s 
stantially in 1952, as the chart clearly shows, but, according to Mr. Wilson, thj 
will be wholly met by an increase in total production and by a slight decrease j; 
investment. What this means is that unless nondefense needs of the Governmen: 
are increased during the year, the amount of goods and services available for 
consumers will be just as high in each of the quarters of 1952 as it was at the hig 
levels of 1051. 

Business inventories.—Another indication of the adequacy of consumer supply 
in 1952 is the high level of stocks of goods held by producers. This is shown i: 
ehart z. 


CHART 3 


GROWTH OF 
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The dollar value of stocks of goods in the hands of business increased by ove: 
30 percent between June 1950 and July 1951. This build-up was caused by fear 
of shortages following the announcement of mobilization plans and threat of 
controls. But the shortages predicted by the Government never developed on a 
broad seale and by the middle of 1951 businessmen found their inventories much 
higher than they had anticipated or desired. Although efforts have been 
nade to reduce inventories they have continued at a high level. This high level 
of inventories may be troublesome to businessmen, but it’s a good omen for the 
consumer in 1952. 

In the case of a few materials the Government has done more than just predict 
scarcities, it has actually allocated us into shortages. This is becoming more 
evident each day as the supply situation for certain key raw materials shows 
constant improvement. It would improve even more if the free market were 
permitted to function and govern distribution of materials not actually needed 
for defense. More efficient administration of defense allocations and priorities 
also would release a great deal of material. As long as controls continue, there 

s a constant threat of more controls which creates great uncertainty in the 
uinds of business management as to the future action of Government planners 
Business managers naturally are tempted to put into inventories all of the 
aterial allocated to them even if the market for their finished products dictates 
a more conservative inventory policy. 

The civilian shortages many people feared at the beginning of the Korean war 
simply have not occurred. Consumers were misled by predictions of Government 
economists and officials because they were unaware of how much the productive 
capacity of the Nation had grown since the shortages during and following 
World War II. 
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Manufacturing capacity.—At the end of World War II America’s manufactur 
ing capacity was about 31 percent greater than in 1939. The upper half of 
chart 4 graphically illustrates this significant expansion. By December 1949 
6 months prior to the Korean war—capacity had increased to 64 percent above 
the 1939 figure. The growth in capacity has not slowed down at all since that 
time and in 1951 we had 87 percent more capacity than in 1989. If present 
plans are carried out the increase in 1952 will raise capacity to a level more 
than double of that of 1939. 


CHART 4 


GROWTH OF MANUFACTURING CAPACITY 
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Capacity has been growing in every major industry (see lower | 
4). Increases between the end of 1949 and the close of 1952 
mates, will range from 12 percent in the petroleum refinin 
in the transport equipment industry. 

Supply of particular items—While there is ample evidence that the total 

supply of consumer goods will be adequate in 1952, it is necessary to look 
at the supply situation for particular items to see whether pressure 
may rise as the result of serious curtailment in these items. 
There is practically universal agreement that there wil! be no shortages of 
nondurable goods or of services and that any shortages that may develop would be 
in the field of consumer durable goods, Thus in a report dated October 1, 1951 
the Director of Defense Mobilization states: * 

“As we now see it, therefore, the total volume of goods and services available 
to consumers Will remain fairly constant during 1952. Within this total, ] produc 
tion will shift to some greater extent from restricted items—such as consume! 
durables—to other types of goods and services.” 

A similar conclusion is reached by the Council on 
January 1952 report to the President : 

“With the security program now scheduled, and reasonable increases in total 
production, consumer supplies will be adequate to meet essential needs in 1952 
Since there will be cut-backs in the output of metal-using durable goods, any 
increased demand arising from a higher income total will be 1 
in increased production of nondurable goods and services 
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‘Three Keys to Strength, Third Quarterly Report to the 


President yy the Director 
Def fense Mobilization, p. 5. 
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“The output of textiles, food, and many other products can be expanded 
out interfering with the defense program. Judging from peak rates of our 
in 1950 and 1951, production of textiles, apparel, shoes, and furniture could 
raised by over 25 percent from recent levels, and production of carpets coul 
doubled. The food outlook also is relatively good and should permit some 
in food consumption, with the largest increases in the more expensive 
such as ments and frozen fruits. The capacity for synthetic fibers is bx 
increased, which will further supplement the supply of cotton and wool in 1 
and 1953." * 

The impact of the mobilization effort is of course much greater on th: 
sumer durable goods industry than on nondurable goods and services. In \ 
of this fact the two fields must be examined separately. 

in order that the impact of any impending changes in the production of 


consumer ifems can be properly evaluated for their effect on total consu 
expenditures, chart 5 gives a breakdown for each major type of expenditure 
percentace of total consumer outlays (average for 1948, 1949 and 1959) 


CuHartT 5 


PATTERN OF CONSUMER SPENDING 


Average for years 1948 1949 & 1950 
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Vondurable goods and services.—The most important items included in n 
durable goods and services are: Food, clothing, housing, and miscellaneo 
services. Supplies of all of these will be adequate in 1952 according to avail 
information. This corroborates the views stated aboye. 

food.—F ood is the most important item in the consumer budget accountin: 

it ZS percent of all consumer expenditures. Many factors will affe 
supply of food in 1952 some of which are foreseeable and some of whic! 
ot Based on the information now available the Department of Agri 
zives the following official summary of its expectations : 

“Food supplies for 1952 are expected to be sufficient to maintain dome 
food consamption per person at least as high as in 1951. Substantial stocks 
storable foods are available from last year’s crops and the output of most 
stock products and winter crops is relatively large. If weather conditions 
about normal and livestock marketings follow usual patterns, the year’s outpu 
food for sale and farin-home consumption may set a new record.” 

The Department’s estimates of supply of certain major feod items are g 
in chart 6. They are shown on a per capita basis and compare 1952 figures w 
both the prewar period and with 1949, the last full year prior to the Kor 
war. 


‘The Economic Report of the President transmitted to the Congress January 1952 
cether with a report to the President, The Annual Economic Review, by the Counci 
Economic Advisers, p. 117 

The National Food Situation, January—March 1952, U. S. Department of Agricultt 
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Crart G 


PER CAPITA CONSUMPTION OF MAJOR FOOD COMMODITIES 
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Meat, eggs, chicken, and fluid milk and cream are all foods which are important 
» health and to high standards of living. In all of these items 1952 per capita 

nsumption will be substantially higher than in prewar levels. As compared 

th 1949 there will be a very slight drop in meat consumption in 1952 but 
eges, chicken, and milk all show increases. 

Consumption of fats and oils will be approximately the same in 1952 as in 
1985-39 and somewhat higher than in 1949. There has been a long-term down- 
ward trend in per capita consumption of fresh fruit due mainly to a shift to 
nned and frozen fruits and juices. The pronounced decline in consumption of 
nmeal conld be an indication of a shift to more expensive foods. There is 
very indication therefore that consumers will be able to obtain the kinds and 
antities of food they desire in 1952. 

Clothing and shoes —(lothing and shoes are also important elements in 

sumer spending, accounting on the average for about 10 percent of the 
nsumer budget 

In these industries there seems to he little danger of shortages since output 

recent months has been well below peak capacity. This fact is graphically 

strated in chart 7. The latest available statistics show the output of textiles 
textile products about 21 percent below the peak reached in 1950 and the 

tput of shoes about 26 percent below the 1950 peak. Consumer demand simply 
not been great enough to keep these industries operating at their peaks. 
re is substantial leeway for increased production in the event demand in- 
ises. Thus a significant safety margin exists which is an effective guarantee 
nst shortages if consumer demand should increase substantially. 
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CHART 7 


PRODUCTION OF TEXTILES AND SHOES 


Output at End of 1951 as Percent of Peak Capacity 
(Peak Output 1950-1951= 100) 
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SUPPLY OF HOUSING 
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pressures that are built up in the consumer durable-goods field, therefore, 
affect only a small part of the total consumer’s budget. 

Even under the present allocation program, output of passenger automohi|; 
and consumer appliances, according to Mr. Wilson, will be at a rate appro 
mately equal to the average for the 3 years, 1947 through 1949. (See chart | 
Production of all major consumer durables, however, in the early part of 195: 
will be substantially below the peak levels reached in 1950 and 1951. These px 
levels were based on an abnormal expansion of demand. Although output \ 
drastically reduced in the second half of 1951, there was no evidence that « 
sumer demands were not being met. 


CHART 9 


OUTPUT OF CONSUMER DURABLES IN 1952 


Production of consumer durables down, yet still close to 1947-1949 levels | 


RADIOS AND TV MAJOR CONSUMER APPLIANCES 
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The adequacy of the supply of consumer durables must be considered in 
tion to the stock of such goods which consumers already have in their posses 
sion. If consumers are understocked they may be expected to compete sharp 
for a supply which would otherwise be adequate. If, on the other hand, th 
consider their present holdings adequate, they can take a reduction in © 
output in their stride. 

Consumer holdings of durable goods at the present time are far in excess 
any levels previously recorded, as shown by chart 10. This is the hidden inve: 
tory. The number of passenger automobiles in use is now 64 percent greater tha! 
in 1940 or in 1946. Almost three times as many electrical refrigerators ar¢ 
use in homes as in 1940. The number of washing machines has more than bet 
doubled in the same interval. 

Further, a large part of existing holdings of durables has been bought si! 
World War II and, therefore, is relatively new. 

Summary of consumer supply outlook.—In summary, the supply situation 1 
major broad fields of consumption expenditures is as follows: 

1. The supply of food (28 percent of the consumer budget) will be plentit 
in 1952. This is especially true of such items as meat, eggs, and vegetables 

2. Clothing and shoes (about 10 percent of the consumer budget) are in acd 
quate supply and will be for the foreseeable future. Present output is 
below capacity leaving plenty of room for expansion if necessary. 

o>. The supply of housing (10 percent of the consumer budget) has increas 
faster than the population since 1940. 

4. The miscellaneous services used by consumers (22 percent of the consun 
budget) do not involve scarce materials and therefore should be in adequ: 
supply in 1952. 
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Cuart 10 


CONSUMER HOLDINGS OF DURABLE GOODS 


(January 1 of Each Year) 
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5. Production levels of durable consumer goods (14 percent of the consumer 
budget) will be lower than peak levels of 1950-51 but high compared to othe 
years. Consumers are already well stocked with durable goods. 

These five items comprise over 80 percent of the total expenditures of con- 
sumers. They leave little ground for fearing that shortages will exert any 
severe pressures on the consumer’s cost of living during the remainder of 
1952. 

THE OUTLOOK FOR CONSUMER DEMAND 


Certain objectively measurable factors have an obvious bearing on consumer 
demand. For example, if there is an increase in the money supply, there is likely 
to be an increase in the demand for goods. The more money consumers have in 
their pockets and bank accounts the more intensely they will bid against eac! 
other for available goods. Increases in the money supply come about through 
Government deficits and through expansion of private credit. Price controls 
cannot cope with an increase in demand arising from these causes, as Mr. 
Wilson has so clearly stated. Instead an anti-inflation program dealing wit 
these basic influences as has been proposed by the National Association of 
Manufacturers is required. This program is summarized later. 

The effects of a sudden increase in the demand for goods can be seen in 
the price movements of the first 9 months following the Korean war. As 
shown on chart 11, wholesale prices increased by 17 percent and consumer prices 
by 8 percent. There was no real shortage of consumer goods in that period 
just as there are no prospects of serious shortages in 1952. Nevertheless this 
was not sufficient to prevent a rapid rise in the price level. Since the supply 
situation cannot explain this increase, the explanation must be sought on the 
demand side. 

Two separate elements may be recognized in the total demand for consume 
goods; first, the demand of consumers themselves and, second, the demand of 
businessmen for goods to add to their inventories. When both consumers and 
business simultaneously become apprehensive of the threat of controls, black 
markets, and the resulting consumer shortages, the pressures on price are mag 
nified. Apparently this is what happened in the second half of 1950 and the 
early months of 1951. Business demands for goods for inventories may have 
had the more serious impact since wholesale prices move fuster and further 
than consumer prices. (See chart 11.) 
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CuartT 11 


PRICE MOVEMENTS SINCE KOREA 
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Variation in consumer purchases are shown in the left half of chart 12 and 
variations in business acquisition of goods for inventories are shown in the 
right half of chart 12. The right and left halves of this chart should be studied 
simultaneously since they are in many respects reflections of each other. 

In the third quarter of 1950 just after the Korean war began, consumers in- 

reased their expenditures to an annual rate of 214.4 billions of 1951 dollars, 

SY billion greater than in the second quarter. As chart 12 shows, the buying 
rush was so great and so sudden that business inventories were depleted and 
suffered a slight net reduction in that quarter. 


CHART 12 


FLUCTUATIONS IN DEMAND, 1950 € 1951 


TOTAL CONSUMER EXPENDITURES NET ADDITIONS TO INVENTORIES 
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In the final quarter of 1950 the rate of consumer expenditures fell somewhat 
below the third quarter level but remain high compared with pre-Korean levels 
At the same time businessmen started to build up their inventories at a very 
substantial rate. In the first quarter of 1951 consumers frightened by the 
entry of Chinese forces into the war stepped up their rate of buying once again 
Businessmen continued to increase their stocks of goods. 

The combined effect of stepped-up consumer demand and of business efforts 
to increase its inventories explained price rises which occurred in the first 9 
month after Korea. Since the second quarter of 1951 these pressures have 
ceased to exist. Consumer demand has fallen to a level somewhat below the 
first half of 1950. Net additions to business inventories were very high in the 
second quarter of 1951 but this was mainly involuntary. Businessmen simply 
could not sell all the goods they were producing. Such involuntary increases in 
inventories does not exert any upward pressure on prices since businessmen 
do not bid up the prices of materials they do not want. 

The consumer goods industries are still trving without too much success to 
reduce the levels of their stocks. Inventory policies are likely to remain quite 
conservative. 

Consumers in recent months have demonstrated an extraordinary willingness 
to save and to keep their savings in forms which have an anti-inflationary effect. 
rhe outlook seems favorable for a continuation of this process. For example, 
the Federal Reserve Bulletin ° summarizes the situation as follows: 

“Prospects are good that Saving in anti-inflationary forms will continue at a 
high level, at least if a strong inflationary trend does not develop. Usual savings 
patterns are being reestablished following the spending sprees after the outbreak 
of hostilities in Korea and the intervention by the Chinese Communists in the 
Korean fighting. Many of those who interrupted their current saving programs 
or used accumulated savings to buy greatly in advance of their needs may regret 
that action in the light of subsequent market developments. They have 
that markets can move two ways as prices of many consumer goods have 
reacted downward in recent months. Supplies of certain articles that were 
expected to become scarce have actually expanded so much as to glut the market 
temporarily. Contidence that the value of the dollar can be maintained has 
strengthened. Whether inflation is avoided in the future will depend on the 
adequacy of saving and on the administration of those funds by savings insti- 
tutions, as well as on the adequacy of the effort for avoiding, or at least limiting, 
Government deficit financing, and on the success in curbing credit expansion,’ 


seel. 


PROFITS 


One of the reasons frequently cited for establishing and for continuing p 
controls is the repeated charge that corporate profits are excessive. This 
was false when the Defense Production Act was first passed in 1950 and it i 
false today. There has not been a single year since 1929, whether in depression 
war, or peace, when corporate profits (after taxes and inventory adjustments) 
averaged as much as 514 percent of the prices paid by customers 

In 1949, the year before Korea, corporate profits were 5.5 percent 
and they fell off sharply to 4.2 percent in 1950. 

The profit squeeze continued in 1951 with virtually every industry 
a further decline. 

Price control as a method of profit control is unnecessary because the Gov 
ment has already imposed upon industry a whole array of profit control] 
as the following : 

1. Initial negotiation of Government contracts. 

2. Price redetermination on Government contracts. 
Renegotiation of such contracts. 
Audit by General Accounting Office. 
Income tax of 52 percent on corporate profits. 

6. Excess-profits tax of 82 percent on corporate profits 

These profit controls, along with the pressure of rising costs, have 
taken a heavy toll. Price increases are not attributable to a 


prices 


ilready 


llegedl\ ] igh 
profits. Profits are not, as argued by opponents of the free private 
enterprise system being taken “out of the hides” of consumers. The consumer 
determines the fate of producers—not the reverse. 


ror titive 
Compe ive 


_ 


" Federal Reserve Bulletin, September 1951, p. 1057. 
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THE ASSOCIATION’S ANTI-INFLATION PROGRAM 


The most serious threat to the consumer will result from the inflationa 
pressures created by the Federal Government’s deficit spending. With a terrif; 
ing budget of $85,444,000,000 for the fiscal year 1953 and a budget estimate 
receipts of $70,998,000,000, a deficit of over $14,000,000,000 is forecast. T) 
deficit can be wiped out by a sound and sensible program of cutting Gove: 
ment spending. The association has made a detailed analysis of the 1953 bud, 
and finds that billions could be eliminated without impairment of any civili 
functions or a weakening of the defense program. 

The fact that a deficit is now forecast is not an argument in favor of conti 
tion of price controls. It has already been proven that no price-control me 
anism ever devised can check or cure inflation. There is only one workal 
way for meeting inflationary pressures and that is by a sound program eliminat 
the causes of inflation. 

Here is what should and could be done: 

1. Cut Government spending. 

~. Balance the Federal budget by such a cut in spending and adopt the sou 
principle of “pay as we go.” “Pay as we go” means taxing as much as Gov: 
ment spends, and conversely, not spending more than the people are able 
willing to pay. 

The use of both general and specific controls by the Federal Reserve Syst« 
to prevent the inflationary expansion of credit either through private or pu! 
sources. 

t. Attainment of a better balance between income and excise taxes. Taxes 
imposed to cover expenditures should curtail spending—not savings and inv: 
ments. A greater proportion of Federal revenue must be raised through broad 
based consumption taxes. 

5. Protect incentives for increased productive efficiency. The free market 
uuld be allowed to distribute the SO to 85 percent of our national output 
not directly or immediately related to the defense effort. Only by the protectio 
and encouragement of such free markets can we hope to get the maximu 
efficiency in production, the expansion of facilities, and the endless search 
new products which will assure that the living standards of our civilian popu 
tion are kept at the highest possible level. 

Only by adopting such a program can the menace of inflation be met, Contr 
will never do it. 


CREDIT CONTROLS 


In order that the tools exist for an effective campaign against inflation 
powers granted in the present Defense Production Act to the Federal Ress 
o regulate consumer credit should be continued. Sections 601 through 60 
of the Defense Production Act of 1950, as amended, authorized the regulat 
of consumer credit and real-estate construction credit only. Based on thes 
sections the Board of Governors of the Federal Reserve System has reimpos 
regulation W upon consumer credit grantors. The Board has also issued regu 

tion X, which regulates certain aspect of real-estate mortgage lending. Sect 
702 enables the Federal Reserve legally to encourage cooperation in a volunt 
credit restraint program which otherwise might be in violation of the antitrust 
inws, 

Chis does not necessitate a Defense Production Act. Instead, a separate bi 
ould be passed giving the Federal Reserve these powers or an amendment co! 
be added to the Federal Reserve Act. 


WAGE STABILIZATION 


Wage controls are just as futile as price controls and should be repea 

* the same reasons. Just as price controls destroy the incentive of invest 
and managers, so does wage stabilization undermine the efforts of employers a: 
employees to provide such conditions of employment as would facilitate maxin 
production. Federal controls over any aspect of the employee relationship res! 
in serious inequities and causes unnecessary friction between employees 
employers. 

In addition, the agency entrusted with wage stabilization has, by executivé 
action, been transformed into a labor disputes agency, thereby bringing about a 
situation closely akin to compulsory arbitration. Existing labor legislation 
clearly is being circumvented. It is urged that steps be taken to insure com- 








DEFENSE PRODUCTION ACT AMENDMENTS OF 1952 873 


nliance with existing legislation rather than permit evasion of the intent of 
Congress by executive action. 


SMALL DEFENSE PLANTS ADMINISTRATION 


The association has a great and continuing interst in the progress and opera- 
tion of all business and recognizes that the vitality of small business is essential 
to the welfare and progress of this Nation. Because 83 percent of its 17,000 
members employ less than 500 people, the association feels that it can speak 
with assurance regarding the problems of small business. It has looked into 
the problems of small business and has several committees constantly studying 
them, 

Late in 1950 the association completed a survey among its smaller business 
members designed chiefly to ascertain the nature of any financing problems 
onfronting them. However, two of the question asked were: “Has the Govern- 
ment Helped Small Business?” and “What Should the Government Do to Help 
Small Business?” Nearly 73 percent of the respondents to the first question 
Has the Government Helped Small Business?” said that it had made no im- 
portant contribution. Slightly more than 15 percent said the Government had 
made a contribution through loans by the Reconstruction Finance Corporation 
and other agencies of the Government. Only 2.2 percent at that time felt that 
more recognition should be given to contracts to small business. Slightly less 
than 2 percent stated that the Government had helped by furnishing research 
reports and statistics. 

Here is what small business thinks Government should do according to our 
survey of our members. Out of a total of 5,456 replies (which contained certain 
duplications since members often made more than one suggestion) 37 percent 
stated that the Government should revise tax laws; 23 percent asked that Gov- 
ernment “keep hands off business’; another 16 percent recommended that the 
administrative and financial efficiency of the Government be improved; while 
a little over 6 percent suggested that labor laws and their administration be 
improved. Only 8.6 percent felt that Government should facilitate loans to 

isiness. 

These studies and surveys made among its small-business members disclose 
that the overwhelming majority of small-business men believe that their problems 
re essentially the same as those of larger business and that the Government 
ould make a valuable contribution by a minimum of interference. In view of 
these findings, we recommend that the Small Defense Plants Administration be 
permitted to expire on June 30, 1952. Such problems as may arise could better 
be handled by the Departments of Commerce and Defense without building up 
inother agency and increasing the already excessive cost of government. 

One reason frequently advanced for the continuation of the SDPA is that it 
will facilitate the flow of defense contracts to small business. In this connection 
t is interesting to recall the testimony of Secretary Sawyer before the Joint 
Committee on Defense Production on January 15, 1952. At that time Secretary 
Sawyer said: 

“The bulk of the prime contracts placed by the defense agencies since the out- 
break of the Korean war went to companies having the necessary facilities and 
resources to get into munitions production quickly. However, other and smaller 
companies received a significant share of the total prime contracts and these 
were supplemented by the placement of subcontracts by the large firms, and small 
firms, as defined by the defense agency, are those employing fewer than 500 per- 
sons. Although data showing the extent of subcontracting by these prime con- 
tractors are not available, spot studies conducted by the Army and Air Force 
lemonstrate that prime-contract dollars are widely dispersed throughout Amer- 
ican industry. To take as one example I might cite the case of an aircraft com- 
pany with nearly one-half billion of Air Force prime contracts awarded in a 12- 
month period. Fifty-two percent of the total amount of these prime contracts 
1ave been or will be spent with outside firms. Of the 176 first-tier subcontractors 
on these contracts, 133 are small firms; 4 of these 176 initial subcontractors are 
bringing another 275 firms into the work of fabricating parts, 79 percent of 
which are small independent plants employing fewer than 500 persons. 

“Other studies indicate similar trends. An analysis of 13 large Army con- 
tracts shows that 42 percent of the dollar volume of prime contracts went to 
firms employing fewer than 500 persons in the various tiers of subcontractors.” 

Unfortunately a few days after the Secretary made this statement, there was a 
wholesale shifting of his powers to the SDPA. In our judgment these powers 
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should be restored to the Department of Commerce. This would take pla 
automatically if this act would be permitted to expire on June 30, 1952. 


SUMMARY 


1. The Defense Production Act of 1950, as amended, should be allowed to 
pire on June 30, 1952, except that priorities and allocations of materials { 
strictly defense orders and issued by the Department of Defense should be ¢ 
tinued. In other words, it is recommended that price, wage, and civilian 
terials controls, authority to settle labor disputes, provision for the Small ] 
fense Plants Administration, and certain other control powers pass out of exi 
ence on June 30, 1952. 

”. The Federal Reserve's authority to control consumer credit should he « 
tinued through separate legislation. 

3. Price, wage, and civilian materials controls are ineffective, impair inc 
tives, cause shortages and higher prices, retard production, and impose a: 
necessary burden on the American people. 

i. The supply outlook for consumer goods, both durable and nondurabl 
favorable for 1952. 

5. Manufacturing industries have made an outstanding anti-inflatiouuary 
tribution by doubling productive capacity in the last 13 years. 

G6. The chief threat to the consumer is excessive Government spending 


results in deficits and a consequent inflationary increase in the money suj)) 
7. The only way to eliminate inflation is to adopt a sound and effective ant 
inflation program involving a substantial cut in Federal spending; a balar 


ced 
budget: credit controls through the Federal Reserve System; a better bala! 
between income and excise taxes with more revenue obtained from a broad 
hased consumption tax, and protection of incentives to increased producti) 
efficiency 

8. Conti 


duy ici 






nuation of the Small Defense Plants Administration can only result 
tion of efferts of other agencies. Small business would be | 
served by returning these functions to the Department of Commerce. 


etter 


The Cuamman. Judge Montague, will you come up? 

We have your statement here, Judge. 

Mr. Montacver. It is a very short one. I know you are pressed fe 
time, Senator, and if it is all nght with the committee, I will file that 
statement and make just a few short remarks. 

The Cuarman. Without objection, your statement will be filed fo. 

he record, and we will be happy to hear youl discussion on the meat 
situation. 


STATEMENT OF JOE G. MONTAGUE, TEXAS AND SOUTHWESTERN 
CATTLE RAISERS’ ASSOCIATION 


Mr. Monracve. Just to identify myself, my name is Joe G. Monta 
gue, general counsel of the Texas and Southwestern Cattle Raisers’ 
Association, which is an organization strictly of range producers of 
beef cattle, and it is strictly and only from that standpoint 1 talk t 
vou gentlemen today. 


AsIw derstand it. there are really three measures pending befor 
1e committee for consideration: 

S. 2150, which was considered by the committee last fall; and S 
2594, which was a bill introduced by the chairman to extend the la 
iS itis today >and S. 2645, which is I believe referred to as the adm 

stration bill. 

The Cuairman. I do not think we have any amendment before us 
on siaughter quotas. 

Mr. Monractve. That is in S. 2645. 

The CHamman. It is in the administration bill, but what I meant 
was we have an amendment on the Senate Calendar. I understand 
they are not going to bring that up. 


+} 
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Mr. Monracur. Yes, sir. As I view the situation, there are only 
two reasons why you should ever have price a that is, there 
are only two that I have ever heard advanced | yy the advocates of 
price control. 

One is if the supply is short, and the other is if the prices are exXor- 
bitant, and of course that second reason would not exist unless the 
first existed. 

Now, on the question of supply, with reference to livestock, there 
is no short supply of beef cattle. The statistics show that today we 
have 88,062,000 head of cattle, which includes dairy and beef cattle. 
59.2 percent of the total is in beef cattle. Beef cattle have reached the 
record number, that is the percentage is higher now of beef cattle than 
it has ever been before in the history of the United States. The vari- 
ances between beef and dairy ¢ attle is usu: ally close to 50-50, but now 
we have 59.2 percent beef cattle in the country, and 41.1 percent ot 
dairy cattle. 

The number of beef cattle increased by close to 6 million head 
during the last year. Actually it is 5,773,000 head. 

There is a record number of beef cows that produce the calves, ove1 
20 million head at this time in this country. 

In view of those figures, and the conditions that exist, I say to you 
gentlemen that there is no shortage in the supply of beef cattle. 

Now, to conside Yr the othe Yr reason which the advocates of price 
control advance in support of their thesis, the que sstion of whether or 
not there is an exorbitant price being charged for beef cattle or fon 
beef, I say that there again neither of those conditions exist: 

Everywhere in the United States today, beef cattle. from the range 
beef cattle, are selling at substantially below the compliance figure 
which is generally referred to as the ceiling, although not actually a 
ceiling, but is the compliance figure, throughout the United States. 
Range cattle, which range from commercial down, are sellin 
stantially below the compliance figure. 

With reference to beef, throughout the United States, all types 
of beef are selling at pric es substantially below the ceiling pr ice, the 
dollar-and-cen ts ceiling price that has been established by OPS. 

To support that statement—and it may be a little surprising state 
ment to make because you hear of so many statements about the high 
price e of beef—to support that statement I have made a compl: ition 
of over 200 stores right here in the city of Washington, the prices that 
the *y are selling the various euts of meat, and | think it would be 
interesting for me to give you some of those figures. 

The first group of stores that I secured these figures from was the 
American Stores here in the city of o ashington,. 36 stores. I am not 
going to give you all of these figures, but I will give you a few of them, 
an d I will file this con ypil: ition in th e record, if ] may. I would like 
to do that. 

That group of stores was selling cround beef last week, 
advertisements this week do not differ from the figures 
giving you now, or vary slightly, and are generally lowe 
figures I got last week in er to prepare this statement. 

Ground beef was selling at 59 cents a pound; the ceili 


rat sup 


i cents. 
Plate boilit g heef i 
cents. 
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Short ribs were selling at 49 cents; the ceiling price was 51 cents. 

The CHarmman. Judge, you will not be much longer, will y: 
There is a message from the Senate floor saying they cannot ge‘ 
quorum. 

Mr. Montacue. Senator, I have filed a compilation of figures her: 

The Cuamman. You file anything you want before March 21 t! 
has anything to do with the control law, and we will be glad to rece 
it. 

Mr. Monracvue. I am filing that now as an exhibit, and I will . 
it short by saying it. 

The Cuamman. The only reason I asked that was because of { 
call from the Senate floor. 

Senator Carenarr. Would you prefer to come back at 2:30? 

Mr. Montacve. | would like to discuss with the committee a lit 
about the quota amendment. 

The Cuairman. If you desire to come back, I would not be one 
cut you short. 

Mr. Montracue. I can do it in a few minutes. 

The Cuatrman. We will give you 5 minutes at 2: 30. 

The committee will stand in recess until 2:30 o’clock. 

(Whereupon, at 12:50 p. m., a recess was taken until 2:30 p. m.) 


AFTERNOON SESSION 


The CuarrMan. Judge, you said you wanted to talk to us 5 minut: 
about slaughters. Now, do not be too long. We have six witnesse 
and I have an engagement between 3:30 “and 4:30, and then at 
o'clock I have to see Mr. Putnam, so I have a sort of full day. 


STATEMENT OF JOE G. MONTAGUE, TEXAS AND SOUTHWESTERN 
CATTLE RAISERS’ ASSOCIATION—Resumed 


Mr. Montacur. Mr. Chairman, our position on the slaughter quota 
is exactly the same as it has been all the way through. There is 1 
reason why the system of using quotas to regulate sl: aughte rers should 
be invoked. It is just an added nuisance put on the shoulders of bot! 
producers and purchasers of livestock, and it serves absolutely no 
purpose. In fact, the only purpose that they could ask, the only reaso 
why that system might be of service to the administration would b 
because it is punitive in its nature. It does not add a single pound ot 
production ; it does not improve the grade of meat; in fact, it does not 
do anything but give the regulating | body a weapon that they can use 
as a sort of blackmail over producers s, and we do not like that. 

The amendment that is pending on the calendar before the Senate 
now has a provision in it that the slaughtering quotas would not be 
fixed at less than 100 percent of the market, but that has this defect 
in it, they would not know what the market is going to be from day 
to day. It changes every day, and if the supply of cattle exceeded 
the quotas that are allowed to the purchasers on the market on an) 
particular day, they could not dispose of this surplus until they wire: 
to Washington and got permission, and anyone who has ever dealt 
with an administr: ative agency knows that you cannot get action fron 
up here, in any such way as that. It will take days rand ds ays, and 
then who is going to pay for the feeding of these cattle that will b: 
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held on the market, and who would stand the loss for the shrinkage in 
the cattle that could not be sold. It would be the producers. 

We say that there is no reason in the world why quotas should be 
used, and we hope that that amendment will not be adopted by the 
Congress. 

The Cuatrman. Of course, I do not think they intend to bring that 
up. IT cannot speak for the Congress. 

Mr. Monvracue. I hope not. 

The Cuarrman. Iso understood. 

Mr. Monracur. That would complete my main statement, Mr. 
Chairman. 

The Cuamman. Are there any questions? 

Senator ScnorrreL. I have no questions. I know that the judge 

s fully aware of the fact that when they did have slaughtering quotas 
we had complaints of backing up in the midwestern section, about 
cattle and veal calves being held over. When the ‘y were ready to go to 
market, they went to market. and somebody had to ¢ arry the loss. 
It was the producer in every instance that carried the loss. 

Mr. Monracue. It would have been a terrific thing this winter if we 
had had a quota system in Texas. All south Texas has had the worst 
drought we have ever known in our history, and cattle really suffered. 
There has been a tremendous lot of thin cattle put on the market, 
and quotas are regulated by grades of cattle, if they use the same 
system that OPA used there would be a limit on the number of cattle 
the purch: iser would buy by grades. 

Now, there has been a big surplus of utility cattle on the market, 
these drought-stricken cattle, but we had a market for them. If we 


had a quota system, we would have had to wait to wire to Washington 
to get increased quotas, and somebody will have to feed those cattle 
on the market until that answer came back. It might come back in 
24 hours, or it might be a week. If anybody has ever dealt with the 
agency, the -y know you do not get quick action. 

Not having the quotas was a very good thing in that area. 

(The statement and exhibits of Mr. Montague follow : 


STATEMENT OF TEXAS AND SOUTHWESTERN CATTLE RAISERS’ ASSOCIATION 

Mr. Chairman and members of the committee, this statement is presented to 
you by the Texas and Southwestern Cattle Raisers’ Association, which is an 
organization of beef cattle range producers. Its principal oflice is located at 
410 E. Weatherford Street, Fort Worth, Tex. 

The statement is made with reference to that proposed legislation relating 
to the extension of the Defense Production Act of 1951 (S. 2594 and S. 2645) and 
also those amendments to that act as set out in the two listed bills and in S. 2180. 

And, in presenting this statement, we speak solely from the standpoint of beef 
cattle range producers. In no way do we attempt to speak for any other segment 
of industry or society. 

From our viewpoint, the problem is simple. 

At the time the Defense Production Act of 1950 was enacted by the Congress 
and at the time such Act was extended, with amendments as contained in the 
Defense Production Act of 1951, those who advocated the original enactment 
of the law and subsequently advocated its extension did so for the avowed purpose 
of stabilizing prices at a level that would be reasonable. 

Several months after the enactment of the 1950 act, the President, for the 
purpose of carrying out the purposes of that act, created the Office of Price Sta- 
bilization and entrusted to that agency the responsibility of administering the 
act insofar as prices were and are concerned. That agency has promulgated 
thousands of regulations fixing prices for various commodities, amongst such 
regulations being those establishing prices on live cattle and on beef, hides, fats 
and oils, the ultimate product of the beef cattle we produce. 
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These various prices are separately listed in the pertinent regulations. Ir 
be reasonably assumed that the respective prices established by these regulati 
were considered to be reasonable by the Administrator, otherwise they wo 
never have been established. 

When the declared purposes of the act and the prices established by the 
ministrative agency, along with present conditions in the beef cattle indust 
are jointly considered, and it is right that they should be so considered, th: 
there is no logical reason why, insofar as this industry is concerned, the 
should be extended 

The actual market prices on all of our cattle and on the end products of s 
cattle are below the standards established as being reasonable by the agency 

Cattle are generally selling at figures well below the compliance figures est 
lished by the Office of Price Stabilization. Beef is also being marketed at ly 
the ceiling prices and hides, fats, and oils are far below the established ceili 

It is, therefore, but a logical conclusion that, since the ceilings are not by 
pierced and are not even being endangered or approached, then there is 
reason for such ceilings and, therefore, from the standpoint of this indust 
the pricing section of the Defense Production Act is not needed: in fact, is 1 
ustified. 

We would now like to discuss only one of the pending amendments to the 
Reference is made to the text of S. 21S0 and to section 101 (a) of title I 
S. 2645. By the terms of the amendment proposed in these respective measu 
they being identical, an effort is made to undo what the Congress did last y« 
when the Butler-Hope amendment was adopted. 

The Butler-Hope amendment, as identically adopted by both Houses of 
Congress, forbade the use of quotas in the regulation of slaughterers of livestoc| 

Our organization strongly supported the Butler-Hope amendment and now 
just as strongly opposes anv change in that part of the law. Our views on this 
subject were fully stated tc this committee last September, when S. 2180 was 
being considered by the committee. Not only have we not changed, but o1 
ition, in view of developments in the industry, has been strengthened. 

It is our position that the Congress made no mistake when it adopted 
nendment but its action was wise and farsighted. 
\ review of the history of this particular legislation may be interesting 
lightening. The amendment was first offered in the Senate. It was adopt: 
by the Senate. On the following night, a motion to reconsider the amendment 
as offered and. after considerable debate, was defeated by the Senate. Th: 
same amendment was offered to the House, sitting as a Committee of the Wh: 
House It was adopted. Then, when the bill reached the floor of the Hous: 
this particular amendment was, after debate, adopted by the House. Thus, « 
f the Houses of the Congress has twice approved of this amendment. 
We producers of the Southwest are keenly aware of the dangers of a syste! 
f quotas for slaughterers and are thankful for the fact that, because of 
Butler-Hope amendment, no such system was in force during the past few months 
iis not now in effect. Our area has been cursed by the worst drought in 0 
history. The range area has been burned up. Many of our producers have h: 





feed their cattle on the range for as long as 20 months. Ordinarily sufficient 
crass is present to not only sustain our herds but to keep them reasonably 
nd to enable them to produce and grow a calf crop. The failure of rainfa 

Ss prevented grass from growing and supplemental feeding has been necessa! 
This is terrifically expensive, and such emergency feeding will not produce 
sustain a calf crop. Thousands of thin cattle have been forced on the market 
These ttle grading “utility. The number of these cattle has been most a 
normal If a quota system had been in force, we presume that such syste! 
would have been similar to the one formerly used by OPA. Under such a syste 

h slaughterer would have been limited in the number of each class of cattle 
e could ki Any limitation on the killing of “utility” cattle at this time ot 


during the past 10 months in our area would have been fatal 
ir industry, because we were forced to find a market for our drought-stricke! 
ittle. Without quotas, we had a market, but with quotas we would have bee! 


So we respectfully say to you, from an abundance of experience under quotas 

nd free of quotas, that the Congress made no mistake when it adopted the 
Butler-Hope amendment and we earnestly recommend that, in the event the Cor 
gress sees fit to extend the act, this particular part of the law be undisturbed b 
amendments that are not needed and which may, and probably would, prove to bi 
>» our industry. 
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ids, Washinaton papers, Thursday, Feb. 28, 1952 


COMPANY A: AMERICAN, 36 STORES 


Description 


f 
I 


Ground beef 

Plate boiling beef 

Lean short ribs 
rk and ham 

Smoked, tender lean picnics 
Sliced bacon, Corn King, A grade 
mb: Shoulder lamb 


COMPANY B: SAFEWAY, 145 


f 
Round steak, U. S. Choice grade 
Sirloin, U. 8S. Choice grade 
Porterhouse, U. 8. Choice grade 
Chuck roast, U. S. Choice grade 
Chuck roast, U. 8. C erade 
Rib roast, U. S. Choice grade (7-in 
Ground beef 

Frankfurthers, skit 


hoice 


k 
Pork roast 
Pork chops, center 
Pork roast, loin end 
Pork roast, rib end 
amb: 
Lamb chops, shoulder 
Lamb roast, shoulder, bone in 
Leg of lamb, lean, tender 
Rib chops 
Loin chops 
Lamb breast, bone in 


COMPANY 


COMPANY 
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Ads, Washintgon papers, Thursday, Feb. 28, 1952—Continued 


COMPANY C: DGS, 149 STORES 


Size groups 
Actual 
price 


I Il II 


Per pound 
$1. 


Short ribs 
Plate beef, bone in 
Rib roast 
Pork and ham: 
‘ork loin, ri 


Sausage meat 
. big} - 
rankfurters, skinless 


moked picnic hams 





id so vary with each store. 


COMPANY D: SHIRLEY, 4 STORES 


Actual price 


Per pound Per 
$0.89 
oN 
1.09 


45 


COMPANY E: SHERIDAN, ; 


| 
The Cuairman. Mr. Klurfeld asked to go next as he has to « 
a train. 
Your entire statement will be made a part of the record. 
You may elaborate on it, or read it, whichever you wish. 


STATEMENT OF ARTHUR M. KLURFELD, EXECUTIVE SECRETARY 
HANDKERCHIEF INDUSTRY ASSOCIATION 


Mr. Kuivrrevp. The board of directors of the Handkerchief | 
dustry Association, in a resolution adopted unanimously at its | 
meeting, voted to request that the handkerchief industry be exempt 
from all price regulations issued by the Office of Price Stabilizati 
as soon as possible. The reasons for asking that the products ma) 
factured by this industry be decontrolled are as follows: 

For the past 11 months the handkerchief industry has been 
de presse d state due to economic conditions beyond its control. 1 
has shown itself both in a considerable lowering of demand fo 
product and in wholesale prices that are substantially below pres 
ceiling prices set under the general ceiling price regulation in Jai 
ary 1951. 
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The Cuarrman. Let me ask you—and this is not facetious—are the 
synthetic handerchiefs and paper towels controlled ¢ 

Mr. Kiurrevp. I might explain that I only represent- 

The Cuarrman. I understand, but I was curious to know, because 
in the last war they put controls on towels, and the railroad trains 
all shifted to paper towels that were not controlled. 

Do you know whether or not they are controlled now / 

Mr. Kiurrewp. As far as price regulations, I believe they are. 

The Cuamman. Thank you. 

Mr. Kuvrretp. Tangible evidence of this depressed state lies in 
- fact that one of the largest firms in the industry went out of 

he handkerchief business at the end of last vear because of inability 
to earn any reasonable profit in the present market. We also know 
of other large firms that have gone through an orderly liquidation 
in the past year for the same reason. 

I might say that many firms earned little or not profit during the 
past year, indicating the depressed state of the industry. 

With regard to prices charged for handkerchiefs, it is interesting 
to note that no firm, to our knowledge, has availed in “if of the priv- 
ilege of raising its prices under the Capehart amendment as it was 
incorporated in Ceiling Price Regulation 45, revision 1. We believe 
that fact is most noteworthy because in January 1951 the industry was 
still quite certain it needed something like the Capehart amendment 
because of the pressure of higher costs of production. However, in 
view of the subsequent softening of demand and the decrease in costs 
of production, the industry finds itself selling at prices far below 
ceiling prices with no evidence of any upturn in the foreseeable future. 

The Cuarman. What are the industry’s handkerchiefs made of ? 

Mr. Kivrrevp. Cotton, linen, and mixtures. 

The CuHatrman. I understood the tariffs on linen made it almost 
mpossible to make money off those kinds of handkerchiefs. 

Mr. Kiurrevcp. When we canceled our trade agreement with China, 
as a result of the Communist government taking over, the duty was 
nereased back to the rate that existed in 1930 under the Smoot- 
Hawley tariff, which was on linen from 3 cents each and 20 cents 
ad valorem to 4 cents. That was a very high increase, especially 
on the higher priced linen handkerchiefs. 

The Cuatrman. I happened to see a salesman who had a big supply 
down in Charleston. He told me he was selling out. He has always 
been there, comes there every winter. He said it was because the 
tariff had made it impossible for him to import their type of hand- 
kerchief and make a profit. 

Mr. Kivurrevp. The raising of the tariff had a very adverse effect 
on linen handkerchiefs. He probably was not a direct importer, but 
the price he would have to pay would reflect the higher tariff rate. 

I might explain at this point that the Capehart amendment would 
have given manufacturers the privilege of raising their prices by 
the increase in costs up to July 26, 1951, and if the price of fabrics 
and of labor had stayed where they were in leieney 1951, the in- 
crease in price would have been considerable, but the point we are 

ing to make is that not only are prices below the ceilings the 

ae try ml ight have obtained by virtue of the Capehart amendment, 

ut they are below what they were in January 1951, when the freeze 
Was put on under the General ( ‘eiling Price Regulation. 





SS2 DEFENSE PRODUCTION ACT AMENDMENTS OF 1952 


The Cuairman. I have read ahead, and I see where if they sus}. 
the ceiling on one type of textile, you feel they should on oth 
where they are in insufficient supply and below the ceiling. 

Mr. Kuvurrecp. We recognize you cannot divorce the end item f1 
the supplier of the raw material out of which the item is made, 
for that reason, of course, we could not reasonably ask that ha 
kerchiefs be decontrolled and not the basic fabrics out of which t 
are made. 

In a sense, the linen piece goods, insofar as the purchase price ) 
abroad—they come in from Belfast, Lreland, are not under cont: 
It is only after they are resold in this country that they are w 
control. 

Piece goods, linen piece goods, were reduced about a month ag 
about 10 percent over the last list price, but cotton fabrics, of cours 
went down about 20 percent much earlier in the vear. 

The Cuamman. And they are quite below ceiling / 

Mr. Kuvrrecp. Yes: and the indus try, of course—the price of | 
product in the market is always in direct relationship to the price « 
fabrics because on the cheaper type of handkerchiefs the amount 
processing is small, or the cost ot processing Is small in relation to 
cost of the basic fabric. 

We are quite certain that the removal of price controls on hai 
kerchiefs will have absolutely no effect on the general cost of |i 
as that term is generally understood. Our reasons for so conelud 
arise from the fact that a large part of the total production of 
industry falls inte the category of luxury and high-styled goods whi 
sell at retail from 50 cents up. 

Moreover, the total production of the industry is so small whe 
me asured by the Ve alue of tots al woods produced in this coun try t] 
affect the cost of living as to amount to a negligib le factor. In prac 
cal effect. we believe that present controls for handkerchief prices ar 
merely irksome because of the administrative burden they place on t 
Otfice of Price Stabilization and the unnecessary cost of record | 
ing to which the indus try is subjected. 

We have little _— that the Office of Price Stabilization will tak 
anv ac tion in the near future to decontrol handkerchiefs or for t 
matter, an othe ‘T ‘oneal , product. W eso conclude because ot the { 
that the OPS has been ez ire for some time of the depressed state « 
the entire textile industry and has done nothing to areas wl 
seoment of the textile industry could be decontrolled a this 
without iffecting the gene ral economy. 

I might say, sir, if von need definite proof that the entire text 
ndustry, insofar as it is covered by OPS Regulation 45 could safe 
he decontrolled, it is the fact that the OPS has never made that reg 
tion mandatory, but is merely permissive. 

The CHatrman. I understand that. The Cotton Manufacturer: 
Association from New England, the South and Southwest are go 
to be here Monday to testify before the committee. 

Mr. Kivrreitp. Of course, in relation to comparing it with w! 

e OPA did during the war, there was never any permissive regula 
tion issued, to my knowledge, at that time. 

Phe Cramman. In the last war vou had a different situation 

Mr. Kuvrrevp. That is true. 
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The CuarrmMan. That is true not only of clothing all the people in 
America, but clothing the European armies, «nd everybody else. 

Mr. Kuurrevp. In my opinion, had it not been for the fact that the 
OPS was compelled to issue a regulation like CPR—45, because the 
Capehart amendment made it mandatory, that that regulation would 
otherwise never have seen the light of day. 

It is apparent to us that the attitude of the OPS is that if one textile 
item is decontrolled, it may force that agency to decontrol all textile 
items. We maintain that each industry should be treated on the merits 
of its own case without regard to other textile items produced by other 
industries. 

For these reasons we strongly recommend that the Congress should 
amend the Defense Production Act of 1950 by inserting definite stand- 
ards under which products presently subject to price control should be 
removed from such controls. Such standards should be as nearly as 
possible self-administering with as little discretion left to the Office of 
Price Stabilization as possible. We believe that such action taken by 
the Congress at this time will do more than anything else to remove 
unnecessary shackles from an industry that is unnecessarily burdened 
with Government regulations. 

I want to say one brief thing with regard to the argument that has 
been made by the OPS that the discretion should be left to them as 
to what standards should be written in, what standards should be 
adopted with regard to decontrol. The very same arguments, as I] 
recall, were used with regard to the ¢ ‘apehart amendment, and in my 
own judgment the Capehart amendment was infinitely more complex, 
and it took them quite a while before they figured out exactly what 
they had to do by way of regulations under that, ind | vet, as complex 
as it was, it was sufficiently specific so that they have not been criticized 
since then for not having followed the mandate of the Congress. 

In this case, I think that the Congress would be doing the wiser 
thing by writing in the standards, and making them as definite as 
possible, because it is not probable, and it is not proper, I might say, 
that the same ugency that writes the regulation should also adopt the 
standards, and also administer it in the sense of talking itself out of a 
job. 

The human thing for them to do would be to delay de ‘ont rol as long 
as possible. 

I also want to touch on the question of whether controls should be 
suspended or removed entirely. They are, as I understand, asking 
for mere suspension with the privilege of reinstating controls over- 
night, as it were. 

The CHatrmMan. They have not asked for anything, that was the 
thought of this committee. I would not charge the committee with 
that thought. I think some agree with me, but some may want to re 
move the whole thing. I suggested that a while ago. that the 
mittee study the question of suspension. 

Mr. Kuurrecp. In terms of doing business, it is unfair to 
men to reinstate something like price controls overnight. They have 
to make contracts far in advance, and it is very upsetting to have 
anything like that hanging over their heads. 

The CHatrrman. Of course, that would be the truth. I do no 
how you could get. around that, if you had total war. 

Mr. Kiurresp. In a contingency like that 


“ 


—+ 
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The CuamrMan. That would be the only thing that would crea 
a demand. 

Mr. Kuurrevp. That is exactly the point. The change would 
gradual normally, and aside from the possibility of the outbreak | 
war, suddenly, there should be no reason why controls should have 
to be reinstated overnight. The economy just does not work t! 
way, and while it might cause some delay if they had a period of ti 
before they were reinstated, I think that business would work bett: 

that way if there was a lag, a period of time in which they could co: 
plete deliveries of existing contracts, and things of that sort. 

The sudden ch: ge, in and of itself, would doa great deal of | 
rather than save the consumer from higher prices. 

The Cuarmman. We thank you for your testimony. 

Are there any further questions ¢ 

Senator ScHorrret. I would like to ask one question, it may ha 
been asked while I was out. 

Have you experienced any difficulty in the sup ply, say, of silk ha 
kerchiefs, and linen for linen handkerchiefs, and fine textured coti. 
goods for cotton handkerchiefs? Have you, in the industry, ex}. 
enced any difficulty in that, or do you have an adequate supply of 
raw materials / 

Mr. Kiurrecp. We have a very adequate supply, sir. In fact 
are being urged to buy more by the suppliers. 

Senator Scnorrrert. That would indicate that the material j- 
supply that vou utilize in this industry. 

Mr. Kuvrrevtp. At the present time, in view of the demand, that 
so. 

Senator Scuorerret. Have you in the last year had any shortages 
your industry in the raw material supply ? 

Mr. Kuvrrevp. No, sir; there was no shortage as such. There was 
a period of time over a year ago when you could not get what you 
wanted immediately on spot deliveries, but you could still purchase 
for future de whe ry all that you needed. 


The CHa) Thank you, sir. 
rhe next witness is the representative of the Veterans of Foreig 
Wars. 


Mr. Downer, will you have a seat. 
Mr. Downer. Thank you, sir. 


STATEMENT OF ADIN M. DOWNER, ASSISTANT LEGISLATIVE 
REPRESENTATIVE, VETERANS OF FOREIGN WARS 


Mr. Downer. My name is Adin M. Downer. I am assistant leg): 
lative representative of the ‘terans of Foreign Wars. 

Senator Scnorrrer. Mr. Chairman, I might say this distinguis 
gentleman comes from my State. 

Mr. Downer. Thank you, sir. 

Senator CareHarr. That is a good recommendation. 

Senator Scuorrret. It is. And he has had long years of ser 
with this veterans organization, too. 

The CHatrman. We are very glad to have the distinguished citiz: 
of Kansas here with us. 

Mr. Downer. May I read this statement, Mr. Chairman? It is not 
very long. and I am the only witness on this particular question, ! 
Think 
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The Cuarrman. Certainly, take your time and read it. We are 
sorry we delayed you, but this gentleman wanted to get back to New 

York. 

Mr. Downer. That in quite all right. 

Mr. Chairman and members of the committee, I am grateful for 
the opportunity and privilege to appear before your committee as the 
legislative spokesman for the Veterans of Foreign Wars of the United 
States—an organization composed of men who have served in the 
Armed Forces of the United States on foreign soil or in hostile waters 
during Wwartime—to present our views with respect to amendments to 
the Defense Production Act. 

The last. national enc ampiment of the Veterans of Fore ion Wars of 

e United States, held in New York City, August 26-31, 1951, adopted 
a resolution urging the Congress to abolish credit restrictions on the 
purchase of new and used homes by veterans. The Servicemen’s Re- 
djustment Act of 1944 recognized the hardship that would be imposed 
upon returning veterans of World War II if they were not given 
egislative assistance in the acquisition of new homes. 


The assistance 
viven the veteran home hunter under this act has proved socially 
sound and has proven surprisingly sound from the business or financial 


ispect. This is attested by the fact that the de een vency rate in VA 
LU aranteed loans is less than half the delingt lenhey rate of home loans 
eld by large private investors 

The next sentence I must inform you is not exactly correct as it is 
written in this mimeogr: aphed COpy, SO I would like to chi: inge that. 

The CHarman. All right, sir. 

Mr. Dower. Claims paid on VA-guaranteed loans are less than one- 
half of 1 percent. 

Phis remarkable payment record by our Nation's veterans evidences 
their responsibility and the soundness of making homes available to 
them without a down-payment requirement. 

Our organization is apprehensive over the provisions of section 
104 (b) of the bill, S. 2645, which would eliminate that part of the 
Defense Production Act which sets certain down -payment limits for 
housing guaranteed by the Veterans’ Administration pursue int to the 
Servicemen’s Readjustment Act. The result of eliminating this pro- 

iso would be to restore to the Federal Reserve Board and the Housing 
and Home Finance Agency discretionary authority wit! 1 respect to 
down payments on VA-guaranteed homes. You will recall that the 
original Defense Production Act gave these agencies discretionary 
uthority to set minimum down payments and required that veterans 
preference accorded veterans under then existing law be prese rved. 
Following the promulgation of credit restrictions our organization 
felt that this veterans preference was not in fact preserved. You 
will reeall the testimony before this committee less than 1 year ago 
during the course of which we submitted statistical evidence, which 

as never been contradicted, that the veterans, particularly those who 
were unable to purchase homes above $12,000, were bearing the major 
brunt of the credit-restriction program. 

Senator Scuorerrei. Mr. Downer, I believe that you appeared be- 
fore our committee with reference to that situation. 

Mr. Downer. That is correct, sir. 

This committee and the Congress agreed with the Veterans of For- 
eign Wars on this point, and as a result a proviso was inserted in 





S86 DEFENSE PRODUCTION ACT AMENDMENTS OF 1952 


section 605, placing a limit upon the percentage of the minimum dow), 
payment which could be required for VA- guaranteed loans. Those 
were specifically, not more than 4 percent on homes the sales price of 
which did not exceed $7,000; not more than 6 percent where the pri 
did not exceed $10,000, and not more than 8 percent where the pric e 
did not exceed $12,000. This sufficiently lowered the required down 
payments to bring homes within the re: ich of many low- and middle 
income veterans. 

The CHarMan,. Of cotirse you will admit this committee did better 
when we did make the down payments far less last year than the 
l’ederal Reserve had allowed before. 

Mr. Downer. Yes, sir. 

The CHaimman. In other words, when the committee agreed on 
certain changes of regulations X and W, we did that when the Federa| 
Reserve Board would do nothing for you at all. 

Mr. Downer. That is correct. 

The CHarrman. We made the automobiles 18 months instead of 12 
months, I think it was, or 15. 

Senator Caprmarr. You want the law to stay just as it is/ 

Mr. Downer. Yes, sir. 

The Cuamman. You would be satisfied with it as it is? 

Mr. Downer. Well, we would like 

The CuarrmMan. I understand you do not want any at all. I do not 
blame you. 

Mr. Downer. What we are vigorously protesting is elimination of 
the provisions as they now stand. We vigorously protest that. 

Senator Carruarr. Who is recommending that that now be elim 
nated ¢ 

Mr. Downer. The bill now under consideration. 

The Cuamman. The administration bill. 

Mr. Downer. 8. 2645. 

Senator Carrnarr. You want it to remain in the law as it exists 
today, and you are opposed to eliminating it as the President is re 
ommending ? 

Mr. Downer. Yes, sir. 

The CnarrmMan. But you would prefer it to go further than the law 
is today. 

Mr. Downer. I believe, Mr. Chairman, with the price that is now 
on three-bedroom homes that many veterans, worthy veterans, will be 
denied the right to provide homes for their families if the limitation 
is not increased above the present $12,000. 

The Craimrman. I cannot speak for anybody but myself. I can 
only say this—and I conferred with you gentlemen last year, and 
members of the other service organizations, as you will remember— 
the Legion and Disabled Veterans, and others, and the only thing I 
want to brag about for the committee is that we did a little better than 
what the Federal Reserve Board had done. 

Mr. Downer. They did very well, sir. We are quite satisfied. 

The CuatrmMan. Your hope is we will not have to change this too 
much from what it is now. I do not see how we can do away with it 
entirely, speaking only for myself. In the meantime, I want also to 
call your attention to H. R. 5893, which has just passed the House, 
which you are familiar with, the veterans’ bill. I have not talked with 
the committee yet, but I feel certain the committee intends to take this 
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pill up as the first order of business when we are through with the 
control bill. 

Senator Carenarr. On page 2 of your statement, you say you want 
{ percent on sales prices not to exceed $7,000, 6 percent to $10,000, and 
8 percent on $12,000. The committee wrote that into the law. The 
President is trying to take that out, and you are opposed to that. 

Mr. Downer. That is correct, sir. 

Senator Capenartr. Soam I. That is about all there is to it. 

The CrarrmMan. I wish you would tell the Veterans of Foreign 
Wars that the reason we have not gotten to a discussion of H. R. 5983, 
we have hearings on this control bill next week. After that it is the 
first order of business. We cannot stop the hearings on this control 
bill to take up something else, as you can understand. 

Mr. Downer. Yes, sir. 

Senator Capenarr. That is for more money / 

The Cuarrman. Not money, for authorization. 

Mr. Downer. Because the Congress as late as September 1, 1951 
(the effective date of the credit relaxation) believed that the original 
credit restrictions were unduly severe, we are at a loss to understand 
why any consideration should be given to eliminating this protective 
provision at this time. Surely, it cannot be said that enough time has 
elapsed since September 1951 to indicate that the proviso which the 
Congress had inserted in the law for the protection of veterans has 
seriously retarded the national effort in combating inflation and di- 
verting critical materials to the defense program. On the contrary, 
there is much to be said for the belief prevalent among veterans and 
nonveterans alike that the relaxation provided by Congress last Sep- 
tember did not go far enough; and that the credit restrictions still 
have the effect of channeling more materials into higher priced homes; 
thereby providing housing for those who need it least and denying 
it to those who need it most. 

The recently issued quarterly publication of the Housing and Home 
Finance Agency, entitled “Housing Research,” substantiates this 
statement as to the effect of credit restrictions on home purchasers. 
For instance, during June 1951 about 54 percent of the houses pur- 
chased with VA-guaranteed loans (both those subject to regulations 
and those exempt) were priced under $10,000 as compared with 89 
percent of those purchased during June 1950, prior to the regulations. 
Even with an adjustment of these figures for increased costs, the ratio 
would be 60 percent compared to 54 percent during the same month 

1951. 

We believe, therefore, that this committee and the Congress should 
retain the present proviso in section 605 of the Defense Production Act 
as it affects VA-guaranteed loans, and rely upon other means, such as 
allocation of critical materials, to supply the defense program. 

The Cuarrman. Thank you. Are there any questions, gentlemen ? 

Senator Carenart. It is very clear, I think. 

The CuatrmMan. I wish you would give your organization the as- 
surance that we will soon take up this House bill which liberalizes 
loans on certain veterans’ housing, particularly in rural areas, as soon 
as we get through with this control bill. 

I want to say for the record that Senator Martin spoke to me about 
fling a brief for the Ronson Lighter Co. I told the clerk to get in 
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touch with them and allow them to file whatever briefs they desire j 
connection with the regulations. 
The next witness is Mr. Gunther, Americans for Democratic Acti: 
Mr. Gunther, will you come up, sir, and have a seat # 
Mr. Gunruer. Thank you, Mr. Chairman. 


STATEMENT OF JOHN J. GUNTHER, LEGISLATIVE REPRESENTA. 
TIVE, AMERICANS FOR DEMOCRATIC ACTION 


Mr. Gunruer. I am John J. Gunther, legislative representative 
Americans for Democratic Action. The ADA is an independent 
political organization founded in January 1947 and dedicated to s 
curing economic security and political liberty for all people by de: 
cratic means. We reject totalitarianism in all its forms. 

I am here today to present the views of the ADA on the questi: 
of extension of the Defense Production Act. 

After the Communist attack in Korea the people of America wnd 
took a mobilization program which was not merely to stop the 
gression in Korea, but to make it abundantly clear to Russia t 
aggression anywhere would be met and our allies in the United Nat 
must be ever ready to meet totalitarian force with force until Ru- 
realizes the futility of her present course. 

ADA has urged real inflation control since the outbreak of | 
Korean conflict. If inflation had been controlled from the outset. 
American economy would be on much sounder footing today. | 
flation in the last half of 1950 and throughout 1951 has depressed 
living standards in an inequitable manner, and the value of savings 
and insurance has been reduced. 

The Cuarrman. I am not going to differ with the ADA’s idea, bi 
cause I well remember their testimony before this committee in 1!) 
This committee did everything it could do as soon as it could. 

Mr. Gunruer. We disagreed with the President. 

The Cuarrman. I know you did. The committee passed the law, 
put the controls in, and the administration did not want to hav 
done. Senator Capehart had a bill in to freeze everything, and I think 
the ADA supported the views of this committee at the time. 

Mr, Gunruer. We supported the bill as reported by the committee 
at that time. 

A vital part of the preparedness program is the Defense Productio 
Act, and ADA favors the extension of this law with the elimination o/ 
present crippling provisions. We believe that to end authority | 
control prices, wages, and credit because the aggression in Korea had 
been halted would be dangerous both to our own domestic econom) 
and to our relations with our allies whose economic health depends 
upon American stability. We believe that these controls are essenti: 
in the name of justice and preparedness. 

The Defense Production Act of 1950, as amended, expires on Jv 
30 this year. We propose that this law be continued for at least 
years and that all of the weakening provisions of the present law | 
repealed and that new strengthening provisions be at a 

Senator Scuorrret. Mr. Gunther, I do not know whether it is 20’ 
to be continued for 2 years, but if we have a control law, it has be: 
testified here before this committee on innumerable occasions by 
sponsible individuals who have shown us, unquestionably, that there 
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are a lot of segments of the economy of this country where the prices 
are far below ceiling prices and have been for months and months 
in many instances. 

Do you feel that there ought to be some suspension of controls, or 
decontrols with reference to those items, or that they should just be 
rigidly adhered to with all the red tape siniesih ant to it? 

“Mr. Gunruer. We have gone into this subject rather thoroughly in 
the ADA. Ihave been around the country myself talking to the ADA 
meen, economists in universities, and businessmen who are mem- 
bers of ADA in the Middle West, and here on the east coast, and we 
have talked about that, and I have asked businessmen who are ADA 
members if these controls are not holding your prices down, what ts 
the objection to them, and they say, ‘ ‘Well, the people in our industry 
who object to these controls, even though they have no effect on the 
industry at this time so far as price is concerned, object to the filing 
of the forms under the OPS regulation.” 

I have asked them, at least the small ones—I have not talked to any 
big-business men—if this is really a burden, if they feel they are put 
ting out money to get forms filed, do they have to keep an extra pei 
son on the payroll t to meet the OPS regulations, and none have said 
they had to. The material they have to file under OPS regulation 
is very similar to the records that business keeps anyway for tax pur 
poses; and, so long as they do not get up to where the y want to apply 
under the C apehart amendment or under any other provision for a 
price ine rease, then their records are very nominal, and I do not see th 
they are any burden on the businessman; and I can say this, it is the 
feoling of several hundreds of people that I have talked to about it that 
they do not see any reason in the world why people whose prices are 
way down, particularly textiles—I think I have talked to probably as 
many textile m: mnufacturers as have come before this committee or are 
likely to come before it in New York and Nea Jersey and Massa 
chusetts, and they all seem to say that their prices are way below these 
ceilings, why should they have to continue under ceilings 

If their prices are below ceilings, they all will admit, I believe, that 
all they have to do is file some reports, and they are very, very nominal 
reports. I have gone down to OPS and tried to find out how much of 
a burden this is, what do they have to send in. They do not have to 
hire an extra bookkeeper. 

Senator Carenartr. They do have to spend time in arriving at thei 
prices, particularly in the grocery business. 

Mr. Gunruer. I was thinking mostly of the pajama industry and 
things like that and the handkerchief industry. But they do not 
lave to spend a lot of time. They have determined their prices; they 
know what each of these things are costing them; and all they have 
to do is put these prices on a form; and, so long as they do not want 
increases, they do not have to file a flood of material with OPS. 

Senator Carenarr. On the other side, if there is a long supply 
of goods and the prices are below ceiling, would you not say that the 
suspension of controls, with the right to put them back on if they get 
back up to a certain point, would be a hes althy thing? 

Mr. Gunruer. I would say this, Senator, that the way we visualize 
this thing is that one of the great advantages of price control is the 
psychological effect. I think the committee has said that, Senators 
on the committee have a number of times. That is, if the people know 
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they have price controls at some point, they are not going 
panicky as the prices start going up. 

Senator Careuarr. That is the proposal, you see. You see, we 
have about four proposals here, one to let the act expire and have 
none, another that we write a formula mandating the administratio: 
that, when goods are in long supply and are below the ceiling, they 
suspend controls on those particular items or categories but reserve 
the right, if they go back up to a certain point, to again put controls 
into effect. 

Now, that seems to me as though it has a lot of merit. 

Mr. Guntuer. From my own point of view and the people in 1 
organization in the studies we have gone into in determining Shes 
we think, whether this is really harming the economy in production 
and things like that, I would say that you would have a very difficult 
time. I think the Congress probably can write a formula. IT have no 
doubt about the Congress’ ability to write a formula, but whether 
or not the formula would provide the needed flexibility in a price 
control situation, I think that one of the worst things that can happen 
is rigidity in price control. We have never proposed that there be a 
freeze and nothing ever go up or down. We feel that you have to let 
some things go up because some things in the past have gone up and 
because of the needed flexibility, some—if you could write a formula 
where, say, if they get within 10 percent of the ceiling at the time 
it was suspended they go back on, so you do not slap it on and stop 
them; if that kind of thing could be done, we would see no objection 
to it. 

I think that a better way to do it is for Congress to make clear, and 
[ think you are making clear in your hearing by the questions that 
are being asked on both sides of the political aisle in this committee 
that you want the OPS to try to work out a formula by which there 
will be no burden on the people whose materials are selling way below 
ceiling. If you can make it your intention not to end controls, not 
to necessarily suspend the controls until a rigid point is hit, but that 
they should try to work out a formula 

Senator Caprnart. Any industry, any product selling below ceil 
ing, the reward would be that you discontinue making out the forms 
and doing all the things vou are now required to do under the act. 

Mr. Guntuer. I think that could be done administratively, and i 
this committee would direct it I think they would do it. 

They might do it in this way, perhaps: If they could work out ways 
and means to permit—to keep the ceiling, I think everyone should 
know what the ceiling is. I think it is good for the consuming public. 
I think it is a healthy thing for the people to know that given items. 
say white shirts, are selling below ceiling price: and, if they are selling 
below it, it is good for them to know how far down they are, so the 
people will know that these things can go back up that far. 

We think in ADA that some of the ceilings are too high because 
of when they were put on. We think that Mr. DiSalle—not the man 
Mr. DiSalle, because he did not take the job until a month before he 
acted, but the President was a little too slow in moving into this. We 
thought that the law itself, and we testified that the voluntary sugges 
tion was nonsense, and all it would do is mislead people, and we do 
not believe the administration can give a good reason why it did not 
put on controls before it did. It just did not move fast enough. There 
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were a lot of people in Congress and downtown in the agencies who 
were talking about these indirect controls, how wonderful the y are 
and how they were going to do the job. We support indirect controls; 
we supported higher taxes in order to keep the pay-as-you-go system 
and we urged good credit control; but I think the administration 
should have been realistic and that C ongress is not going to give the 
kind of tax bill and credit controls that will do that job, and that they 
should have put in the price control. 

To write into the law a rigid formula—if you call it a suspension 
of ceilings, I suppose that would mean a person could not call up the 
local OPS office and say, “What is the ceiling on white shirts?” or 
“What is the ceiling on a can of beans?” 

The Cuarrman. Oh, yes; they could. 

Mr. Guntuer. I do not see how it will work. 

Senator CaPenart. You do not suspend the ceiling; you suspend 
controls, the reporting under it, and controls under the ceiling as long 
as they are under the ceiling. 

Mr. Gunruer. If you would suspend reporting and still maintain 
enough money for OPS to investigate, have a token force in the field 
doing enough investigation to know if people were pushing through 
the ceilings | and not reporting, I think that could be done by admin- 
istrative regulation. 

Senator Caprenarr. If the formula that we are talking about is 
used, it would have to be on that basis. 

Mr. Gunruer. If that is what the formula would do, I think they 
could do it by administrative regulation, or it could be changed. 

Senator Carenart, It would not do the things we are talking about 
and be fair and equitable unless it did. Anything other than that 
would be a complete repeal of the law. 

Mr. Gunruer. This morning Mr. Grede was saying that the ad- 
ministration can act faster than the Congress, and you disagr eed with 
that point of view. 

Senator Capenart. I disagree on the basis that I think it is the 
responsibility of Congress, not the administration. 

Mr. Gunter. On the basic law Congress is the only body that 
can act; the administration cannot. 

Also, we are coming into a political campaign, and I do not think 
Congress will be here between June and January. 

Senator Frear. I sure hope you are right. 

Mr. Guntuer. If they are not here, we might need some action. 
and I would be afraid, if you write in a rigid formula suspending 
some things, I do not know what is going to happen next fall. If 
the Communists move into another country, we are in a tough spot 
during an election year. 

Senator CareHarr. We would have to wait until we saw the word- 
ing before we could come to any definite decision on it. 

Senator Scnorrret. Mr. Gunther, what we did do in that law, we 
did put a provision in there permitting but not rigidly requiring 
these control authorities to give consideration to the very thing 
now that we are getting all these objections to, and they did nothing 
about it. I will say to the credit of Mr. Wilson, I will say to the 
credit of Governor Arnall, who was in here the other day, that there 
was a committee appointed to evaluate that and report back. I am 

96315—52—pt. 1——-57 
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confident that Governor Arnall means to do just exactly what 
represented here. He has had a lot of administrative experieice 
on a State level, and he well knows how people feel about these 
controls. These controls are not popular. You get the idea thie, 
are popular over the country. Just disabuse your mind of that, 
When there is no necessity for them, I contend it is just.as much thy 
responsibility of the administrative agency under the law that we 
have given them to see that they are suspended, to eliminate a lot 
of these annoying details, and the lack of that is what is putting 
the pressure on us. 

Mr. GuntTHER. Senator, I would say on one of the points, and that 
is one of the advantages of having controls in the situation we ar 
in now, and having them out so that the retailer and the manufa 
turer and all the way along the line your business people know that 
there are these controls. and they know the kind of framework they 
are operating within, so that if we have to move again, if we hay 
something like Korea or another wave of inflation, whether it is caused 
by external or internal forces, and we have to move again to try to 
stop this inflationary thing before it goes as high as it did the las 
time, I think that if you have the structure of controls, if it is not 
undue burden on the business people, we have found in talking to 
them that it was not. So long as we can have that. we can move fast 
into controlling these things. I think that that is one of the most 
important aspects of having the control structure, not that we favor a 
controlled economy, but it is not controlling the economy. If things 
are selling below ceiling, they can be going up and down, and OPS 
cannot doa thing about it under the law. There are no roll-backs. 
So long as they are below ceilings, they are not being controlled 
When they get to ceilings, they are being controlled. 

I say that I think it might be valuable to keep this bit of red tape, 
have them tile these forms. ] have honestly talked to many busin Ss 
men, and they have never told me it was an undue burden on the 

The business people who have been coming down before your c« om 
mittee this time saving that “our items are below ceiling, our indus 
tries are selling below ceilings. there fore we should suspend hese 
controls”—these are the same people that were here in 1950 saying 
hey did not need controls, the same people who were here in 1945 say 

‘you should en d controls. 

am wondering just exactly what their purpose is. They do 
vant controls ana any circumstances. 

Senator ScHorrreL. Well, some of them were in here, and we ha 
listened to them, just as we are listening to you and are glad to— 

ant all the views on this picture. Some were in here telling us, Go 
economists were making dire predictions, these big hig 
priced fellows that vou would have to carry a dictionary around w 
you to understand the terms when they were talking. and that is what 
scared the country half to death. If we had written the kind of co1 
trol law they wanted, we would have tied this country in knots, and 
row red their faces are today. 

I want to sav one man, a great merchandiser, head of Sears. Roe 
buck. when I talked to him months ago when this flur ry of economists 
were predict Ing these clire things. said they were wrong, they did 
know what they are talking about. There are going to be sales 
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Prices are going down; merchandise is in long supply; and he said 
they are going to have to come to it. How right he was, and how silly 
we would have been if we had passed a more dras stic control law advo- 
cated by a lot of folks before this Senate. 

Mr. GunrHeEr. You will remember back in 1950 the people who 
came before this committee and testified against any controls what- 
soever—I know what the administration did, but I am talking about 
the business community that came down here and was opposed to any 
controls whatsoever, and they were down here a year ago opposed to 
any controls whatsoever. Now they have a new line. These controls 
are an undue burden, and everything is so below ceiling we should 
not control. They are consistently against controls. 

[ am just saying that I think—I am sure that you have talked to 
business people out in Kansas, and Senator Dirksen, of L[linois, 
and Senator Capehart, in Indiana, from all over the country, the 
ones I have talked to, none of them have said to me, “This is really 
an undue burden on me, and I have got to keep an extra person in my 
oflice.” They have said, “We have to file very little if we do not 
want an increase. We have to give OPS very little information. 

The Cuarrman. Let me ask a question here. 

Mr. Downing, are you going to be here tonight / 

Mr. DowNINac. I suppose ] could if it Were hecessary. 

The CuatrMan. I did not mean that. IL have an engagement my 
self which I announced a while ago. 

Is Dr. Ferebee here / 

Mr. Black, I understand, had a 5-minute statement for the account- 
ants, and he is anxious to eatch a train to New York at 4 o'clock. I 
thought when you get through, Mr. Gunther, if it is agreeable all 
around, we will hear Mr. Blac ol. Senator Bricker has an amendment 
on the accountants, and they are only going to take 5 minutes, so he. 
could get the 4 o'clock train. 

1 am not hurrying you. I wanted to make that announcement 
because 1 have an engagement, and I will be back as soon as I can. 

If you will excuse me, I will read your testimony. 

Mr. Guntruer. The st: shi ieatine: ‘authority oran ited in the lav 
should be designed so as to promote stability, and all antistabilization 
provisions shoul | be drop ped. AD. \ ealls upon ( ‘ongress to re pe al 
the ¢ Cape ‘hart, He rlong, and Hope- Butler amendments. All of these 
provisions have one thing in common: they provide a legal rigidity 
which makes intelligent and just administration impossible. We took 
the same position last fall. 

The Capehart amendment has — une ‘parab le harm and is today 
a real threat to stability. If new inflationary pressures develop 
either "asa result of pure ly domestic economic changes or because sk 
se acts of ; Logression on the part of the Soviets, the cost plu s Ca He 
hart formula would provide the open channel through which inflation 
could move, 

Senator Carenartr. Will you stop right there and tell us how that 
can happen under the ¢ Capehart formula / 

Mr. Guntiver. It was my understanding that very few, relatively 
few of the industries in this country, the individual | ness houses, 
manufacturers, have come in and asked for their in reases unde 
the Capehart amendment. Primarily, probably because their 
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ucts are selling below ceiling price. However, if inflationary pressure 
come back seen, then they can come in and they can say up un 

July 26, 1 51. they had these cost increases, therefore they have vor 
to be lia an increase. 

Now, if these inflationary pressures were general throughout t! 
economy and forced all these people to apply at once, the Gover) 
ment, as we said last fall, and we still believe, would be at the mercy 
of the people who asked for the increases. They would be unable 
to figure out through sound cost accounting methods. 

Senator Ca APEHART. Do you think, then, th: it they did have increas: nd 
costs up to July 26, 19% 51, and that those increased costs ought to be 
allowed in their selling prices; is that your position ¢ 

Mr. GuntrHer. No; our position is that price ceilings should 
fair and equitable. I guess there are a hundred court decisions, 
several appellate decisions on this question of what fair and equitable 
means, and there is no question but what they know pretty well what 
the standards under fair and equitable are. These standards are old 
language, and that is what they should be. 

The C apehart amendment means that you have got to give a profit 
on each item the man produces, and each factory that he runs. We 
say we think it is product-by-product, factory-by-factory, and we 
think that is impossible. 

Senator Carenarr. It permits them to take the pre-Korean ceiling 
price and add their increased costs up to July 26, 1951. 

Mr. Guntruer. Each article, if they were making 500 articles 
1950, and were making 5 million articles in 1951 at July 26, then the \ 
would be able to make the same amount of profit on each article—that 
is what OPS seems to think it means, Senator. 

Senator Carenartr. If they were not making the article prior to 
July 26, 1951, they would not come under the Capehart siedienionen 

Mr. Guntner. They were making the article, but only making one 
tenth as many, and therefore they would make the same unit profit, 
and, of course, a much greater over-all profit. 

The way we understand the Capehart amendment, and the way we 
understand OPS understands the Capehart amendment, they woul: 
make the same profit on the article if they made 10 times as many as 
they made if they only made one-tenth. 

Senator Carenarr. Well, that is not true at all. It has no relation 
ship to whether they make a profit, or whether they do not. All 
says was to take your ceiling price pre-Korea, add your increased 
costs, and you make no profit on your increased costs. If you were 
losing money pre-Korea, you would still be losing money, you might 
be making more or making less. There is no relationship whatsoever. 
You just add your ine reased costs. You say that if you get an infla 
tionary pressure now that the Capehart formula would be very, ver 
bad, when you know the law says that after July 26, 1951, they cannot 
use their increases. 

Mr. Guntruer. Senator, I disagree with that. I disagreed with 
last fall. OPS disagrees with it. The Capehart amendment does not 
say you cannot have an increase for cost after July 26. I heard this 
on the radio, and I see it on television. Senators are saying that that 
is what the Capehart amendment is. so I took it out and I read it, and 
it does not say that. The Capehart amendment does not say in any 
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way, shape, or form that you may not have an increase in your ceiling 
because of a cost increase after July 26, 1951. 

Senator Carprnarr. The President can allow an increase, but he 
cannot do it under the Capehart amendment, because the Capehart 
amendment specifically says that you use this formula. You cannot 
use any increase in costs that occurred after July 26. You will agree 
with that. 

Mr. Gunruer. The Capehart amendment says that you can use all 
cost increases up to July 26. 

Senator CareHartr. But none afterward. 

Mr. GuntrHer. The Capehart amendments stops there. 

Senator Carpenart. You cannot use increase in costs under the Cape- 
hart formula after snk 26. 

Mr. Gunter. The Capehart amendment, in itself, would not 
give you an increase in prices after July 26, 1951, because of increased 
costs. That would have to come under another formula, but some 
people have gotten the idea, it seems to me, anyway, that the Capehart 
amendment says you cannot use cost increases after July 26. I say it 
says you hts st give them increases up to July 26, but 1 do not see where 
it says anything about after July 26. 

Senator Carrnart. You think then it might give cost increases 
after July 26. 

Mr. Guntuer. I think it should if fair and equitable prices require 
that. Let us say one manufacturer gets a Capehart increase on the 
basis of cost increases prior to July 26, 1951. His new higher price 
represents a higher cost to a lot of other sellers. These sellers could 
then come in for increases based on their cost mcreases under the 

“fair and equitable” provisions of the law and OPS regulations 
thereunder. The alternative would be to squeeze those sellers whose 
‘osts went up under the Capehart amendment. 

Senator Carenart. But not prior to July 26. 

Mr. Gunrner. I think it should if equitable ceilings require that. 

Senator Carenarr. What is the difference between excessive, and 
fair, and equitable? 

Mr. Gunrner. What do you mean “excessive”? 

Senator Carenart. The amendment says the President has the 
right to turn down any increase in cost that is excessive. 

Mr. Guntuer. It allows all the individual manufacturers in the 
country to send in increases to OPS. OPS has a very limited budget, 
Congress cuts its budget every time it comes up for money. Then they 
are, In some mysterious way, without cost accountants and an adequate 
budget, supposed to figure out all these items and grant increases. 

If you apply for a Capehart increase, you get the ¢ Capeh: rt increase. 

Senator Careuart. The President has the authority to say—— 

Mr. Gunruer. That it is excessive ? 

Senator Capenart. That the increase is excessive, if he wants to do 
it, just as he has the right to deny anybody an increase if he does not 
think it is fair and equitable. 

Mr. Gunruer. If cost increases are not excessive, unde . the Cape 
hart amendment price increases must be given whether the price in 
crease is excessive or not and, of course, it is ieee ‘diffic ult to 
determine intelligently what cost increases are excessive and which 
are not excessive. Realistically speaking, it would appear that the 
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Capehart amendment places blindfolds on OPS regulations. Without 
proper investigation and proper finding, it would tie up OPS and all 
of its lawyers, accountants, secretaries, and the United States courts 
immediately. 

Senator Capenarr. I would like to put into the record at this point, 
Mr. Chairman, and I would like to read it, the Washington Evening 
Star of Thursday, March 13 


STEEL OFFICIALS StTupy OPS PRick FORMULA FOR CAPEHART Boosts 
(By James C. Newton) 


Steel industry officials today were studying a new steel-price formula w ’ 
the Government hopes will help prevent an industry-wide strike scheduled for 
inidnight March 25. The new formula, it was understood, calls for a steel pric 
boost of between $2 and $3 a ton. Details of the formula were not made yn 
though it was shown to industry leaders by the Office of Price Stabilization 
average price of steel now is around $100 a ton. 


CAPEHART INCREASE 

The increase is What OPS figures is due steel producers to offset their in 
creased costs between the time of the Korean outbreak and last July 26. The 
adjustment is forthcoming under the Capehart amendment of the price control 
law. There was considerable doubt, however, whether the industry would con 
sider the Capehart increase large enough to prevent a steel strike. The CIO 
United Steelworkers who twice have proposed strike action, and are demanding 
a Wage increase of 18 cents an hour for more than a million members of 
union: in addition there are other costly items. 


NOW BEFORE WSB 


The wage case is now before the Wage Stabilization Board for its settlement 
recommendation. The Board expects to announce its tinding some time next 
week, but recommendations will not be binding on either the union or producers 
Steel company officials say they will have to get permission to raise prices fro1 
S6 to S98 a ton to be in a position to pay the higher wages expected to be rec 
mended by the Wage Board of around 15 cents per hour. So far Federa 
stabilizers have indicated they are unwilling to allow the industry any | 
increase aimed specifically at compensating producers for future wage increases 
They contend the profit position of the industry will permit it to absorb w 
increases of large sizes, 

Now, is not this case a little like the Taft-Hartley Act in which 1 
administration is going to use a law passed by Congress that the) 
have condemned to bail them out and pont the steelworkers to have 
aun dacrease 1n Wages that happened after July 26 as a result of s 
increases in costs that occurred prior to July 26, and which the indus 
try itself has never made an application for, had no intention of ma! 
Ing an app ication for, and would not have made an app ‘lication fo 
had not the OPS and the administration invited them to do so/ 

Mr. Gunrner. Well, I would not say—I am not familiar with what 
you have in mind about how the administration has subverted 
Paft-Hartley Act. I think that act myself is impossible of subve1 
sion, but on this particular question, I think if Congress wants a 
rigid wage law, where you are going to say to steel, auto, and the rest 
of the wage earners, that you are not going to get wage increases ce ~e 
on economic findings, then vou could pass such a law. I do not thu 
it would be wise. I think th: at these workers, their unions, have pul 
ina great deal of material, and a great deal of information toa Board 
which has industry members, labor members and public members on 

e Wage Stabilization Board meeting in New York, on the wage 
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panel, and I understand—I have read in the newspapers, I have not 
seen all the testimony they put in, I have read the steel company’s 
brief and the steel union’s brief, the two big documents, and I have 
read in the Wall Street Journal, and in other newspapers the progress 
of what they have been saying, and if this Board determines that they 
are entitled to an increase under the Defense Production Act, and 
under the regulation promulgated by the Wage Stabilization Board, 
then they should be given the increase. I think that is true with 
prices. I think that if an industry can come in and show where cer- 
tain things have happened, the things it is importing have gone way 
up, or the labor costs in this factory have gone way up, and therefore 
its over-all profit position is going down, and it is going to not be able 
to operate efficiently and expand production which the country needs, 
then all those things considered, they should vet an increase. 

Senator CarrHartr. We get back on the old argument, of course. I 
always felt that Congress ought to write the formula, which it did 
under the Capehart amendment, and your position is that the adminis- 
tration ought to write it. That seems to be the difference between you 
and me. 

Mr. Gunruer. We would say, without trying to be facetious, or 
anything else, Senator, that we think that the Capehart amendment 
isa good example of why Congress should not write the formula. 

Senator Capenart. I understand that. 

Mr. Guntuer. We think the Capehart amendment does give imme- 
diate and unwarranted benefits to a few at the cost of depressing the 
living standards of the many, and thereby permits inflation to lock 
the pockets of the American consumer. 

Senator Carenart. But if the administration were to have given the 
same increases, then it would have been a great thing. 

Mr. Guntuer. It would not have been. If the administration had 
come out with a regulation which would have done the same thing as 
the Capehart amendment we would have complained to the adminis- 
tration just as much. 

Senator CapeHarr. Had it permitted these increases, it would have 
been a great thing / 

Mr. Guntuer. No, we do not think that. If these increases are 
fair and equitable, yes. 

Senator Capenart. Well, have you any facts to substantiate the 
statement that these so-called Capehart increases have not been fair 
and equitable ? 

Mr. Guntuer. I think I can say this on that. We are not privileged 
to the files of OPS. We do understand from just talking with the 
Office of Price Stabilization officials that they feel that they do not 
have the staff or the ability to go in and really investigate these 
increases. 

Senator Capenartr. My question was do you feel that any of these 
increases that they have permitted under the formula, the Capehart 
formula have not been fair and equitable Y 

Mr. Gunruer. That is what I was saving. 

Senator CapeHART. Do you know of your own accord w here an 
them were not fair and equitable. and should not have been allo 
under the fair and equitable provision of the old act / 

Mr. Guntuer. We do not have the privilege of going into 
to find out. Senator. I can say this. that we do think that 
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formula it could happen, and we assume it does happen. We do 
know. We cannot go into OPS files and find out, and OPS tells \). 
they cannot even do the cost accounting job necessary to find out. 

Senator Capenart. Of course, the facts are—I have read your whi 
statement here, and you are for everything that the President is f.; 

Mr. Guntuer. No, I do not believe that is completely true. 

Senator Capenart. And it seems to me—— 

Mr. Guntuer. I do not think we put in everything that the Pre: 
dent did. 

Senator Carenarr, Oh, I think you did. 1 think you are just fo; 
everything; in other words, ever ything that Mr. Truman does, in your 
mind, is a hundred-percent right, and everything the Congress <loes 
is wrong. Is that not about your position ? 

Mr. GuNTHER. No, I think if vou will remember the public record 
on ADA we have said some rather critical things about the Presiden 
in the past year, and we will probably say something if he does any 
thing we do not like in the future. We are an independent political 
organization. 

Senator CapeHart. You say you are independent ? 

Mr. Guntuer. Yes, sir. 

Senator Carenarr. My observation is vou have been independent 
in promoting and supporting the New Deal. 

Senator Dirksen. Mr. Gunther, Jet me ask just a few questions for 
the purpose of orientation : 

First, this view and the summary that appears on page 5 is the of 
ficial view of ADA. 

Mr. Guntuer. That is right. 

Senator Dirksen. I assume it represents your personal views, tov 

Mr. Guntuer. Toa large extent. 

Senator Dirksen. How is this recommendation derived, is this ap 
proved by the board of ADA‘ 

Mr. Guntner. The ADA meets in convention once each year. Last 
year we met in convention in February. We took a position, and that 
position taken at that time was the basis for testimony given by D 
Seymour Harris before this committee last vear, and then our board 
met last summer, after the act was amended, and our board took 
position, and it adopted I think 12 points. That formed the basis 
for my presentation in the fall. 

Then our board met again in December, and I submitted at that time 
a general memorandum on mostly economic matters which I prepared 
in cooperation with a number of economists at the universities, and 
that was accepted by the board as a report. 

Then our executive committee met in January and February and » 
went over the basic proposals which are included in this report. 

Then the actual text of this material was written by me, and givei 
to our officers and all the members of our executive committee. In this 
particular instance, every member of our board had a copy of this 
about a week ago. ; 

Senator Dirksen. How large is vour board ? 

Mr. Gunruer. Seventy members. 

Senator Dirksen. And how large is your executive committee / 

Mr. Gunruer. Fourteen members. 

Senator Dirxsen. That is really the controlling body, then, is it not 
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Mr. Gunner. Except each year the convention, and on major 
policy questions, like endorsement of a candidate for national office, 

r whether or not to oppose or support controls, something like that 
would take convention action, | would presume. We have never taken 
a position without nego action. 

Senator Dirksen. Now, is ADA for permanent price, wage, and 
rent controls ¢ 

Mr. Gunner. No. 

Senator Dirksen. Are you for permanent control / 

Mr. Guntuer. Not at all. 

Senator Dirksen. Are you for semipermanent control ‘ 

Mr. GuNTHER. We are not for permanent anything, except a per- 
manent democratic system. 

Senator Dirksen. In your testimony this afternoon, you indicated 
that generally you are opposed to any weakening of price controls, 
but rather in favor of strengthening them by the elimination of 
amendments adopted by Congress last year. 

Mr. Guntuer. That is right. 

Senator Dirksen. And you would normally oppose the inclusion 
of a legislative formula in price controls under which the re could be 
suspension or decontrol 

Mr. Guntuer. That is right. 

Senator Dirksen. In a general way you would be opposed also, | 
suppose, to an administrative suspension procedure / 

Mr. Gunruer. [t would depend on what the suspension would do. 
If the suspension would, in the opinion of experts whom our organiza- 
tion would call in, ADA members who are experts in this field, who 
have worked in OPA, and in OPS, or have worked as private lawyers 
representing companies or union, whomever they represented, ‘and 
economists at the universities, and in business — we work with, if 
they would think this kind of thing would be a weakening of the 
background, the basic foundations of our speniicumoi effort—in 
other words, a mobilization program, on the production side—then we 
would oppose it. 

Senator Dirksen. You want to preserve the structure of controls 
partly because of its psychological value. 

Mr. Guntuer. That is right. 

Senator Dirksen. And in anticipation of any cane ‘rs of moving 
forces that might generate a new inflationary tendency. 

Mr. Gunruer. That is right. 

Senator Dirksen. And you recited specific: ally the ws bility or 
the probability of some development in the international field. 

Mr. Guntuer. We believe that is the greatest danger at this time. 

Senator DIRKSEN. Now vou would take a position, logically, then. 
that so long as any force exists in the world that might develop an 
inflationary tendency that we ought to have the shotgun behind the 
door in the form of a price-control measure? 

Mr. Gunruer. The w av I would savy it is this: We would favor 


i structure of controls, and when inflation makes it lecessary we 
favor a contro] program which would control inf ation, so long as we 
have the eme rgency creates | by the threat of Soviet aggression, and if 
that lasts 10 years, we woul 1 cor isistently support a program for 10 
vears. If it would end next vear, by some means we would work out a 





900 DEFENSE PRODUCTION ACT AMENDMENTS OF 1952 


way by which the teeth would be taken out of the Soviet leaders, we 
would be very happy to see an end of controls, and the lowering 0; 
taxes, of course. 

Senator DirkseN. You may be familiar with the testimony that 
General Marshall wave before the House committee some time last 
year, that we might have these world tensions for as long as 10, 
or 30 years. 

Mr. Guntuer. Yes: I am familiar with that. 

Senator Dirksen. And that statement has been repeated by other 

Mr. Guntuer. That is right. 

Senator Dirksen. Now, using the word “tension” in the sense, of 
course, that that does give us an uncertain picture in the world, would 
vou then say that if that tension continues to exist. and might have 
inflationary tendency, that your organization would be for the con 
tinuance of controls for a period of 30 years, assuming that it con 
tinued that long? You used the number 10. 

Mr. Gunruer. I used 10, thinking of that as the long-run propo 
siti on. I think our organization would evaluate it from year to vear. 
I think that without further acts of aggression on the part of the 
Soviet. an unfortunate thing will happen in Congress when we get 
to foreign-aid consideration—Korea was just a little while ago, 2 years 
ago this summer. and the Soviets have not moved any place else sinc 
June of 1950. They have been in Korea, alone, and I think that this 
sort of ee the country to sleep with the idea that the Soviet is 
something that is in Korea. Soviet danger is everywhere, that is wh) 
ADA was formed, a liberal org ranizi ition op pose “ltoe ommunism whic 
was a relatively new thing in 1947 for an organization to come out as 
one of its basic tenets to be opposed to communism, and on the othe 
side to ” in favor of food liberal legislation. We think this is a real 
threat, this Communist thing, and if it would continue our organiza 
tion oes from year to year—we could not say continue it for 10 
vears at this time. 

Two vears from now you fellows might say we wanted it for 2 
vears, and now we want it again. I would say this: If the situation is 
the same 2 years from now as it is today w ith no hetieg assurance that 
he Sov let is not going to attac k, and no better assurance that our pro- 
duction is going to continue to increase, I would say we would be in 
favor of controls 2 years from now. 

Senator Dirksen. Mr. Gunther, I was particularly perins 
that portion of your testimony in which you said that so long as t] 

Ss any di inge I wh: atsoever of infl: ation as a result of a tre nd or a pol ic 
n the world that you would want controls. 

Mr. Gunrner. Well, in writing the testimony and trying to mak« 
it brief. 1 might say if that is what it reflects—and I am sure it does— 
then I do not mean that. What I mean is that under the present 
‘ircumstances, W vhere there is a threat of Communist aggression, and 

re al t reat in our view, and where there are all kinds of forces which 
we do hot know what effect they are going to have on the economy, | 
that 8, the spending program of the military, then we need controls ) 
ind if Russia moves some place else in the next 2 years, and we come 
back here 2 years from now, and they have moved somewhere else 
again, or they still look like they are going to move, then we will 
support controls over inflation. Today they are spending much mot 


‘ miltarv might than We are: ] notice their budget in terms ie 
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dollars. and, as I understand, their economy is so depressed that it 
probably buys a lot more than our dollars do. 

Senator Dirksen. I want to conclude this line that in LN “oa nt 
on the basis of your testimony your organization would be in favor 
of a kind of semipermanent control at least. It is more dee: an aca 
demic question, because I have discovered in some sections of the 
country that some groups believe—and I think some colleges are al- 
ready debating the subject—that Congress should enact a permanent 
system of wage, price, and rent controls. 

Mr. Gunruer. That, I think, Senator, is a debate subject for the 
wniversities this year, and when I got that question in the mail, the 
first time people wrote in, 1 guess they write into the committees 
of Congress saying, “Can you send me any information on the subject # 
I have the negative or the affirmative, Congress should enact perma 
nent price, wage, and rent controls.” I] must say that I have never 
yet found anybody who was in favor of permanent ones. I wrote 
back to the students who wrote in to our organization that I did 
not know anybody who favored such a thing, and that they were in a 
very bad position if they had to argue on the affirmative of such 
proposition. 

We favor the controls only so long : as the Vv are necessary. The inte 

ational situation is the thing that bothers us at this time. In 1949 we 
were not for any controls. We were down here in 1949. We hada big 
conference here in Washington to support a bill by Senator Murray, 
because we were having a decline: we had around 414 million unem- 
ployed, and several million others partially emp loyed, verning 20 
hours a week, and we were f: Lvor ing an expansion ot spe nai Ip, eXpal 
sion of credit. 

We have gone along with the proposition that you cannot do all 
that vou would do in normal times for things on public works, 4 
instance. Some of the public works which we feel are national « 
fense should be carried on immediately. Some others. we agree 
have to be put aside and take their turn on the latter, because we do 
not have the money, and also we think that public housing, while we 
would like to see 500,000 units a year until this housing shortage is 
alleviated and some of the slums are cleared out, we realize that can 
not be done, and we think the Congres went a little too low in its 
75,000. We thought the House was really too low in proposing 5,000, 
but we still agree you cannot go forward with the social program we 
would like if we did not have this military spending. 

Senator Dirksen. Mr. Gunther. in connection with your testimony 
would you mind inserting in the record the names of your executive 
board, or your exec utive committee and vour board 7 

(The information referred to follows:) 


AMERICANS FoR DeEMocRATIC ACTIO 


cinald H. Zalles Hugo Ernst 
National Evreccutive A. J. Hays 
Secretary Hubert H. Humphrey 
Francis Biddle W. P. Kennedy 
National Chairman Herbert H. Lehman 
Joseph L Rauh, Jr., Murray D. Lincoln 
Chairman. Executive Reinhold Niebuhr 
Commeittec Waiter PI. Reuther 
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Mrs. Sadie T. M. Alex- 


ander 
Joseph A. Beirne 
Yale Bernstein 
L. S. Buckmaster 
James B. Carey 
Walter Carrington 
Melvyn Douglas 
David Dubinsky 
George C. Edwards 
John M. Eklund 
Mrs. Ethel S. Epstein 
Eugene M. Feinblatt 
Lewis A. Freeman, Jr. 
Stanley Gewirtz 
Hial J. Gibbons 
David Ginsburg 
Harry Girvetz 


NATIONAL BOARD 


Robert A. Gordon 
Mortimer Hays 
Donald Hayworth 


Sidney Hollander, Sr. 


Marshall Holleb 
Campbell C. Johnson 
Harry Lee 

Leo A. Lerner 

Mrs. Newman Levy 
Marx Lewis 
Orville F. Linck 
Stanley H. Lowell 
B. F. MeLaurin 
William Mnunehl 
James G. Patton 
Ancil H. Payne 
George S. Pfuas 
Gifford Phillips 


Jean Pilcher 

Irving J. Rosenbloom 
Mrs. Arthur G. Rotch 
John L. Saltonstall, 
Alfred L. Scanlan 
Rt. Rev. William Sear|: 


Mrs. Gertrude W. Scheft 


Harry Sehwartz 
Theodore P. Sherris 
Mrs. Marion Silverstonu 
L. M. C. Smith 

Otto L. Spaeth 
Monroe M. Sweetland 
Robert Trentlyon 
Clyde Watford 

Ben Wechsler 

James A. Wechsler 


Villiam V. Goldberg Paul L. Phillips 


Mr. Guntiier. I would be very happy to. 

Senator Caprnarr. I have one question. 

You say you are in favor of keeping these controls as long as ther 
is a threat, and I believe you meant an international threat, the 
struggle between communism and the representative form of gover 
ment. 

Mr. Guntruerr. We feel the international threat makes the domesti 
threat. 

Senator Carrnarr. How are we going to know when, in your opi 
1on—you are an expert on this—how are we going to know when tha 
threat is over, what will be the sign? What will happen, what one 
thing or two things, or half a dozen things will happen to tell us tha 
we h: are won the fight, and they have lost it? 

Mr. GuNTHER. Pavente I do not know. 


guished people in ADA. 


We have many dist 

The State Department has a number ot 
distinguished ex a on foreign policy, the Congress has a numbe: 
of them, and there are many who write books, and [ do not knovy 
that anyone can say how we are going to know when the Communist 
ideology has been defeated and democratic principles have won out 


I do not know that. If this were a 
not be here. 

Senator Carruartr. [If you do not know what the signs are, ther 
your proposal here would be one, would it not, to keep on the control: 
forever? 

Mr. Gunruer. I would say that my proposal says this: That wi 
want to continue the controls for 2 years; we think ‘that the inter 
tional threat is enough to warrant a continuation for 2 years. We w 
come back here in 2 years, and we will say what we feel then. Ta 
not the ADA expert on foreign policy 

Senator Cargmarr. My point is when will we know that we 
longer have—you say you want to keep them on now. 

Mr. Gunruer. That is right. 

Senator Capenartr. Because of the danger of something happening 

How are we going to know when there will be no danger of som 
thing happening? 

Mr. GuntTueErR. Senator. 

Senator Carenarr. 


foreign policy question, I wou! 


I do not know that. I do not know— 
Do you know of anybody that does? 
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Mr. Gunruer. I do not know of anyone who does. I think we can 
see things happening. I would say that there is no real change in 
the situation ies now than it was last summer. except to slow down 
x little bit. 

Senator Carenarr. I asked Paul Hoffman that question, and his 
answer was when the Russian satellite nations pulled completely away 
from them, we would know then that we had it won. 

Do you think that would warrant us, then, in going on about our 
business in a normal way? 

Mr. Gunruer. Senator, I think probably in 2 or 3 years, I think 

probably this year Congress is going to cut foreign aid, it is going to 

“a a number of economic, and military, and probably our own do- 
mestic military spending. If it cuts enough, I think we will be back 
at this time next year with a bit of a deflation on our hands, and we 
are going to be worrying about how we will get people back to work. 
I think that would be a mistake—I think it is going to happen, but it 
is a mistake. 

Senator Carrnarr. Have you reconciled yourself that we have ar- 
rived at the point in America where we can only maintain prosperity 
by Government. controls and Government taxing the people and the 
Government itself spending money / 

Mr. Gunruer. No; I think that with the Government taking such 
a large bite out of the national production in its taxes, and with the 
(iovernment spending what it is on military, that to cut this sharpty, 
to cut back sharply is going to put people out of work for a while, and 
in order to get business you are gomg to have to loosen credit, you 
will have to meet here and do that. 

Senator Carenart. You and your organization, I take it, have a 
unique philosophy. You are prepared to get on the white horse and 
charge in either direction. 

Mr. GunTuer. No: we are not. 

Senator Carenarr. If we do not do certain things, we are going to 
have inflation, and if we do do certain things, we are going to have de 
flation, so you are prepared to ride in either direction, and take credit 
with the people for being the boys on the white horse that are defend 
ing them and protec ting them. 

Mr. Gunruer. I think we have been consistent. We favor large 
expenditures to build up this program so that we are able, according 
to what the people tell us we need 

Senator Carenarr. You said a moment ago if we cut the foreign 
spending, we will have a deflation, but if we keep the foreign spend 
ing, then we will have inflation. 

Mr. Gunruer. I think if you sharply cut military spending and 
foreign aid, undoubtedly there will be a domestic disloe: ation of the 
economy. That means deflation tome. I think this is not unique with 
our organization—you can ask any business organization what is 
going to happen with a fast cut. 

Senator Carenart. You have reconciled yourself to the fact that 
we must continue with these governmental controls, and governmental 
spending in order to either avoid an inflation, or avoid a deflation. 

Mr. Gunruer. No, sir: I think it would be possible if we did not 
have the international situation that we could cut Government spend- 
ing and taxes, if we did not have the situation we should cut spending 
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and taxes, and I think the private forces, the natural forces of the 
economy would soak up a lot of the production, and put it into civilian 
goods. A lot of people would need assistance to buy it, and that 
would require Government spending public works. We need a Mis- 
souri Valley Authority where I come from, and need it badly, and 
we need other things in this country. We need a lot of flood contro). 
and that kind of thing, and I think the Government should spend for 
that. That isthe philosophy of our organization. 

Senator Carenart. Would it not be better to go on the theory, 
— that this fight between the ideology of communism and t! 

represents itive form of government might go on for many, many 
vears, and we ought to eliminate controls under those items at the 
moment that are in long supply, and we ought to operate our economy 
and our Government as near normal as we possibly can on the theory 
that maybe this is a long pull ? 

Mr. Gunruer. I think after we reach the point where Mr. Wilson 
calls the peak—I think he has changed it from 1952 to 1954—afte1 
we get to that. point, maybe we can let off considerably on the direct 
controls. In fact, if Congress—in my opinion if Congress had had 
the proper tax program in 1950, had enacted it in 1950 and 1951, the 
we would not need the direct controls as much as we need them now 

Senator CApeHarr. You mean if we took more money away from the 
pec yple § 

Mr. Gunruer. If the tax program had been more in line with whia 
ADA testified the tax program should be at that time. 

Senator Capenarr. In other words, if we had always followed your 
recommendations from the ADA, everything would be all right. 

Mr. Guntruer. We think that is true, that is why we propose ther 

Senator Careuart. I suppose that is normal for any organization or 
2ny man to feel. 

Mr. Gunruer. Yes, Senator. You must feel if we had followed 
your recommendations, we would all be all right. 

Senator Capenarr. I think that is a normal assumption, being a 
human being. 

Mr. Gunruer. That is on the basis we solicit membership to ADA. 

Senator Capenart. I get a little confused, and I do not say this to 
discredit Mr. Wilson. You said a moment ago Mr. Wilson said we 
would reach the peak in 1952, but now he says we will reach it in 1954. 
Does it ever occur to you that if he was wrong once he might be 
wrong again in his recommendations / 

Mr. Gunrner. We have said publicly that Mr. Wilson and the 
whole production side of this mobilization program has moved too 
sjow, and has moved many times the wrong way. We think that the 
idéa of giving plants in New England, giving companies in New 
England money on a 5-year amortization program where they ca! 
run away and build a plant in the South is ridiculous. It does not 
make sense. 

The purpose of this 5-year amortization that the Finance Co1 
mittee wrote, and the Senate and House passed, was to increase pro 
duction. It was not to close up a pl: int in New England to open up a 
plant in any southern State. or in the West, or anything else. We 
reed industry mm the South and West. but I do not think that is thy 
wav. 
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Senator Carenarr. I believe one of the finest things we could do 
would be to pass a law permitting every new and old facility that 
was purchased to be amortized over a 5-year period for tax purposes: 
I think it would do more to maintain the economic st: abilitv in this 
country than any other one thing. 

Mr. Gunruer. If you do that, I would certainly propose that you 
change the tax law a little bit. 

Senator Capenart. I think it would be one of the finest things we 
could do, to permit every old facility acquired and every new one 
that is built to be amortized over a 5- vear ong 

Mr. Gunruer. That would be all right with us if you change the 
tax law, so we would get the money. 

Senator Capenart. You would get less money the first 5 vears, 
and after'that you would get more. You would get more. You would 
get so much turn-over in business I think it would be one of the finest 
things we could do. Partic ularly for the little people i n America. The 
fellow that has a limited amount of capital would be able to soe his 
profits back into his business, you see, and he would at least be back 
to a semblance of what we were 25 or 50 years ago where the little 
fellow could go into business and plow his profits back to his business 
and grow. I have introduced that bill two or three times. and I will 
try to get it through as long as I am in Congress. 

Mr. Guntuer. The Herlong amendment merely extends the evils 
of the Capehart provision to the wholesale and retail level. These 
two amendments have permitted a pyramiding of mark-ups so that 
recent tax increases have required the Office of Price Stabilization to 
increase price ceilings not only the amount of the tax. but also the 
amount of : i. profit mark-up on the tax. Thus have been destroved 
much of the hoped-for anti-inflationary effects of increased excise 
taxes. To continue = nonsensical ap proac ‘h to inflation control only 
misleads the America 1 peop le into a false sense of secur ey, 

Senator CAPEHART. The testimony we have had does not prov 
The automobile dealers do not do it. and many others do not do 
believe somebody must be w rong on that. 

Mr. Gunytuer. I think it is done in some indust 
think of. 

Senator CAPEHART. The test] mony that we ] 
that is true. 

Mr. Guntuer. You might ask GE what hap 
light bulb industry. 

Senator CAPEHART. It seems to me where the manuf 
it in his total billing to the retailer or wholesaler, 
happening. But where the manufacturer invoices 
amount, and then adds the excise profits tax tothat 
ing that on. Now, we are going to get into that 
find out. 

Of course, if the excise tax isa part of his invoice, h 
wav in the world of knowing whether 50 cents of 
or how much, so you cannot criticize him. 

Mr. Guntuer. We were criticizing the provision. 

Senator Capenart. When you invoice somebody y 
him for the selling price of the goods, and sepal ately 
the excise tax. 
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Mr. Guntuer. That is precisely what we think is wrong with Con 
gress writing formulas. If this were not in the Herlong formula, 
OPS could have issued a regulation by which they could not do that. 

Senator Caremart. The retailer would have no way of knowing 
what the manufacturer paid in excise tax unless the manufacturer 
when he invoiced the retailer stated on the invoice what the tax was. 

Mr. Gunruer. All I meant is I think OPS probably has it within 
its authority to issue a regulation by which the manufacturer woul: 
then start telling the retailer what these excise taxes are, so they 
would not be able to do that. 

Senator Capenarr. I do not see the difference between getting « 
markup on excise tax over a markup on property taxes or income taxes 
or gasoline or social security taxes. 

Mr. Gunruer. Then why have excise taxes, Senator? There are 
other people who disagree with our position. We say excise taxes ar 
anti-inflationary. However, if you can do this with excise taxes, the) 
are not anti-inflationary. 

Senator Carenart. My point is here is an article that sells for $10. 
Now, the property tax in it is, let us say, 50 cents, and the gasoline tax 
is 50 cents, or whatever it might be, the Federal income tax that the 
fellow pays is so much, and all the other taxes are so much, and let us 
say the taxes on that $10 invoice amount to, say $3 or $4. Now, ar 
you going to deny the retailer the right to a markup on anything 
that figures in the way of taxes at all? 

Mr. Gunrner. I think you have to allow a markup on most of those 
taxes. I think that excise tax—we do not like the excise tax, we are in 
favor of doing away with it. We think they are bad, they are just a 
sales tax. 

If you are going to have them, we think that it does not make much 
sense to have them the way that they operate under the Herlong 
amendment. That is all. 

Senator Dirksen. One question, Mr. Gunther: Are there any 
instances that you know of, as a fact, where the Herlong amendment 
has applied to the tax increase # 

Mr. Gunruer. I have suggested you look into light bulbs. 

Senator Carenart. Do you know of your own accord at the moment 
any excise taxes that are being passed through under the Herlong 
amendment ¢ 

Mr. Guntuer. I will be happy to ask a couple of questions, and 
send in to the committee a letter on that. 

(The information referred to will be found on p. 665.) 

Senator Capenart. At the moment you do not know of anyone. 

Mr. Gunruer. I would not be able to say for sure. I would have to 
check. 

Senator CapeHart. I am afraid the President did not know, either, 
when he first aoe that into his message. 

Senator Dirksen. I do not believe anybody could fairly read this 
testimony without coming to the conclusion that you knew these prac- 
tices obtain. 

Mr. Guntner. I am informed that is the case. 

Senator Dirksen. We tried to find yesterday and the day before 
whether the witnesses knew of any cases, and they did not. 
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Mr. Guntur. A light-bulb manufacturer has suggested this to 
- that this is what is happening with the people who are retailing 
his light bulbs. He was using it as an argument against excise taxes. 

Senator Dirksen. It is conjecture. 

Mr. Gun turer. I would be happy to ascertain that. 

Senator Dirksen. You do not know that it is a fact. 

Mr. Guntruer. No. Certainly under the formula, as written by 
Congress, this could happen, there is no question about it. 

Senator Dirksen. Oh, yes. 

Senator Carenartr. Why do you testify, then, to something that 
you do not know ¢ 

Mr. Gunrner. The two amendments have permitted a pyramiding 
of mark-ups—— 

Senator Caresarr. For the record, show he has not answered the 
question. 

Mr. Gunrner. I am answering it now, Senator. The reason |] 
testify to this is that I have been told by a number of people that this 
is being done, and I do not know whether OPS can tell you. TI think 
I can find out a couple of cases where it is being done. 

Senator Carrnarr. We would like to have them. We are honest 
about that. We are not asking you these questions just because it is 
vou. We have asked these of any number of witnesses. 

Mr. Guntuer. It is difficult for me to write a businessman and 
have him tell me so I can use his name before this committee. I 
could do that in a couple of instances: I think I can in the instance 
of the light bulbs. 

Senator CareHarr. The President said that in his message, and we 
rather thought he must know what he is talking about, but we have 
been questioning all the witnesses here, and we find that we are not 
certain that he knew what he was talking about. We rather had 
the impression, and he left the impression in his speech that they 
are all doing it. He left the impression with the people that the 
automobiles they bought, that was happening, and we find it is not. 

Mr. Guntuer. I was thinking of smaller items, refrigerators, elec 
trical appliances. 

Senator Carenart. I do not know, except the testimony we have 
had would indicate that the OPS and the President are wrong, and 
we would like specific information on it. 

Mr. Gunruer. The Hope-Butler antislaughter quota amendment 
makes effective price control on meat impossible. The consumers are 
defenseless against manipulation of the market by the well-organized 
meat industry. Last spring these men who control the meat “supply 
of America marched into Washington and demanded the moon and 
Congress promptly gave them what they demanded. We urge the 
Congress to rise above these pressures and legislate in the interest 
of all the people. 

Senator Capenart. I do not think OPS has ever maintained that 
slaughtering 5 did anything except enable them to get better 
enforcement. I do not think they have ever maintained it had any 
effect upon the price. 

Mr. Gunruer. When they hit the ceiling level, if you do not have 
enforcement, you do not have price control. 
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Senator Capenarr. I think their argument, and there is some merit 
to it, is that without quotas they are unable to enforce. If you hay 
quotas, then they know exactly what every packer is killing each day 
or eash month, and the fellow, the black marketeer, you see, can |) 
prosecuted because he does not have a license under the quota systei 
I think that is all they ever maintained. 

Mr. Gunruer. That is what I mean by price control. If you cannot 
control the black market, you cannot control the price of meat. [| 
you cannot control even the nonblack market, if you cannot contro 
the slaughter quota, you cannot control the price of meat. 

Senator ScHorpreL, Did they have control when they had slaughte: 
quotas ¢ 

Mr. Guntuer. Did they have price control 4 

Senator Scnorrren. They certainly did. 

Were they able to control the black markets when they had slaughte: 
quotas, and when they had licensing? You will remember we had then 
for many months, were they able to control the black market / 

Mr. Guntruer. | think they did a pretty good job of controlling thy 
black market. 

Senator ScHorerPrer. Did you check the testimony on that, the hue 
and cry that went up? 

Mr. Gunruer. I certainly have. I think one thing, if you do not 
have the staff to do the enforcing job. I think that you cannot en 
force price controls, and I think meat has been one of the very bad 
things. I do not quite understand why some of the little boys out in 
the cattle area let themselves get into the position of being criticized, 
like they were last year to some extent, because of the organized 
industry, the organized cattle industry. It is a very powerful in 
dustry. ‘ 

Senator ScHOEPPEL. I can say to you frankly they do not care much 
for that type of criticism when ‘the Vy go out and F ibor on these ranches, 
spend 3 years of time and effort, and have their boys drafted off of 
their farms, to produce a cow that will come in and sell as Choice 
or Prime, when they know when they ship it to the market they are 
at the mercy of the transportation rates, going into the packing 
houses at the mercy of what the packer wants to take as Choice or the 
different grades down the line. When he knows that he has done 
the very best he could fighting all of those things. 

You know a lot of the criticism he gets over the air, and what the 
folks think, does not bother him very much. He is struggling to make 
ends meet. 

Mr. Gunter. You are talking about the same little fellows | a 
talking about. 

Senator ScnorrreL. I know them, I ama part of them. 

Mr. GuntHer. The little cattle grower is getting less and less a 
part of the cattle market, having less and less influence on it. Hi 
does not decide when there is going to be a shortage of beef; it 1s 
the big boys. 

I was on a farm, too, Senator, and I went into the service from a 
farm, and I never felt particularly that I was being unduly called upon 
to go into service from a farm. 

Senator Scnorrren. Oh, do not get me wrong. They will match 
their record with anybody on that. ‘Tam ti king to you about the man 
who is struggling out there to keep his little « attle farm in existence, 
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as a production unit that is a small factory under today’s program, 
the high wages that he has to pay, high prices, high taxes, and then 
having his skilled workers pulled off, all of those things. It is not as 
though you can put it in the ground and in 6 or 3 months have a crop 
to put on the market. He cannot dothat. It is a long-range program. 
Therefore, it relates to the supply that you are going to get when you 
have that type of production. That is why it is sensitive to changes, 
and that is the reason why when the roll-back proposition came on 
the people started shooting their herds in. We had runs on the cattle 
markets because they wanted to get in under the deadline date. They 
knew they would lose mone v if they continued, and they were not go 
ing to take the chance. Ultimately it will show up down the line ona 
lack of production that we are going to possib ly need. Those are 
some of the things that I think too many people do not understand. 

It is not because they are greedy, they had their prices set, they took 
their first percentage of roll-bac ks. The ‘V did not like it, the V did not 
like it because they knew if the next one was coming they could not 
live under it, and I thoroughly agree with them. I do not agree that 
they facia go on and continue in business, because right now we are 
finding, and it is definitely being shown, that the calamity howlers 
who said ever ything was going to keep rocketing on up did not prove 
to be right. Therefore you have a depressed price picture if they 
have to continue on in these produc tion areas like these small farms 
are, and [ am sure that you are going to agree with me on this. 

You say how about the big boys in the cattle business. You know 
the big boys in the cattle business, re big operators, only amount 
to about 10 percent? Do you know it a lot of the small owners, 
the millions of them over the country, th: at are in the dairy business 
and the small farms that run 10 or 15 head, or maybe 20 head of 
eattle, they make up the big bulk of a lot of these cattle that go into 
the markets. 

Mr. Gunruer. They were not the fellows who marched into the 
Senate Office Building and cut up the steer in the cafeteria, Senator. 
Those are not the little farmers. 

The little farmers do not manipulate this market. These fellows 
who decided in 1946 to hold the stuff off the market and empty out 
the meat eounters to kill price control, that was organized industry. 
Most of the little farmers belong on the farmers’ union, the Grange. 
or some other little organization like that. They do not belong to the 
Western Cattle Feeders’ Association, and that type of organization. 
Those are the big boys, and I know that the little farmer sells the 
greatest volume of the meat, but the way he sells it, he is not in a 
sition, one farmer does not think the same—the farmer out in 
ae does not think the same as the man in Des Moines does and 
sav, “Today we are going to hold our cattle off the market.’ 

Senator Scnorepret. He listens to the radio, and reads the papers, 
and he get just as scared when he finds he is going to lose S60 or ST5 
onacritter. He is going to get out from under that loss. 

The point I am making is that this thing is a sensitive proposition. 

Mr. Gunruer. I agree. 

Senator Scuorrprer. It cannot be streamlined and pressed into one 
mold, and then have some folks think it ought to work everywhere. 

Mr. Gunruer. I would say one thing about the recommendations 
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we are making today, and which we have made in our 5 years of exis 
ence before congressional committees, many of which have ot 
adopted. I would say the general framework had been adopted 0) 
domestic legislation, many of the things. 

Some I think the Senator would agree with, many he would not. 

Under those proposals, I think we can say safely that the smal! 
farmer in Kansas, in Iowa, in Oklahoma, and Colorado, has pros 
pered better than he ever did at any period in the American economy, 

save maybe the first years of this Republic. 

Senator ScnorpreL. And his return per hour is still far under that 
that is in the laboring classification, that have been in before this 
committee advocating more. 

Mr. Gunruer. But he is in a much better position than he was j1 
the late twenties or the thirties or in the mid-twenties, for that matter. 

Senator ScHorrrei. Who is not / 

Mr. GunrHer. I am not saying that he is not, but relatively the 
farmer is in a better position. 

Senator ScHorrre.. He is a pretty important segment of this coun 
try. 6 million little factories all over the country. 

Mr. Gunruer. But I think also, on behalf of labor, I have neve: 
known labor organizations, or Congressmen from urban areas to vote 
against farm propositions. They vote for the rural telephone. It is 
the Congressmen from the farm area, a lot of them vote against REA, 
and the rural telephone. You know that, Senator. The fellows from 
the cities always vote for the farmers’ thing. The Congressman from 
Detroit consistently voted for price supports. It is not a one-way 
proposition. 

I must say that the press in our part of the country in the Mid 
dle West does not always give them the roll call and say that the 
city boys vote with you farmers. They do not say that the Congress 
man from New York City, and the Congressman from Connecticut, 
and the Congressman from Pittsburg voted for price supports. They 
voted for REA. They voted to help your co-ops get easier money. 
You do not read that in the press out in my part of the country, rarely 
do you read it in the Kansas City Star. They will say how Senato: 
Schoeppel voted, and how Senator Hennings voted, and how Senator 

Carlson voted, but they will not say how the Senator from New York 
oe 

Senator Scuorrret. That is possible. 

Mr. Guntuer. It is a regional interest thing. 

Senator Scuorrren. What projected us into this thing was the 
statement on these slaughtering quotas, as it affected the meat indus- 
try, as they affected the farms. I do not think slaughtering quotas 
have a single thing to do with the pricing on meat. I think it had 
very much to do with the quantity of meat that was available because 
of certain curtailment features—maybe in certain instances it was psy 
chological, but it had its effect. That is the reason I again come back 
to the proposition that it is such a sensitive thing, because it is such 
a necessary element of our living economy, but it has to be watched 
carefully. 

Mr. Guntuer. I think if slaughter quotas were reinstated by Con- 
gress, they would not be placed on at this time. I have talked to the 
people at OPS, and I did not think that they would place slaughter 
quotas on at this time; they are not needed. 
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Senator Scnorrret. I am glad to hear you say that, because I have 
made an investigation, and 5 assure you i am sincere in this. I have 


not received one indication from a reputable packer at the present time 
that he would advocate slaughter quotas. 

Mr. Guntner. They might be needed, Senator, late in the summe 
or early fall. If they are needed, I think we should have them. 
[f they are not needed, they are not going to put them on. I think 
Mr. Putnam or Mr. Arnall said they would not institute them if you 
gave them to them. That is what 1 understand from what they say. 
We now hear much talk of undertaking a decontrol program. “A 
decontrol program cannot benefit the American consumer. We have 

had price controls for less than 14 months and throughout this pe 
riod ¢ ongressional action has made ¢ ee werk, 

As soon as the man put the controls in in the agency. Congress 
started to threaten to cut his ears off if i. did anything, if he had 
iny roll-backs, and then when he started roll-backs, they did eut 
ut his authority. 

Some argue that many items are selling below ceilings, and that 
the maintenance of regulation on these items places an undue hard- 
ship on those producing and selling these goods. ADA believes that 
celling prices under these circumstances provide needed assurances 
that new inflationary pressures will not result in price rises such 


as 


those which swept the country in the months following the outbreak 
of hostility in Korea. Businessmen today are required to keep ex- 
tensive records for tax purposes, and we do not believe it an undue 
burden for them to file similar data under OPS regulations. 

To undertake decontrol in one area of the economy will develop a 


decontrol psychology throughout the economy. We saw this happen in 
1945 and 1946. Once the decontrol of one industry has taken place, 
the idea of decontrol snowballs, and inflationary pressures are self- 
senerating. If prices are decontrolled in a given industry, labor will 
demand the decontrolling of wages in that industry, and to decontro! 
wages in one industry will require general decontro! or will result 
the pirating of skilled labor. Presumably less essential industry 
would be decontrolled first and this would result in a shift of labor 
from essential to less essential industry where wage increases would 
more rapidly be reflected. 

In considering the stability problem we must not overlook the fa 
that the Government is today spending at the rate of $45 billion 
defense industry and will, by January 1953, be spending at the rate of 
$60 billion. 

The present over-all stabilization program is costing the Americ 
people approximately $90 million in taxes: or less than 58 cents per 
person. Certainly the stabilization program has saved every Amer!- 
can consumer many dollars in lower prices on food, rents, and house- 
hold appliances. Inflation cost the American people something over 
$7 billion to meet our defense needs in fiscal 1952. That is to say that 
inflated defense costs took an average of $45 from everyone of t] 
155 million Americans, and this is an annual take. 

The same will be true next year and the year after from t! 
we had before. Clearly stabilization is in the public interest. 

ADA also urges your committee to repeal the limitation placed on 
the importation of fats and oils by section 104 of the DPA. We feel 
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that the inclusion of this limitation in the basic mobilization law w 
unwise. The dairy industry of America is well enough established 
that it can compete with imported products without the aid of 
strictive trade laws. 
In summary, we propose that the Defense Production Act b 
- nded in the following ways: 
. Repe al the ¢ ‘apeh: rt, Herlong and Hope- Butler amendments. 
. Repeal the fats and oils import limitations amendment. 
T understand it would not require the Congress to repeal it. They 
act the law and leave that section out, and it would automatically 
70 aaa the board because it expires in itself on the 30th of June | is 


year. 
5. Authorize the use of erade labeling as a protection fo) rice 
cell} ng os 


4. Regul: ate commodity spec ulation. 

». Strengthen enforcement powers, including licensing. 

Increase the loan authority of the Small Defense Plants Ad 
ministration so that it will better be able to assist new and indepe) dent 
business. 

Give it some money so it will have something in the revolving fund. 
I understand the committee supported the amendment last vear, but 
Appropriations Committee did not wive it the money. 

7. Continue rent controls witheut inclusion of new formulas pro 
viding for increases. 

Senator SCHOEPPEL. I think standing alone many people get the 
idea that that means no increases in rents. Now. if we have inc reased 
taxes that hit certain areas and sections of towns and villages, eertaln 
increased costs of materials, cost of labor. plumbers, carpenters, 
painters, electricians and all of that, do you mean despite all of those 


ativeneed conte, or do you — blanket incre ea ae Wi that 
might be p rovided for by the agency‘ I think we should have that 
dd ff rentiation. 

Mr. GunrHerR. What I meant by that, I was thinking of last vear, 
not another formula like last yvear ak savs that all rents lay he 


increased toa certal in percent ab ve 1947 or 1942. 

Senator SCHOEPPEL. But you do agree increased costs certa hiv are 
factors that any honest lan dlord who keeps | his property up should be 
compensated for within a rei asonable ti me limit: ition. and i keep ng 





Mr. GUNTHER. ] thin k the rent control law which was in existence, 
without the local option provisions, which were for decontrol pu 
poses, primarily, without the local opti 1oOn provisions, the rent control 
law which was in very up until last vear wasa very good law. It had 
provision by which if a landlord’s costs went up. 1f he pa inted his 
building, put in new << won he could come in and show thes¢ 
ereases and could get an increase. I think that law was very good, a1 
I think that s the kind of law we should go back to: in other words, 
where Congress does not say that every landlord should get an increas 

One thir a I think happened las St vear, a i lot of people who had hot 
had any increases went in and got 20 percent. In these houses ce! 
tainly evervone would say 20 pare is not much of an increase co 
sidering what has |} happened t » the cost of living. but a lot of thes 
] onuses, espec lallv 1] the Came cities, have gone down to the po nt 
where they are not in good repair, the landlord refuses to repaint 
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If you wanted to have your house repainted before the war, or up 
until 1942. the landlord would come in, if you told him vou would 
move, he would come in and paint. If you ask to have it painted today, 
they say. “Go ahead and move. and someone else will move in to 
morrow.” 

If they show where they have been keeping their property in good 
repair, and for that reason they have real cost increases unde 
old law, they would have gotten an increase, -_ I think 
law shoul l be reenacted without these flat provis! s, so th 
who hi ave allowed | hnouses to go down to virtual oe Sl 
l2 vears cannot come in and vet an increase, because ft 
have any place to go if they have to move out of those 
most of the larger communities. 

I appreciate the opportunity, Mr. Chairman, which ha 
forded me by the committee to appear here to present the 
Americans for Democratic Action. 

Senator Frear. Thank vou. Mr. Gunt 


STATEMENT OF WILLIAM M. BLACK, ON BEHALF OF THE AMERICAN 
INSTITUTE OF ACCOUNTANTS 


Mr. Bi ACK. My name is Will lan ! M. Black. ] iTh 
accountant, in active practice, al lI represent the . 
ns which I am a member of the counci] and the exe 

vator Frear. It isa very good institute. Iam 
ee g. We do not Want to rest! 


1 


understand you nave sugge sted that would be suff 
Mr. Buack. I will forget tthe train. The 
is the presentation of ow cacitmmaedt. 
I believe rou al h a € i of this prepared 
, will go t] h it rather q 


tants 


ranization a fied pul ylie accounta 


» Societies of ( ertified publie accountants 


» partners or principals of most 
; re | 
or today i 
mmittee of the . 
a nse Produc 


and ean as follow 
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and to physicians employed in a professional capacity by licens 
hospitals, clinics, and similar medical institutions. The profession ' 
fees charged by certified public accountants, like those of doctors ») 
lawyers, are exempt from price control, and as in the other ty 
professions, the salaries paid to their professional employees shou 
also be exempt. 

The need for professional services of certified public accounta 
in public practice has been growing even faster than the number , 
C. P. A.’s, although we are the fastest growing profession in th: 
United States. The number of certified public accountants has mor 
than doubled since 1940. There are now nearly 42,000, but many sa 
not in public practice. . 

Senator Carenarr. What is the reason for that / 

Mr. Brack. I think one of the reasons is the increase in siz 
business, the number of restrictions that are put around business today, 
the number of forms that are required to be filed, the general con)! 
cations in business, the fact that we are getting into internatio: 
trade where we were not in there before. There is no one th ng, 
Senator, that I think you can point to. It is a combination of a 
creat number of things: income taxes and so on. 

Senator Carenarr. Someone said before this committee it had got 
to the point where he could not do business without having a lawyer 
and a certified public accountant sitting at his side. Do you agre 
with that ¢ 

Mr. Brack. As a general statement, I believe that is reasonably 
true. 

Senator Frear. He is going to have a doctor hold his hand, the: 

Senator Carrnarr. A nurse on one side and a doctor on the othe: 
a lawyer at the back, and a C. P. A. in front. 

Mr. Brack. Asin World War II, the present emergency has furth, 
increased the demand for C P. A.’s services. In addition to th 
normal work of auditing, systems installation, preparation of Satis 
financial statements, and business tax returns, certified public account 
ants are now giving invaluable assistance to business in connectiot 
with excess- profits taxes, price stabilization, cost analysis im conn 
tion with Government contracts, renegotiations, and solution of the 
many special financial problems faced by companies engaged in ce 
fense production. 

Firms of certified public accountants are finding it increasingly 
difficult to recruit and maintain the high caliber professional statis 
which they must have if they are to continue to provide these essential 
-ervices. The problem is now rendered doubly difficult by the fact 
that industry is drawing away more and more of these high-skilled 
men from the public accounting field. Corporations can offer salaries 
io members of our staffs whom they hire as controllers and assistant 
controllers, or for other key positions in their accounting departments, 
which we under salary stabilization simply cannot match. We have 
found, I am happy to say, that many of our best men are willing to 
remain in the public accounting field for less money than they can 
vet from industry, but obviously they will not stay with us if the dis 
crepancy becomes too great. At the same time. they are obviously 
aware of the fact that the extra efforts which all of us are putting 
in to meet the increased demands for our services bring in additiona! 
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fees to the firms which employ them. As I have said, these fees are 
not subject to price control. Our employees therefore naturally feel 
that they are entitled to a fair share of the income which their services 
produce. What we are asking for, quite simply, is an opportunity to 
share it with the professional F employees who help us to earn it. 

Senator ScuorrpeL. Mr. Black, frankly I am unable to see why 
your profession should not have what you ask for in this instance 
since we have granted it to other professional groups such as you have 
mentioned. Especially so if it is the thought and the requirement of 
your profession to see that those men are highly qualified, well-trained 
men, Which I assume you do. 

Mr. Brack. We certainly do. Our difficulty is the number of years 
it takes to train ac. p. a., and you cannot do it in just a question of 
lor 2 years. After a man raced ates from college, it is about a 4- to 
5-year program before you have a man trained as a capable c. p. a. 

‘Now, with the draft from eheaion which has been going on, it 
takes those qualified men away from the profession, and puts them 
into places that they are compensated for at a much higher financial 
rate. 

On the other hand, I can say without hesitation that the scale of 
fees charged by certified public accountants has not been increased 
nearly as much as prices generally, and we do not expect the scale to 
increase to anything like that extent. Our extra income is derived 
from extra work, and from work of « more highly skilled and special- 
ized nature, and it Is this which we ask permission to share with our 
professional staffs. 

Let me make it clear that we are asking exemption only for em- 
ployees who have had suflicient training and experience to obtain 
certificates as certified public accountants after passing a rigorous 
examination of their professional attainments. Of the 42,000 certified 
public accountants in the United States, not more than 10,000 are em 
ployees of public accounting firms. Thus the group for which we are 
asking exemption is cooperatively small, and even a akai antial in- 
crease in their compensation could have virtually no inflationary effeet. 
However, these are key people, without whom it would be impossib le 
for firms of certified public accountants to continue to provide the 
essential services which they are rendering to business and the national 
economy in the present emergency. If the Members of Congress be- 
lieve that controls should be removed wherever they are clearly un 
necessary for stabilization of the economy, and where they are likely 
to do more harm than good to the defense program itself, this amend- 
ment should receive favorable consideration. 

Senator Frear. Are there any questions! 

Thank you very much, and | ‘understand that there is a car waiting 
for you to take you to the station. We hope you do not miss your 
train. 

Mr. Buack. You are very kind. I appreciate it very much, and 
also I thank Mr. Gunther 

Senator Frear. Mr. James Downing. the National Used Car Deal- 

Association. 





916 DEFENSE PRODUCTION ACT AMENDMENTS OF 1952 


STATEMENT OF JAMES C. DOWNING, PRESIDENT, THE NATIONAL 
USED CAR DEALERS ASSOCIATION 


Mr. Downine. Mr. Chairman and members of the committee, J 
represent the National Used Car Dealers Association, but I should lik: 
to point out to you that I am a used car dealer myself, and earn my 
living in that way. Also I should like to point out for your interes 
that I ama member of the OPS Advisory Committee on Retail Moto: 
Vehicles, whatever that might be. 

The National Used Car Dealers Association is setting forth its 
views on regulation W so that this Congress can have knowledge of 
the hardship that the working public and used car dealers are sutle: 
ing because of the regulation. 

While the impact of regulation W on the used car dealer is great, 
the effect on the ultimate consumer is even greater. The automobile 
isa necessity for today’s workingman. It has long since been removed 
from the classification of a luxury. In today’s defense-geared economy 
many defense factories must of necessity be located at great distances 
from the urban areas. Workers in such factories, for example, need 
dependable transportation. Yet the worker who desperately needs a 

car must in most cases buy an old one because he cannot meet the 
high monthly payments required by regulation W on later models. 

Senator Scuorrret. Mr. Downing, I am going to say to you very 
frankly I have numerous instances of correspondence in my file re 
flecting that situation. 

Mr. Downie. I am glad to hear you say that, because in my busi 
ness I see it happen every day; people have to buy junk because they 
cannot make these monthly payments. 

If regulation W were amended so that a car could be paid for ove: 
a longer period of time, the consumer could usually obtain a late 
model car with the same monthly payments that he now makes on at 
old model. Regulation W, instead of curtailing consumer credit, has 
curtailed consumer selectivity. In its operation today it definitely 
forces the workingman to purchase cheaper and older automobiles. 
This, in turn, has forced the sales price of usable prewar cars fa 
beyond their true value in terms of the quality and quantity of trans 
portation they represent, with late model used cars selling at prices 
well below their real value. This artificially created discount on late 
model cars represents a bonus to those wealthy enough to pay cash for 
such automobiles. This bonus is available at the expense of the 
workingman. 

Regulation W does not help combat inflation because the installment 
buyer still spends as much as he can per month for an automobile. 
Without regulation W, buyers could make a free determination of the 
quality of transportation needed. Hundreds of thousands of old 
automobiles that should have been junked have been continued in 
service because of regulation W. 

Senator Scuorrret. I would like to draw your attention to one 
thing. I do not know whether you were here yesterday or the othe 
day when the head of the Automobile Dealers Association testified 
I think he made the statement that his repair department had grown 
by leaps and bounds. 

Mr. Downtne. That is right. 





DEFENSE PRODUCTION ACT AMENDMENTS OF 1952 O17 


Senator Scuorepre.. In volume, dollars and cents. He said it had 
increased because they were not able to buy the newer, later models, 
and had to repair the old ones. He said he was not kicking from that 
standpoint, because it has tremendously increased the volume of busi- 
ness, but it is costing somebody unnecessarily. 

Mr. Downtne. That is absolutely true. I run a repair shop myself, 
and sometimes I spend more repairing an old automobile than 1 paid 
for it to begin with, to get it ready for somebody to use. 

The N: ation: al U sed C: ar Dealers Association requests that regul: ation 
W as it applies to automobiles be eliminated. One important reason 
for this request is that the total impact of new- and used-car financing 
on the Nation’s ec onomy is negligib le. Ac ‘ording to the United States 
Department of Commerce publication Survey of Current Business. 
1.2 cents of the consumer’s dollar was spent for automobiles in 1949. 
Not over half of this amount, 2.1 cents, was for the purchase of auto 
mobiles on credit. Certainly not over 1 cent would apply to used 

cars purchased on credit. Today's ratios will be little, if any. different 
from those of 1949. In our opinion there seems little excuse for the 
existence of a regulation that has such an insignificant impact on the 
Nation’s economy, particularly when the cost of administration “ 
taken into account. 

Another reason we believe regulation W should be eliminated is that 
it has definitely created an unhealthy and artificial price structure for 
used automobiles as already indicated. The market price of old cars 
is too high, while the price of late model cars is too low. This is 
shown clearly by the fact that old cars in usable condition are bringing 
ceiling prices while late models continue to sell well below ceiling 
This situation, in turn, has caused depreciation to be altogether exce 
sive during the early vears of a car’s life. particularly the first vear. 

I think if you ventlemen have bought sucks ~ Oldsmobiles, and 
some of those cars, vou will find the depreciation the first vear is very 
heavy. 

When amended regulation W was first put into effect i October 
1950, proponents of the regulation stated that it would hold a lid o 
prices and build a backlog ot demand for the post-defense period. 
is the contention of the National Used Car Dealers Association 
this Congress, acting through the Office of Price Stabilization, 
already taken care of holding a lid on prices with Ceiling Price Reg 
lations Nos. 83 and 94. The National Production Auihetity, 
authorized by the Congress, has sharply curtailed the number of ca 
that Detroit can build. This has taken care of creating any backlog 
of demand in the past defense period which could have been created. 
As the announced chief objectives of regulation W are being accom 
plished in the two ways just stated there is no further contributior 
that regulation W can make so far as its application to automobiles is 
concerned. 

Rece ntly the Federal Reserve Board’s monetar \ ae ey won out 
over the policies of the Treasury Department. 5 he victor v gave the 
ee almost complete control over the contraction and expansion of 
the Nation’s supply of credit. 

P reviously, the Board had to sup port (vove Thimnent bonds aft pal 
hh og freq ent market = hases thus kee ping o interest } ites low, 
Since » Board is now abl e to let the »(yovernment bo aqom rket more 
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or less seek its own level, thus tightening credit and the use of cre 
it can control the amount of money in circulation. As the amount 
money in circulation falls, prices fall—or are held in check depen 
upon the degree to which the Board chooses to exercise its control 0) 
Government bond purchases. 

The Federal Reserve Board’s revived power to control inflation | 
acting in its role as the Nation’s central bank with a right to contr 
the Nation’s money supply is sufficient in itself to combat inflation 
we know it. We say, let the Federal Reserve Board in its capac ity 
“managers of the dollar” control inflation through a monetary poli: 
that does not itself feed inflation. The ability of the Federal Resery. 
Board to control the Nation’s over-all monetary policy eliminates | 
need for selective credit controls such as regulation W. 

We ask for the complete elimination of regulation W as it applies 1 
automobiles. We feel that this Congress is our only source of relic 
Indeed, the legislative history of the Defense Production Act amend 
ments of 1951 shows that the Congress felt that the Board of Governor: 
of the Federal Reserve System had been unduly harsh and unyielding 
in administering consumer credit controls under authority of sectio 
601 of the act. 

However, in the event that this Congress feels that the time has no 
yet come for the « mae te elimination of regulation W as it applies 
automobiles, the National Used Car Dealers Association feels 
Congress should legislate to make the regulation more flexible by pu 
ting into effect a sliding scale arrangement for determining the numi: 
of months within which balances due on automobiles would be re pari 
This arrangement would provide more time for repayment as the agi 
of _ car decreases. 

Under the suggested “sliding scale” plan, 24 months would 
lowed to repay the balance due on 1951 and 1952 automobiles, 
months on 148, 1949, and 1950 models, and 18 months on 1946 a 
1947 models. As vou know, 18 months is allowed on all models 
present, 

By this arrangement the buyer would be able to select the quality of 
transportation consistent with his particular needs. Since the mont hls 
payments on each year model car would tend to be more nearly 
same, with the sliding seale arrangement the workingman woul IM 
able to choose the car he wants. The increased time of payment coeds 
be justified by the longer period of service expected from the late 
model. This arr: angement, in our opinion, would allow market values 
to become more reasonable in terms of the transportation represented 

Within 3 weeks after the original promulgation of regulation W 
responsible labor leaders had this to say : 

Careful examination of reguiations W and X leads inescapably to the con- 
clusion that they are discriminatory, ill-considered, and dangerous. 

Senator Scnorrre.. Mr. Downing, do you think at this stage of the 
game, and what you know about the history of your business, now, and 
what you have been able to find out, that there is any need for price 
control or these regulations placed on used cars? 

Mr. Downtnc. I do not see any need for price controls at all. 
frankly. T have told you what I think of regulation W. So far as th 
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OPS rules are concerned, I think there is absolutely no excuse for 
those, because ever since the OPS rules have been in effect, cars have 
been way below ceiling, and even last January, when we put the per- 
manent regulation in effect, they lowered them again as much as they 
could, and violation, I think, of some of the rules under which they 

were operating. At any rate, cars are still selling below the ceilings 
set last January 1. 

So far as used automobiles are concerned, ceilings are almost ridic- 
ulous because of the fact there are no two used automobiles in the 
world alike. The man who takes care of his used automobile is 
penalized. The man who does not is subsidized. That is the way it 
works, actually. 

Senator Scnorrre.. That is pretty well put. 

Mr. Downtnc. The supply of automobiles is abundant, and there 
is one point I want to make. Under these OPS rules, we are forced 
to tie a tag on every automobile, and we have been forced to throw 
away all our old invoices and print up new ones. Now, those two 
little things alone, in my opinion, have caused the dealers a million 
dollars. In my own case, I had to buy $75 worth of printing to last 
me a ye ar. 

Now, who is it that is going to help inflation, to spend a million 
dollars for new tags and invoices, when they are selling below the 
ceiling anyway ¢ 

Our careful examination leads us inescapably to the conclusion that 
regulation W is still ill-considered, discriminatory and dangerous. 
Used car prices are controlled by OPS. Production of new cars is 
controlled by NPA. The Federal Reserve Board, with its recently 
recovered control of monetary policy, has an adequate control over 
the principal source of inflation—‘cheap” money. There is no need 
for selective credit controls such as regulation W. 

To help the working man and the consumers of America; to help 
independent small businessmen; the National Used Car Dealers As- 
sociation respectfully urges that this committee eliminate regulation 
W by legislative action. 

Senator Frear. Senator Capehart, any questions ? 

Senator CarrHart. I do not think so. We have been talking about 
this problem, as you know, for several days, and it is a part of the big 
problem of regulation W. 

It would seem as though all we are doing is penalizing the poor 
fellow who does not have a significant down payment or sufficient 
income to make big monthly payments. 

Mr. Downrne. I find more people complain about not being able 
to make the monthly payments than the down payment. Usually 
they have a trade-in to make the down payment, but they cannot 
make the monthly payments. I have seen it happen so many times 
that they get a car very little better than the one they had, not enough 
better to justify a trade. 

Senator Frear. Senator Schoeppel ? 

Senator Scnoeprer. No further questions. 

Senator Frear. Thank you, Mr. Downing. 

Dr. Dorothy Ferebee, National Council of Negro Women. 
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STATEMENT OF DR. DOROTHY B. FEREBEE, PRESIDENT, NATIONAL 
COUNCIL OF NEGRO WOMEN 


Dr. Frreser. Mr. Chairman and members of the committee, I am 
Dr. Dorothy B. Ferebee. I am a practicing physician in the District 
of Columbia, licensed also in New York State, and I am medical 
director of the University Health Service at Howard University. 

I want to present this brief statement this afternoon on behalf of 
the National Council of Negro Women. I should like to say at 
the outset that this statement was discussed and approved by ou 
executive board that met last Saturday morning, March 8. 

The executive board is the governing body of the national council 

lam Dr. Dorothy B. Ferebee, president of the National Council of 
Negro Women, for whom I speak in requesting the committee to report 
in favor of the extension of the Defense Production Act as set up in 
S. 2645. 

Our 800,000 members located in almost every State in the country, 
speak in general, for the lower-paid women workers. Both as wage 
earners and as mothers of families, we know first hand the biting hard 
ship inflicted on so many patriotic Americans when prices run ahead 
of our ability to pay. Personally, as a physician, I see the resulting 
hardship reflected in child health and in worried mothers. Moreover, 
workers, harassed with the problems of adequately feeding and caring 
for their families do not maintain the high morale so essential if we 
are to keep producing at the record level of today. 

Since last February when controls took effect we have felt more 
secure than was possible in the 6 months after Korea when every day 
we saw prices skyrocketing and we could only dread what they would 
be tomorrow. It is true that prices are an economic problem, but 
the results of inflation are very tragic human problems. 

Consumer prices rose 8 percent between the invasion of Korea 
June 1950 and January 1951. The price freeze went on January 26, 
1951. Since then consumer prices have increased just under 3 percent. 
This might have been less had there been fewer amendments to the 
Defense Production Act last year. But, at least, the upward rush of 
prices has been halted and people feel more secure. ness, | 
prosperous. So we feel everybody has profited by the stabilizati 
program. We ask this committee to remember the millions of in 
articulate consumers, little people who have no organization to speak 
for them. We know you will want to give them every possible pro 
tection in order that the ‘v will be in a position to do their best work on 
the defense program. Like all other women in America, we want 
peace, and we therefore want a continuing successful stabilization 
program so that we will be in a position to contribute our utmost to 
the defense program Qn its success hinges the possibilities of peace. 

We realize that there are many technical problems which you must 
consider but these have been fully disc aaa at previous hearings on 
the Defense Production Act. This year we ask most earnestly and 
most respectfully that you vote to extend the Defense Production Act 
as provided by S. 2645 so that our workers and their families may liv: 
and work with some feeling of security that inflation will not wreck 
their standard of living and lessen their ability as workers in the de 
fense program. 
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I thank you, Mr. Chairman, very much, for this opportunity. 

Senator Frear. May I ask a question / 

I think I do appreciate the amount of service rendered by thie 
practicing physicians to the indigent of this country, and you, as a 
practicing physician—I wonder how you feel about the exemption 
from the act of the services of profession: al people / 

Dr. Fereser. The exemption of physicians and lawyers, you mean 

Senator Frear. Yes, professional people, architects, physicians 
lawyers. 

Dr. Frreser. I think those exemptions are only for people em- 
ployed by firms, or under business operations, is that not true / 

Senator Frear. I think that was true of the professional account 
ants and engineers, but not true of doctors and lawyers. 

Dr. Fereser. I thought it was true for lawyers employed by firms 

Senator Caprenarr. The exe mption is to the profession, the doctor. 
In other words, the Government does not control the rates for opera 
tions, or doctors’ ¢ alls, or profess) onal services. The question is do 
you think they ought to be brought under control / 

Dr. Fereser. Let me get this straight. 

As | understand it, in our explanation of the controls that are ap 
plied to physici: ins, it was only an exemption for those people who 
were e mployed by clinics, or by hospit: als ¢ 

Senator CAPpEHART. No, there is no control over doctors’ fees for 
operations, house calls, or any other call, and the same is true of 
lawyers, barbers, beauticians, and so forth. 

Dr. Fereser. There may not be controls by Government, but there 
are regulations by medical societies. No doctor can go out of line 
of the accepted fee in an accepted community. He must be in line 
with—— 

Senator Frear. There are, of course, those your societies do not 
recognize who m: L\ have a degree and prac tice. 

Dr. Frerener. But recognized physicians are those recognized by 
their societies, and who have affiliations with them. 

Senator Frear. Your code of ethics is established by a society, no 
by an individual practicing professional person. 

Dr. Feresrr. Exactly. 

Senator Carenarr. In other words, you feel that the doctors, law 
yers, and professional people ought to come under control the same 
is all other people / 

Dr. Frreser. I think they are under control. They are under con 
trol by their medical societies. | belong to the Medical Society of 
Massachusetts, and I now belong to the Medical Society of the Dis 
trict, and we are under control. 

Senator Frear. I think that is true. I think we can say the sani 
thing about the National Automobile Dealers Association. I think 
that would apply to what you are stating now regarding 
that profe ssional people Mi ake. 

Dr. F EREBER. i harges are pr ices, and we are regulated. 

Senator Capenartr. Not by the Government. You do not come 


. 


the charges 


under this law. For example, if you have been charging 85 for a 
house call, you e: “an raise it. if vou wanted to, if vou thought ve onld 
vet it, to S10, and OPS would have noth) ng to say abo t it The rx il 


Is should profe ssional peop le « ‘come unde pri eontre 
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For example, the salary of the president of every company in the 
United States, and every wage earner, is controlled by the Government 
You cannot raise them, but we exempted professional people, sii 
as doctors, lawyers, and barbers. 

Dr. Frresee. Did the committee exempt—I am not competent to 
discuss this because it has not been brought up before. 

Did the committee exempt these professional people because they 
believed they were bound by a code of ethics / 

Senator Carenart. No, they were just exempted, I do not know that 
I can tell you why they were. 

Senator Frear. I think the testimony received before was regard 
ing the difficulty in administering—that was at least one reason. ©} 
course, personally I did not adhere to that very much. 

Dr. Feresee. Without knowing the factors considered and why yo. 
exempted them, I do not think I would be competent to speak. | 
would have to know something more about the element that went into 
your decision. 

Senator Caprnarr. Would you recommend that they be brought 
under control ¢ 

Dr. Ferner. I would not recommend it because I have not studied 
it. I donot know. I would not give a snap judgment on it, certainly 
not. 

Senator Frear. Do you know, in your locality, if the fees of the 
medical profession—now the charges that are being made compare 
with, say 12 months ago, and pre- -Korea ¢ 

Dr. Frreser. E xactly the same, there have been no rises, except fo: 
specialists. Specialists have perhaps gone up some. 

Senator Frear. In other words, a well-known surgeon might have 
increased his charges for specific operations from $100 to $200: is 
that what you mez an? 

Dr. Frereser. The well-known surgeon usually has a sliding scale. 

Senator Frear. According to the ; ores or fatness of the pocket 
book ? . 

Dr. Frereeer. That is right, exactly. 

Senator Carenart. Which I think is worthwhile. 

Senator Frear. I think the people who can afford to pay in those in 
stances perhaps ought to pay some of the charges for the indigent. 

Senator Carenart. A lot of doctors do operations for which they 
get no pay, and know they are going to get no pay. 

Dr. eae The merits of that I am not in a position to defend at 
the moment, but I know there is a sliding scale. 

Senator Frear. Senator Schoeppel ¢ 

Senator Scuorpret. No questions, thank you. 

Senator Frear. Thank you very much, doctor. 

Senator Caprnart. Your statement I think is good. We are very 
much concerned about it. 

Dr. Frreser. Thank you. 

Senator Frear. The committee will stand in recess until 10:30 a. m 
Monday morning, March 17. 

(Whereupon, at 5:07 p. m., a recess was taken until 10:30 a. m.. 
Monday, March 17, 1952.) 
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(The following was submitted from the Defense Production Ad- 
ministration in response to an inquiry on p. 41:) 


Loans certified by DPA to RFC under sec, 302 of the Defense Production Act of 
1950, as amended 


{RFC has entered into loans under these certificates, with the exception 
are still being considered by RFC] 


Name and location 


Copper Range Co., Boston, Mass 2O0, 070, BOS 
Laboratory for Electronics, Inc., Boston, Mas l 000 
Owen Manufacturing, Inc., Litchfield, Il 53, 470 


Sargent Engineering Corp., Huntington Park, Cal 000 


Doelcam Corp., Newton, Mas 997, 000 
Standard-Thomson Corp., Dayton, Ohio 2, 122, 000 
Capitol Foundry Co., Phoenix, Ariz 1, 452, 000 
Northern Consolidated Airlines, Inc., ehe re, 5. 550 
Wm. R. Whittaker Co., Ltd., Los Angeles, Cali QR 320) 
South Water Corp., Rockford, I 3 O00 
Southland Oil Corp., Savannah, Ga $5, OOO 


Lunn Laminates, Inc., Glen Cove, N. Y l 000 
E.&J. Heat Treating & Sandblasting Co ngeles, if 00. 000 
craft Tapered Sheets, Inc., Los Angeles, Cali 659 


Standard Steel Corp., Los Angeles, Cali 
lames L, Entwistle Co., Pawtucket, R. I 


Ben Pearsin, Inc., Pine Bluff, Ark 70, 000 
Mar Vista Engineering Co., Los Angeles, Calif 7, 400 
Hardman Tool] & Engineering Co., Los Angeles, Cali 17, 600 
Westbrook Welding Co., Inc., Westbrook, Conn 4, 168 
eleflex, Inc., Philadelphia, Pa O00 
Robb Manufacturing Co., Pittsburgh, Pa », 970 
Che Cornelius Co., Minneapolis, Minn 000 
Wire Corp., Worcester, Mas 185. O00 
Westoil Richmond Terminals Co., Richmond, C 5 
industrial Heat Treating & Metallurgical C 
ipolis, Ind 

American Helicopter Co., Inc., Manhattan 
C. B.S. Steel & Forge, Los Angeles, Calif.* 

R. K. Manufacturing & Engineering Co., C , il 000 


Sierra Engineering Co., Sierra Madre, Calif.* 
Blue Ridge Transportation Co., Ine., Knoxville, Tenn 
Idaho Beryllium & Mica Corp., Caldwell, Idaho 


Che J. C. Carter Co., Pasadena, Calif 590, 000 
lubular Micrometer Co., St. James, Minn 112, 000 


Cruver Manufacturing Co., Chicago, Ill 780, 000 

-econ Metals Corp., New York, N. Y 25, 000 ind grid v 

Dayton Precision Manufacturing Co., Dayton, Ohio 5, 700 =} ric motor commutators 
South Gate Aluminum & Magnesium Co., South Gate, Calif 000 luminur ind magnesium 


Schweizer Aircraft Corp., Elmira, N. ¥ 75, 000 
McLean Manufacturing Co., Inc., Geneva, N. ¥ , 000 
Corundite Refractories, Inc., Massillon, Ohio* 531, 000 
rhiokol Corp., Trenton, N. J 4100, 000 


* Does not include 1 loan for $202,000 certified t 


96315—S5:! ; ov 
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Loans certified by DPA to RFC under sec. 302 of the Defense Production A 
1950, as amended—Continued 


Armount 
Name and location certified Pro t 
Jonco Aircraft Corp., Shawnee, Okla.* $750,000 | Aircraft jigs and fixt 
The Brush Beryllium Co., Cleveland, Ohio : 4 730,500 | Beryllium copper 
Parkville Trucking Co., Baltimore, Md.* 150,000 | Chemical carri 
Specialties, Inc., Syosset, Long Island, N. Y 3, 549, 730 | Electronic and ot 


and developm« 
Hoffman Radio Corp., Los Angeles, Calif , 155,000 | Radar equi; 
Coleman Engineering Co., Culver City, Calif 60,000 | Research and de 
guided missik 
Polan Industries, Huntington, W. Va.* 1,320,000 | Hard glass for 








tubes. 

Drayer-Hans mn, Inec., Los Angeles, Calif 580,000 | Aircraft parts, 

LeRoy Machine Co., Inc., LeRoy, N. Y.* 350,000 | Parts for ireraft 
nance 

Bonner Machine Works, Inec., FE] Segundo, Calif 75,425 | Hydraulic vah 
ders for aircr 

Ne Ransohoff, Inc., Cincinnati, Ohio 111,0 Equipment t 
metal 

River Co., Inc., New Orleans, La.* TOO, OOK Towing service 

Industrial Iron and Reclaiming Co., Inc., Birminghan Ala 1900. O00 Scrap steel 

A Screw Machine Products, Anderson, Ind 150,000 | Smalit 
iad 

Slagle Beryllium Co., Havertown, Pa 55.000 | Rerollers of ber 

Chat Electronics Corp., Newark, N. J QRS, 4¢ Elect t 
ment 

R. | nett Cc Ine Frederick, Mad 132, 3 Flectroni rel 
coils, and Lehe 

Worth Manufactur ( I Angeles, Cal 150, 00 Aircraft in 

Avi 1 Fuel Terminals, Inc., Washington, D. C.* 1,775, 000 | Storage of ga 

Shevlin Manufacturing Co., Var lia, Ohio* 140,000 | Smoke generat 

I Central Railway ¢ Na Ne, Tenn 2, 249, 857 | Coal transnor 
steam gen t 
vi it pr t 
Ride 

Bomac Laboratories, Inc., Beverly. Mass.* 150, (0 Microwave tubes 

Clifton Frecision Products Co,, Clifton Heights, Pa 100,000 | Electrical com 
rircraft 

Heckett Engineering, Butler, Pa 8,000,000 | Serap iron ree 

Pre mn Sheet Metal, Culver City, Calif.* 725, 000 Sheet metal produ 
( 

W ern Tool & Die Co., Farmington, Mich.* 100. 000 Precisim eroft 1 

Border Truck Lines, El Paso, Tex 2? O59 | Freight s 

Phoenix Mechanical Research Laboratory, Phoenix, Ariz.* 10,000 | Smal! pre I 
Fores nd AK(¢ 

I flux Corp., Chicago, Ill.* 100,000 | Hypersil trar 

McLean Development Laboratories, Inc., Dallas, Tex 460. 000 Re irch an 

Wehba, Ine., Queens Village, N. Y 150,000 | Aircraft | 
blies 

Gibbons Machine Co., Inc., Tipp City, Ohio* 325,000 Hydraulic press 
u 1 

1 Hansell, Inc., Westerly, R. I.* 10,000 2B rium titamate 

I Cyril Bath Co., Cleveland, Ohio* g50.000  ¢ tour formir 

reteh pres 

brakes, 

Johns Hopkins University, Baltimore, Md.* 1,400,000 | Electronic researc 
velopment 

Lundin Manufacturing Co., Franklin Park, I1.* 20,000 | Gages 

Williamson Metal Tr i Co., Milwaukee, Wis.* 64.000 | Heat treating 





Halocarbon Products Corp., North Bergen, N. J.* 39,950 | Chlorofluorocarbon 





waxes 
Miller Glass Engineering Co., Columbus, Ohio* 75,000 | Automatic bar n 
Electro Craft, Inc., Stanford, Conn.* 150, 000 Metal fahricatior 
turing é 
t tr rT Lit 
Andrews-Alderfer Processing Co., Inec., Akron, Ohio 250.000 | Valvy life vests 
A rie in Bus Lines, Ine., Chicag Il) ? 024, OOO Bus tr ’ i 
Roller Bearing Co. of America, Trenton, N. J 1, 350, Om Rea for airc 
Cas e Finishing Co., Inc., New York, N. Y 43,000 | Surgical gauz 
Marman Products Co., Inc., Inglewood, Calif 1, 259,090 | Couplings and [ 
Piasecki Helicovter Corp., Morton, P 4,800,000 | Heliconts 
Menasco Manufacturing Co., Burbank, Calif 350,000 | Manufacturer 
landing gear fo 
Pacific Marine Terminal Co., San Francisco, Calif 1,435,000 | Operation of a 
troleum distribut 
Storage termina 
—————— ee 
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Loans certified by DPA to RFC under sec. 302 of the Defense Production Act of 
1950, as amended—Continued 
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Loans certified by DPA to RFC under sec. 302 of the Defense Production 
1950 as amended but denied by RFC or approved under sec. 4a of the RFC Act 


Name and location | Amount | Product 
Eldon Miller, Inc., lowa City, lowa $500, 000 | Motor transport servic 
Besser Manufacturing Co., Alpena, Mich | 864,465 | Caliber breech mechanis: 
and Army breech blocks 
Bruns Transfer Co., Bessemer, Ala 18,000 | Motor transport servic 
C & S Wreckers, Vancouver, Wash 297, 263 | Steel and nonferrous 
Middleton Steel Corp., Brooklyn, N. Y 1, 614, 737 — treating, etc., of 
sheets, 
Southwest Products Co., Pasadena, Calif. (approved by 97,000 | Monobal!l misa 
RFC under sec. 4a). plain bearings, et 
E. L. Weissinger Lumber Co., Ltd., Jacksonville, Fla 150,000 | Chestnut and oak t 
(approved by RFC under sec. 4a). 
Detroit Broach Co., Inc., Detroit, Mich, (approved by RFC 850,000 | Broaches and broaching t 
under sec. 4a). and fixtures. 
Hogan Laboratories, Inc., New York, N. Y. (approved by 175,000 | Electronic research and de 
RFC under sec. 4a). | velopment. 
Harvey Machine Co., Inc., of Montana, Kalispell, Mont | 46,000,000 | Aluminum. 
Miami-Key West Barge Line, Inc., Miami, Fla 20,000 | Operation of barge | 
Hazleton Steel & Tubing Corp 7,800,000 | Steel ingots and seamless 


steel tubing 


Loans certified to RFC by DMPA under sec. 302 of the Defense Production Act 
of 1950, as amended 











Name and location Amount Product 

Rehinberg & Jacobson Manufacturing Co., Rockford, Ill. (DMPA $250,000 | Machine 
ertified Dec. 20, 1951—RFC approved Jan. 17, 1952 

Bridgeport Safety Emory Wheel Co., Inc., Bridgeport, Conn. (DMPA 135, 500 Do. 
certified Dec. 21, 1951—RFC approved Jan. 14, 1952 

Kearny Treacker Corp., West Allis, Wis. (DMPA certified Jan. 8, 5, 232, 000 Db 
1%52—RFC approved under sec. 4a of the RFC Act, Feb. 6, 1952, 
$4, 250,000 

lungsten Mining & Milling Co., Spokane, Wash. (DMPA certified 40,000 | Tungster 
Dec. 12, 1951—RFC approved Jan. &, 1952 

Tungstar Corp. & Hanging Valley, Hollywood, Cali DMPA certi 75, OS3. 14 De 
fied Dee. 12, 1951—RFC approved Feb. 5, 1952, $75,000 

Peter Antonioli (Scratch All Mines), Butte, Mont. (DMPA certified 42,020.00 | Mangan 
Dec. 12, 1951—RFC approved Feb. 18, 1952, $42,000 

Homestead Mining Co., Platteville, Wis. (DMPA certified Dec. 12, 238,388.00 9 Zinc 
1051 RFC ipproved Jan. 23, 1952, $240,000). 

Copper Hill Mine (R. E. Fitzgerald, trustee), San Francisco, Calif 120,000.00 ) Copper 
DMPA certified Dec. 12, 1951—pending RFC approval 

Bethel Corp., Bethel, Maine (DMPA certified Dec. 12, 1951—pending 125,000.00 | Feldspar 
RFC approval mica 

Ir (7. Irving, Butte, Mont. (DMPA certified Dec. 12, 1951—pend 65,000.00 | Mangane 
ng RFC approval 

W.A. Noon, Drummond, Mont. (DMPA certified Jan. 7, 1952—pend- 60,000.00 | Tungst 

REC approval 

Alabama Flake Graphite Co., Birmingham, Ala, (DMPA certified 550, 000.00 , Graph 

Feb. 9, 1952—pending RFC approval). 


Loans certified to RFC by the Department of Agriculture under sec. 302 of the 
Defense Production Act of 1950, as amended 





Name and location Amount Product 
Winter Garden Freezer Co., Inc., Bells, Tenn $310,000 | Freezing and cann 
ind vegetables 
Grain Products, Inc., 512 First National Bank Bldg., Dodge 225,000 | Starch from grain sorg 
Citv. Kans 
Shea Chemical Corp., West Chelmsford, Mass 2. 100, 000 Food chemical plant 
cium phosphats 
Columt Maury Co., Tenn Diammonium phosp! 
Brown Tobaceo Co., Frequency Springs, N. C. (approved 100, 000 | Tobacco storage 
by RFC und ec. 4aof the RFC Act 
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(The following were submitted from the Economic Stabilization 
Agency 1n response to an inquiry on p. 121:) 


YENERAL WAGE STABILIZATION REGULATION 1 
JANUARY 26, 1951 


ECONOMIC STABILIZATION AGENCY 


Washington 
TITLE 32A—-NATIONAL DEFENSE, APPENDIX 
CHAPTER []—ECONOMIC STABILIZATION AGENCY 
GENERAL WAGE STABILIZATION REGULATION 1 


Pursuant to the Defense Production Act of 1950 (Public Law 774, Sist Cong.) 
and Executive Order 10161 (15 F. R. 6105), It is hereby ordered, That rates of 
wages, salaries and other compensation are stabilized as hereinafter provided, 

Statement of considerations. A regulation establishing ceilings on prices of 
materials and services generally was issued by the Economie Stabilization 
Agency on the 26 day of January, 1951. The provisions of Section 402 (b) of 
the Defense Production Act of 1950 require that upon the issuance of such an 
order wages, salaries, and other compensation generally shall be stabilized. 

For the purpose of preparing itself for the discharge of its responsibilities the 
Wage Stabilization Board heretofore distributed to representative labor and in- 
dustry groups a series of questions, the answers to which would provide the 
Board with essential information for the development of wage stabilization 
policies. 

Following the distribution of the series of questions, the Wage Stabilization 
Board conducted conferences which were attended by representative groups of 
labor and industry which presented their views respecting the development of 
wage stabilization policies. 

The Administrator has this day issued General Ceiling Price Regulation 1 
and is required by the Defense Production Act of 1950 to stabilize at the same 
time wages, salaries and other compensation. This regulation will be modified 
and implemented, from time to time, as the Wage Stabilization Board develops 
its wage stabilization policy. The Board will issue regulations governing the 
procedure for applying for modifications and adjustments. 


GENERAL WAGE STABILIZATION REGULATION 1 


See. 

1 General stabilization of wages, salaries and other compensation 
2 Other existing regulations and orders superseded. 

3 No rates below May 24—June 24, 1950, period. 

4 Definitions. 

5 Petitions for approval of increases. 

6 Modifications and amendments. 


AUTHORITY: §§ 1 to 6 issued under sec. 704, Pub. Law 774, S8ist Cong. Interpret or 
apply Title IV, Pub. Law 774, Sist Cong., E. O. 10161, Sept. 9, 1950, 15 F. R. 6105 

SECTION 1. General stabilization of wages, salaries and other compensation. 
No employer shall pay any employee and no employee shall receive “wages, salaries 
and other compensation” at a rate in excess of the rate at which such employee 
Was compensated on January 25, 1951, without the prior approval or authoriza- 
tion of the Wage Stabilization Board. New employees shall not be compensated 
at rates higher than those in effect on January 25, 1951, for the jobs for which 
they are hired. : 

Sec. 2. Other existing regulations and orders superseded. The provisions of 
this regulation shall supersede the previsions of existing wage regulations and 
orders of the Economie Stabilization Agency. Wage Procedural Regulation No, 
1 is hereby revoked. 

Sec. 3. No rates helow May 24-—June 24, 1950, period. Nothing in this regu- 
lation shall be construed to require the stabilization of wages, salaries and other 
compensation for any job at a rate less than that paid during the period from 
May 24, 1950, to June 24, 1950, inclusive. 

Sec. 4. Definitions. The term “wages, salaries and other compensation” shall 
have the meaning defined in Section 702 (e) of the Defense Production Act of 1950, 

Sec, 5. Petitions for approval of increases. Petitions for the approval of any 
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increase in “wages, salaries and other compensation” affected by this regulatic) 
shall be filed with the Wage Stabilization Board. 

Sec. 6. Modifications and amendments. This regulation may be modified. 
amended or superseded by orders or regulations hereafter issued by the Wag 
Stabilization Board. 

All other orders and directives of the Economic Stabilization Administrato, 
including General Order No. 3 of January 24, 1951, are hereby superseded to th: 
extent that they are inconsistent herewith. 

RIC JOHNSTON, 
Economic Stabilization Administrato) 
Issued: JANUARY 26, 1951. 


WAGE STABILIZATION BOARD 
GENERAL REGULATION No. 1 
STATEMENT OF CONSIDERATIONS 


This General Order is issued by the Wage Stabilization Board in discharg 
of its responsibilities under the provisions of the Defense Production Act of 
1950, Executive Order 10161, General Order No. 3 and General Wage Stabilization 
Regulation 1 of the Economic Stabilization Administrator. It is designed to 
stabilize wages, salaries and other compensation and to effectuate the purposes 
and intent of said statute, orders, and regulation. 


ORDER 


In accordance with and pursuant to section 702 (e) of Title VII of the 
Defense Production Act of 1950, increases in wages, salaries or other compen 
sation covered by General Wage Stabilization Regulation 1 of the Economic 
Stabilization Administrator, which require the prior approval or authorization 
of the Wage Stabilization Board, include increases in all forms of remuneratior 
to employees by their employers for personal services, including, but not limited 
to, vacation and holiday payments, night shift and other bonuses, incentive 
payments, year-end bonuses, employer contributions to or payments of insurance 
or welfare benefits, employer contributions to a pension fund or annuity, pay 
ments in kind, and premium overtime practices and rates. 


Adopted unanimously by the WAGE STABILIZATION BOARD. 


Cyrus S. CHING, Chairman 
WASHINGTON, D. C., Jantary 30, 1951. 





WAGE STABILIZATION BOARD 
GENERAL REGULATION No. 2 
STATEMENT OF CONSIDERATIONS 


This General Order is issued by the Wage Stabilization Board in discharge of 
its responsibilities under the provisions of the Defense Production Act of 1950, 
Executive Order 10161, General Order No. 3 and General Wage Stabilization 
Regulation 1 of the Economic Stabilization Administrator. It is designed to 
stabilize wages, salaries and other compensation and to effectuate the purposes 
and intent of said statute, orders, and regulation. 

For the purpose of preparing itself for the discharge of its responsibilities, the 
Wage Stabilization Board heretofore distributed to representative labor and 
industry groups a series of questions, the answers to which would provide the 
Board with essential information for the development of wage stabilization poli- 
cies. Thereafter, the Board conducted conferences which were attended by 
representatives of labor and industry, who presented their views respecting the 
development of wage stabilization policies. In the formulation of the provisions 
hereof there has thus been consultation with industry and labor representatives, 
including trade association and labor union representatives, and consideration 
has been given to their recommendations. 

Collective bargaining conferences, arbitration proceedings and other proceed- 
ings directed to the resolution of wage questions were in progress prior to Janu 
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ary 25, 1951, the effective date of General Wage Stabilization Regulation 1. In 
some instances collective bargaining agreements were reached, wage determina- 
tions made and awards issued prior to the effective date of that regulation. In 
the interest of furthering and maintaining sound working relations including 
‘ollective baragining and avoiding the imposition of inequities and hardships it is 
necessary and desirable to recognize and give effect to such agreements, determi- 
nations and awards applicable to work performed within a relatively short period 
of time after January 25, 1951, without prior approval of the Wage Stabilization 
Board. 
ORDER 


(a) Increases in wages, salaries, and other compensation agreed to in writing 
or determined and communicated to the employees on or before January 25, 1951, 
but which, by the terms of such agreement or determination, are to become 
applicable only to work performed later than fifteen (15) calendar days after 
January 25, 1951, require the prior approval or authorization of the Wage 
Stabilization Board. 

(b) The Wage Stabilization Board hereby authorizes the payment of in- 
creases in wages, salaries, and other compensation provided for by written 
agreement executed on or before January 25, 1951, or formally determined and 
communicated to the employees on or before said date, which increases, by 
the terms of said agreement or communications, are to take effect and to be ap- 
plicable to work performed after January 25, 1951, but not later than fifteen 
(15) calendar days after said date. 

(c) The Wage Stabilization Board hereby authorizes the increases in wages, 
salaries, and other compensation resulting from the award or decision of an 
arbitrator or referee issued on or before January 25, 1951, which increases, by 
the terms of said award or decision, are to take effect and to be applicable 
to work performed after January 25, 1951, but not later than fifteen (15) cal- 
endar days after said date. 

(d) Authorization is hereby granted also of payments pursuant to wage or 
salary increase agreements entered into and effective prior to January 25, 1951, 
calling for application of a fixed amount of payroll increase to accomplish 
intra-plant adjustments, but which adjustments were not actually reflected 
in wage or salary payments prior to that date because of the necessity for 
determining the allocation and method of application of such increases among 
different job classifications. 

(e) In all instances in which increases in wages, salaries, and other compen- 
sation are placed in effect under the terms of paragraph (b) or (c) of this 
Regulation, copies of the agreement, award, or decision providing for such 
increases, or, if no agreement, award, or decision exists, a statement of the 
amounts and manner in which the determination was formally made and com- 
municated to the employees, and the date or dates, and place or places, shall 
be filed with the Wage Stabilization Board on or before February 20, 1951. 


Adopted by the WaGrE STABILiIzaATION Boarp. 


Cykus S. CuHinc, Chairman. 
WASHINGTON, D. C., January 30, 1951. 


Approving : 
Cyrus S. CHING, Chairman, 
JOHN DUNLOP, 
CLARK KERR, 
Public Members. 
Harry C. BATES, 
EMiL RIEver, 
ELMER E. WALKER, 
Labor Members. 
Dissenting: 
Henry B. ARTHUR, 
J. Warp KEENER, 
REUBEN ROBERTSON, Jr., 
Industry Members. 
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WAGE STABILIZATION Boarp 
GENERAL REGULATION No. 3 
STATEMENT OF CONSIDERATIONS 


This General Order is issued by the Wage Stabilization Board in discharge 
of its responsibilities under the provisions of the Defense Production Act of 
1950, Executive Order 10161, and General Order No. 3 and General Wage Sta- 
bilization Regulation 1 of the Economic Stabilization Agency. It is designed 
to stabilize wages, salaries and other compensation and to effectuate the 
poses and intent of said Statute, orders, and regulations. 

For the purpose of preparing itself for the discharge of its responsibilities. 
the Wage Stabilization Board heretofore distributed to representative labor and 
industry groups a series of questions, the answers to which would provide the 
Board with essential] information for the development of wage stabilization 
policies. Thereafter, the Board conducted conferences which were attended by 


pur 


representative groups of labor and industry, which presented their views re 
specting the development of Wage stabilization policies, In the formulation of 
the provisions hereof there has thus been consultation with industry and labor 
representatives, including trade association and labor union representatives, 
and consideration has been given to their recommendations. 


ORDER 


Section 402, subdivision (d) (2) of the Defense Production Act of 1950 (Pub 
Law 774, Slst Cong.) provides that “No action Shall be taken under authority 
of this title with respect to wages, salaries, or other compensation which is in 
consistent with the provisions of the Fair Labor Standards Act of 1988, as 
amended, or the Labor Management Relations Act, 1947, or any other law of 
the United States. or of any State, the District of Columbia, or any Territory or 
possession of the United States.” Since statutes and orders of the duly con 
stituted authorities acting under any Federal or State law fixing minimum rates 
for certain types of workers are consistent with the purposes and intent of the 
Fair Labor Standards Act of 1988, as amended, the Wage Stabilization Board 
hereby authorizes increases in wages, Salaries, and other compensation to bring 
such wages, salaries and other compensation into compliance with the Fair 
Labor Standards Act of 1938, as amended. and such other statutes and orders 
establishing minimum rates of compensation. 

Adopted unanimously by the Wacr S1 ABILIZATION BROarp. 


WASHINGTON, D. C., January 31, 1951. 
ences 
WAGE STABILIZATION Boarp 
GENERAL REGULATION No. 4 
STATEMENT OF CONSIDERATIONS 


This General Order is issued by the Wage Stabilization Board in discharge of 
‘its responsibSlities under the provisions of the Defense Production Act of 1950, 
Executive Order 10161, Genera] Order No. 3 and Genera] Wage Stabilization 
Regulation 1 of the Economic Stabilization Agency. It is designed to stabilize 
wages, salaries, and other compensation and to effectuate the purposes and 
intent of said statute. orders, and regulation. 

For the purpose of preparing itself for the discharge of its responsibilities, 
the Wage Stabilization Board heretofore distributed to representative labor and 
industry groups a series of questions, the answers to which would provide thy 
Board with essential information for the development of wage stabilization 
policies. Thereafter, the Board conducted conferences which were attended by 
representative groups of labor and industry, which presented their views respect 
ing the development of wage stabilization policies. In the formulation of th: 
provisions hereof there has thus been consultation with industry and labor repre 
sentatives, including trade association and labor union 


representatives, snd 
consideration has been given to their recommendations. 
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ORDER 
+ 


(a) Increases in the wages, salaries, and other compensation of state, county, 
municipal and other non-federal governmental employees, whose wages, salaries 
and other compensation are fixed by statute, ordinance, or regulation of duly 
constituted authorities of such governmental bodies, may be made without the 
prior authorization of the Wage Stabilization Board, subject to the provisions of 
paragraphs (b) and (c) hereof. 

(b) State, county, municipal and other non-federal governments and agencies 
thereof, in making increases in wages, salaries, and other compensation of their 


employees, are expected to conform to the national wage stabilization policy as 
expressed in the Defense Production Act of 1950, Executive Order 10161, Gen 


eral Wage Stabilization Regulation 1 issued by the Economic Stabilization Ad- 
ministrator on January 26, 1951, the General Regulations and statements of 
policy issued the Wage Stabilization Board pursuant thereto, and such orders or 
regulations as may from time to time be issued thereunder or 
therewith. 

(c) The Wage Stabilization Board reserves the right to review increases made 
under the terms of paragraph (a) hereof, and to revoke or modify such increases 
when required in order to effectuate the policies of the Defense Production Act 
and the applicable orders or regulations issued thereunder or 
therewith. 

Unanimously adopted by the WAGE STABILIZATION Boarp 


in connection 


in connection 


Cyrus S. CHING, Chairman. 
WASHINGTON, D. C.., January 31, 1951, 


GWR 5, Rev 
INCL. AMDT. 1 
JULY 27, 1951 


WAGE STABILIZATION Boarp 


Washington 
TrIrvLe 8ZA—NATIONAL DEFENSE, APPENDIX 


CHAPTER IV—WAGE STABILIZATION BoarD, ECONOMIC STABILIZATION AGENCY 


{General Wage Regulation 5, Revised] 
GWR 5—ADJUSTMENTS For INDIVIDUAL EMPLOYEES 


Pursuant to the Defense Production Act of 1950 (Pub. Law 774, Sist Congress, 
Pub. Law 69, S2nd Congress), Executive Order 10161 (15 F. R. 6105), Executive 
Order 10233 (16 F. R. 3503), and General Order No. 3, Economic Stabilization 
Administrator (16 F. R. 739), General Wage Regulation No. 5 is hereby revised. 


STATEMENT OF CONSIDERATIONS 


dures governing the administration of wage and salary structures within which 
increases in the compensation of individual employees may be made without 
specific approval of the Wage Stabilization Board 

These increases do not ordinarily affect the general level of an establishment’s 
wages and salaries. In fact, these individual employee adjustments, when prop 
erly inede, do not normally increase labor costs. 

The Wage Stabilization Board recognizes the necessity of permitting the ad 
ministration of existing wage and salary structures to continue in a normal 
manner with a minimum of governmental interference. At the same time, how- 
ever, it is necessary to make certain that these wage and salary “housekeeping” 
practices are not abused in order to pirate labor nor cumulated so as to amount 
to general wage or salary increases 

Consequently, this regulation has been devised so as to provide broad limita- 
tions to safeguard the ends of stabilization while leaving maximum flexibility to 
employers and employees, 


The purpose of this General Wage Regulation is to establish rules and proce 
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There is wide diversity of practice with respect to rate adjustments for 
dividual employees. In some gases, formal written plans have been establis! 
which include jobs or job classifications grouped into labor and salary era 
with prescribed rate ranges and procedures governing the timing and amou 
of individual adjustments. In others, there are plans of classification which « 
not formalize the individual adjustments. Some establishments have p); 
either written out or established through years of practice, wherein single 
are paid for jobs and labor grades, and which do not contemplate any indivi: 
adjustments, prefering to pay all employees in the occupation or labor gr: 
alike. Another, and very large group of establishments, has followed the pra 
tice of giving increases to individual employees on the basis of their merit 
length of service and has not created written or formal schedules of rates or 1 
ranges. Often this type of establishment has so few employees in its vario 
occupations and labor or salary grades that a formal policy would be meani 
less. This regulation has been designed to permit past practices and polici: 
When not in contradictioh to the purposes of the Defense Production Act 
1950, to continue with a minimum of interference and administrative work. 

The Wage Stabilization Board recognizes nevertheless the possibility that 
application of this regulation may for particular establishments or industries 
sult in substantial hardship or inequity. In such cases, the Board will give co 
sideration to requests for approval of plans which do not meet the requirements 
this Regulation. 

This regulation replaces General Wage Regulation No. 5, as amended, whi 


was issued as a temporary regulation on February 12, 1951. The Board 
adopted this regulation as a result of a thorough study of the operation of t 
regulation and has consulted with representatives of labor and industry I 
the formulation of this regulation, due consideration has been given to 
standards and procedures set forth in Title IV and Title VII of the Defens 
Production Act of 1950. 


REGULATORY PROVISIONS 

Sec 

1. Definitions. 

2. Merit or length of service increases. 

3. Promotions or transfers to higher paid jobs. 
4. Changes in rates of pay of apprentices. 

5. Hiring rates 
3. Rates for new or changed jobs. 
Other auxiliary pay practices. 

Revision of wage or salary schedules. 

9. Rate reductions not required. 
10. Repeal of existing Regulation 5. 


p-I 


AUTHORITY: Sections 1 through 10 issued under sec. 704, Pub. Law 774, 81st Con P 
Law 69, 82nd Cong. Interpret or apply Title IV, Pub. Law 774, 81st Cong. ; E. 0. 10161 
F. R. 6105, 3 CFR, 1950 Supp. ; E. O. 10233, 16 F. R. 3503. 

Secrion 1. Definitions. As used in this regulation, the term: 

(a) “Rates paid on January 25, 1951” includes rates revised by reason of wag 
or salary increases put into effect thereafter in accordance with regulations o1 
rulings of the Wage Stabilization Board. 

(b) “Group” means all the employees in a bargaining unit, plant or other est 
lishment, department, job classification, labor or salary grade, wage rat 
salary level, or other group of employees whichever the employer hus treated 
a unit in the administration of his wage and salary schedules or practices. The 
term excludes temporary and part-time employees, learners, trainees, and proba 
tioners. 

(c) “Straight-time rates” for purposes of this regulation mean wages or salarik 
paid per hour, day, week, month or other time unit exclusive of overtime, or othe 
penalty or premium rates and exclusive of vation pay, holiday pay, year-end 
bonus and other fringe benefits, but including incentives, production bonus 0 
other similar payments. 

(d) “Established rate range’ means a range of rates for a job or job classifica 
tion with clearly designated minimum and maximum rates or which are estab 
lished by specific formula contained in a written schedule in effect on January 
25, 1951, or which is subsequently established in accordance with the provisions 
of section 2 (b) of this regulation. 

(e) “Rate range method of payment” for a group means a range of rates fo 
each job, labor or salary grade with the specific rate for individual employees 
within the range determined by merit, length of service, or by a combination of 
the two. Each range is defined by a minimum and a maximum rate and may 
be expressed as the spread between the two, or it may be expressed by a series 
of specific rates between the minimum and maximum. 





DEFENSE PRODUCTION ACT AMENDMENTS OF 1952 933 


(f) “Labor grade” or “salary grade” means a grouping of jobs so that all jobs 
in the grade have the same rate or the same rate range. 

(g) “Single rate method of payment” means a single rate for each job in a 
group so that all, or substantially all, employees performing the same job are 
paid the same rate. Minor exceptions to the single rate 
may exist in one or more jobs. 

(h) “Personal or random rate method of payment” for a group means a method 
of payment characterized by the fact that no formalized wage or salary payment 
plan exists. Either (1) different rates are paid for the same or similar jobs, 
or (2) the majority of the jobs have so few incumbents 
or two—that no single rate has been established for the job. 

Sec. 2. Merit or length of service increase (a) Rate range method of pay 
ment. (1) Merit or length of service increases in the wage or salary rates of 
individual employees may be made without prior approval of the Wage Stabiliza 
tion Board, provided they are made in accordance with any one of the followi 
options : 

(i) Past practice, which permits application to the current year of the em 
ployer’s actual experience in the year 1950 in a group: or 

(ii) A six (6) percent plan, which limits the total of such increases to six (6) 
percent of the aggregate straight time rates of the employees in a group; or 

(iii) An established plan for a group as defined in this Regulation in actual 
operation on January 25, 1951. 

(2) Merit or length of service increases may be made provided that such in 
creases in any calendar year remain within the limitations of any one of these 
options : 


fo 


r certain employe es 


frequently only one 


(i) Merit or length of service increases granted under the past practice option. 
(a) Under this option, the total amount of all merit and length of service in 
creases combined that may be granted in the current calendar year to an appro 
priate group of employees in jobs or job classifications with established rate 
ranges, expressed as a percentage of the total of the straight-time rates, shall not 
exceed the corresponding percentage so granted in 1950. 

(b) How to compute the amount that may be granted. 

(7) Select the payroll period in the calendar vear 1950 in which the total 
number of employees was nearest to the average for the vear. 

(2) Total the straight-time rates for the period selected in (7) above of all 
the employees in the group employed in jobs or job classifications with established 
rate ranges. This total may be expressed as an hourly, daily, weekly, monthly 
or other rate in accordance with past payroll practice. 

(8) Total the merit and length of service increases combined which were 
granted to employees in the group in the calendar year 1950. This total shall be 
expressed on the same rate basis (hourly, daily, weekly, monthly, ete.) as in 
(2) above. (4) Express the increase granted as determined in (3) above as a 
percentage of the total rates as determined in (2) above; that is, divide (3) by 


i 
> \ 
(ee). 


Erample: During 1950 there was an average of 305 employees in a group 
There were some changes in the number employed, but for the December 16 
payroll there were 300 employees, the nearest number to the average On this 
payroll the total of the straight-time hourly rates paid was $420.00. Merit 
and length of service increases granted throughout the year totaled $21.00 on 
an hourly basis. Hence, the percentage of the increases granted to the 
straight-time payroll is $21.00/$420.00 or 5%. In converting from weekly 
to hourly, 40 hours per week was used since this is the actual schedule. 
In converting from monthly to hourly, 20.8 days per month or 16624 hours 
per month was used. 


(5) Total the straight-time rates of employees in the group employed in jobs 
or job classifications with established rate ranges for the payroll period ending 
nearest January 15 of the current calendar year and apply the percentage com 
puted in (4) to this total. The resulting figure is the total merit and length of 
service increases that may be granted in the current calendar year. 

(6) If payrolls have increased during the course of the year, a larger fund 
for merit and length of service increases may be obtained by averaging the totals 
of the straight-time rates for the payroll periods ending nearest the 15th of each 
month of the year which has elapsed and applying the percentage computed in 
(4) above to this average. 
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Example: Consider the same example quoted under item ( 4) above. 
Assume that merit or length of service increases are to be given before April 
15,1951. Payroll periods ending nearest the 15th of each of the three months 
which has elapsed are used to determine the average payroll fund as shown 


below. 
Total 
straight-time 
Payroll period: hourly rates 
ER EIN it pis taphete te pela cisiche ces sae $560 
Feb. 15, 1951______ we a sa Evite tees ee dO 
PONE OR a is ietaitir ant aetecae 5 Pel 618 


Total 3 months $1,773; average 3 months $591; 5 percent (past prac- 
tice) equals $29.55, 


(¢) In distributing this amount, no employee shall be raised to a rate higher 
than the maximum of the established rate range of his job or job classification. 

(¢7) All merit or length of service increases, including those granted to em 
Ployees who thereafter quit or were thereafter promoted, transferred, or 
otherwise separated from their job classification, shall be charged against the 
allowable total. Increases sranted to trainees, part-time and temporary em 
ployees, learners or probationers and increases resulting from promotions or 
transfers of employees shall not be charged against the allowable total. 


Example of Option (i): Assume that an appropriate group includes 100 
employees in jobs or job classifications with established rate ranges. Assume 
further that the percentage calculated from the employer's past practice in 
accordance with (v) above comes to six percent. Suppose the employees 
are currently paid varying rates per hour which, when totalled, amount to 
$150.00 per hour. Six percent of this total yields $9.00 per hour. The rates 
of the employees in the group may be increased by a total of $9.00 per hour, 
For instance, the rates of 60 employees may be increased 15¢ per hour; or 
the rates of 50 employees may be increased 10¢ per hour and the rates of 25 
others may be inecreased by 16¢ per hour. 


(ii) Merit or length of service increases granted under the sir (6) per- 
cent option. (a) Under this option, the total amount of all merit and length of 
service increases combined that may be granted in the current calendar year to 
an appropriate group of employees in jobs or job classifications with estab- 
lished rate ranges shall not exceed six (6) pereent of the total of the straight- 
time rates of such employees. 

(6) To compute the amount that may be expended: Total the straight-time 
rates for the payroll period ending nearest January 15 of the current calen- 
dar year of all the employees in the sroup employed in jobs or job classifications 
with established rate ranges. This total may be expressed as an hourly, daily, 
weekly, monthly, or other figure. in accordance with past payroll practice. 
Six (6) percent of this figure is the total of merit and length of service increases 
combined that may be granted in the current calendar year. 

(c) If payrolls have increased during the course of the year, a larger fund for 
merit and length of service increases nay be obtained by averaging the totals of 
the straight-time rates for the payroll periods ending nearest the 15th of each 
month of the year which has elapsed and applying six (6) percent to this average. 

(¢) In distributing this amount. no employee shall be raised to a rate higher 
than the maximum of the established rate range of his job or job classification. 

(e) All merit or length of service increases, including those granted to em 
ployees who thereafter quit or were thereafter promoted, transferred or other- 
wise separated from their Jobs, shall be charged against the allowable total. 
Increases granted to trainees, part-time and temporary employees, learners, or 
probationers and increases resulting from promotions or transfers of em 
ployees shall not be charged against the allowable total. 


Example of Option (ii) : Assume that a sroup includes 100 employees in 
job classifications with established rate ranges. They are paid varying rates 
per hour which, when totalled, amount to $150.00 per hour, Six (6) percent 
of this total yields $9.00 per hour. The rates of the employees in the group 
may be increased by a total of $9.00 per hour. For instanee, the rates of 
60 employees may be increased 15¢ per hour; or the rates of 50 employees 
may be increased 10¢ per hour and the rates of 20 others may be increased 
by 20¢ per hour. 
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(iii) Merit and/or length of service increases granted in accordance with an 
established plan in actual operation on January 25, 1951. (a) An established 
plan is one which meets the following tests: 

(7) It must have been contained on January 25, 1951 either in a written col- 
lective bargaining agreement, or in a written statement of policy or procedure, 
or in a written notice that had been furnished to or posted for the employees 
or in some combination of these documents, and 

(2) It must contain a schedule of rate ranges with clearly designated minimum 
and maximum rates for each job or job classification, and 

(3) In accordance with the normal operation of the plan the employee would 
normally be reviewed for a merit increase or entitled to a length of service 
increase at or before the time the increase is granted, and 

(4) It must set forth maximum amounts or maximum percentages of merit 
or length of service increases Which may normally be made, however 

(b) If it otherwise qualifies, but does not specify maximum amounts or max- 
imum percentages of merit or length of service increases which may normally 
be granted, a plan shall nonetheless be deemed to be an established plan if the 
average amount or average percentage of permit or length of service increases or 
both combined made in the current calendar yeur does not exceed the average 
amount or average percentage granted in the calendar year 1950. These re- 
spective averages shall be calculated by totaling the amounts or percentages of 
all the merit and length of service increases continued granted to individual 
employees under the plan during the calendar year 1950 and dividing by the 
total number of employees who received such increases. These computations 
shall exclude trainees, part-time and temporary employees, learners or pro- 
bationers and increases resulting from promotions or transfers of employees as 
well as the increases granted to them, 

(c) The written agreement, statement, or notice setting forth such estab- 
lished plan shall be kept available by the employer at all times for inspection. 
The practice of the employer shall conform to such agreement, statement or 
notice. 

(d) Merit or length of service increases may be granted in accordance 
with the terms of such an established plan to the employees covered by it, pro- 
vided : 

(1) An employee’s rate shall not be raised above the maximum rate of his 
rate range, and 

(2) Notwithstanding that such an established plan may also permit merit or 
length of service increases to be granted in advance of otherwise normal mini- 
mum time intervals or in excess of otherwise normal maximum amounts or max- 
imum percentages, such increases shall not be granted without prior approval 
by the Wage Stabilization Board of the individual increases or the provisions of 
a plan governing them. 

(iv) Rate ranges revised between June 24, 1950 and January 25, 1951 must be 
filed. If (a) the maximum rate of a job or job classification or labor or salary 
grade was increased or first established in the period June 24, 1950 to January 
25, 1951 and (0b) the amount of the increase in the maximum rate was greater 
than the amount of increase granted at the time to any incumbent in the job or 
job classification or labor or salary grade and (c) the maximum of such rate 
range was on January 25, 1951 more than 15 percent above the highest rate paid 
to any employee in such job or job classification or labor or salary grade in the 
period January 1, 1950 to January 25, 1951, the employer shall file the rate range 
with the nearest office of the Wage and Hour Division of the U. S. Department of 
Labor within 60 days from date hereof together with the highest rate within 
that rate range actually being paid to incumbents on January 25, 1951. If so 
filed, merit and/or length of service increases may continue to be granted within 
this rate range unless, within a year, the Wage Stabilization Board disapproves 
or modifies it with respect to increases thereafter. 

(v) Records to be kept by employers making merit or length of service in 
creases, Any employer who makes a wage or salary increase because of merit 
or length of service shall keep a record of the following with respect to each such 
increase effective after January 25, 1951: 

(a) Name of the employee. 

(bd) Effective date of increase. 

(e) Rate before and after increase. 

(d) Job title or job description. 

(e) Maximum of the rate range of the employee's job or labor grade 








936 DEFENSE PRODUCTION ACT AMENDMENTS OF 1952 


vo 


Insofar as the above information is available from records currently main 
tained such records shall suffice to meet the requirements of this section. Such 
records shall be maintained for three years following the calendar year in which 
the increase became effective, available for inspection by appropriate government 
agencies, and to the extent required by law, to the recognized or certifted bargain 
ing agent. 

(vi) Prerequisites for approval of new plans or modifications of eristing plans 
to govern individual wage or salary increases. 

(a) A new plan or modification of an existing plan governing individual wags 
or Salary increases may be approved by the Wage Stabilization Board. A plan 
must include: 

(1) Description of each job. 

(2) The grouping of jobs into grades, if any. 

(3) Rate range for each job. 

(4) Specified limits for increases. 

(ob) The Wage Stabilization Board’s ruling on a new plan will be made in 
the light of the employer’s past practice and of relevant practice in the industry, 
occupation and/or area, as may be appropriate. 

(c) If there is a recognized or duly certified labor organization representing 
any of the employees covered by a plan, application for approval of the plan o1 
for any modification of an existing plan affecting such employees must be sub 
mitted jointly by the employer and such labor organization. 

(b) Personal or random rate methods of payment. (1) It is recognized that 
in some establishments some jobs do not have formal rate ranges contained in 
written schedules in effect on January 25, 1951 but on that date (i) a diversity 
of rates was paid to incumbents or (ii) all the incumbents happened to be paid 
the same rates although there was a practice in effect of granting merit or 
length of services increases; or (iii) there was only one employee in a job 
classification in which it has been the practice to make merit or length of 
service increases; or (iv) wage rate schedules were in existence which set 
forth minimum job rates above which merit or length of service increases have 
been granted. 


(2) Groups or establishments with such personal or random rate method of 
payment may not make merit or length of service increases without prior ap 
proval of the Wage Stabilization Board of the individual increases or of rat: 
ranges within which merit and/or length of service increases may be made in 
wecordance With opiions (i) and (ii) in section 2 (a) (2). 

(c) Single-rate method of payment. Merit or length-of-service increases may 
not be made without pricr ayproval of the Wage Stabilization Board to em- 
ployees in job or job classifications in which a single rate is paid and in which 
it had not on January 25, 1951, been the established practice to grant merit or 
length-of-service increases. 

Sec. 3. Promotions or transfers to higher-paid jobs. (a) When a bonafide 
promotion or transfer of an employee to a higher-paid job is made and the 
employee is required to perform the normal duties of such job, the employee's 
rate of pay may be increased subject to the following limitations: 

(1) If the job to which the employee is promoted or transferred has a rate 
range, the rate within the range to which he may be increased shall be gov 
erned by the practices or policies set forth in an applicable collective-bargaining 
agreement or written statement of policy or procedure in actual operation on 
January 25, 1951. If such agreement or written statement did not exist or 
it did not contain specific policies or practices governing the rate to which a 
newly promoted or transferred employee may be increased, the employee may be 
increased to a rate corresponding to his ability, experience, and training. Such 
increase shall not be deemed a merit or length-of-service increase if made with- 
in 45 days after the promotion or transfer. In no event shall the employee's 
rate be increased to a rate in excess of the maximum of the rate range of the 
job classification to which he is promoted or transferred. 

(2) If the job to which the employee is promoted or transferred pays a single 
rate, the employee may not be increased to a rate in excess of the current single 
rate or the established rate for the job paid on January 25, 1951, whichever 
is higher. 

(3) In the case of temporary promotions or transfers not exceeding 45 days, 
the employer’s past practice or the applicable provisions of a collective-bargain- 


ing agreement with respect to the rates to be paid to such promoted or trans- 
ferred employees may be followed. 
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(b) Records to be kept by employers making promotions or transfers. Any 
employer who makes a wage or salary increase resulting from a promotion or 
transfer shall hereafter keep the following records with respect to each of such 
increases, except for temporary promotions or transfers not exceeding 45 days: 

(1) Name of the employee. 

(2) Effective date of the increase. 

(3) Rate before and after the increase. 

(4) Minimum and maximum of the rate range of the job classification or the 
established single rate of the job classification, if applicable, to which the em 
ployee Was promoted or transferred. 

(5) Titles of the employee's job prior and subsequent to promotion or transfer. 

Insofar as the above information is available from the se 
rently maintained, such records shal! suffice to meet the requirements of this 
section. Such records shall be maintained for three years following the ¢al- 
endar year in which the increase became effective, in accessible form 
tion by appropriate government agencies, and to the extent 
the recognized or certified bargaining agent. 

Sec, 4. Changes in rates of pay of apprentices. Apprentices employed in ac- 
ordance with programs, regisfered on the date hereof with the Bureau of Ap- 
prenticeship of the United States Department of Labor, or with 


eral records cur- 


¢ 


or inspec- 
required by law, to 


state appren 
ticeship agency recognized by the Bureau, or in accordance ith a satis tive 
bargaining agreement, or in accordance with bona-fide established apprentice 
programs, or in accordance with plans which provide for a rate progression not 
more rapid than apprenticeship standards which have been approved by the 


Federal Bureau of Apprenticeship or a state apprenticeship agency may be paid 
in accordance with the rates of pay and time intervals set forth in such appren- 
ticeship program or agreement. Such increases shall not be deemed merit or 
length of service increases, 

See. 5, Hiring rates. The following limitations apply to the hiring r 
the new employees: 

(a) A new employee may not be hired at a rate exceeding tl 
the established rate range of the job classification into which he 
that 

(b) A new employee with more than the minimum ability, ex] 


le minimum of 


i erience or 
training required for the job classification into which he is hired may be hired at 
a rate within the established rate range corresponding to his ability, experience 
and training, and may be increased subsequently to a higher rate within a period 
not to exceed 30 days, but in no event shall he be paid a rate higher than the 


maximum of the rate range of the job classification into which he is hired. Such 
increases shall not be deemed merit or length of service increases 

The employer shall keep a written justification thereof, which will include 
the employee's name, date of hire, rate at which hired, minimum of the rate 


range of the job classification into which he was hired and a statement of the 
ability, experience and training justifying the hire at the rate in excess of the 


minimum. Insofar as the above information is available from the several records 
currently maintained, such records shall suffice to meet the requirements of this 
section. Such records shall be maintained for three years following the ca’endar 
year in which the adjustment became effective, in accessible form for inspection 
by appropriate government agencies; or 

(c) A new employee hired to work in a job classification who had, within the 
preceding twelve months performed substantially the same duties in another 
establishment may be hired at the same rate he was paid in such previous job 
but in no event higher than the maximum of the rate range of the job classifica- 
tion into which he is hired. The employer shall keep a written record which 
will include the employee’s name, date of hire, rate at which hired, name of the 
employee’s previous employer for whom he performed substantially the same 
duties, last date on which he performed such duties for the previous employer, 
and the employee's last rate for performing such duties for the previous employer 

(d) If the job pays a single rate. a new employee may not be hired at a rate 
exceeding the current single rate or the established rate for the job paid on 
January 25, 1951, whichever is higher. 

(e) Employees hired as trainees, learners or probationers at rates below the 
rates authorized in paragraphs (a) or (d) above may be advanced to the rates 
permitted by those paragraphs at any time. Such increases shall not be deemed 
inerit or length of service increases. 

Sec. 6. Rates for new or changed jobs. Rates for new or changed jobs may be 
established in accordance with the methods and principles in effect on January 
25,1951. for maintaining a balanced relationship between the rates for the vari 
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ous jobs in the establishment; or if no such system was in effect on that dat: 
the rates established for the new or changed jobs must be related to rates for 
the most nearly comparable jobs, making proper allowances for the difference, 
if any, in the requirements of knowledge, skills, duties, responsibilities, or othe: 
factors normally taken into account. Slight or inconsequential changes in jo} 
content shall not provide the basis for establishing new job classifications, rates 
or rate ranges, nor justify changes in existing job Classifications, rates, or rats 
ranges. 

Sec. 7, Other auxiliary pay practices. (a) The adjustment of payments to in 
dividual employees of shift premiums, overtime rates, penalty rates, vacation 
allowances, suggestion awards, or other similar auxiliary pay practices are per 
missible if they result from the terms of a written collective bargaining agre« 
ment, or a written statement of policy or of procedure provided those provisions 
were in effect on January 25, 1951. If no such agreement or statement was i: 
effect on that date, the shift premiums, overtime rates, penalty rates or other 
auxiliary pay practices most recently in effect prior to January 25, 1951 as 
evidenced by prior payroll records, may be followed. 

(b) Benefits from an insurance or welfare plan or coverage under a pension 
plan which accrue to an individual employee as a result of a change in his length 
of service, job classification, earnings, or similar individual circumstances may 
be provided or adjusted in amount if such adjustments are made pursuant to 
the specific terms of a plan in effect on January 25, 1951. 

Sec. &. Revision of wage or salary schedules. The terms of this regulation 
shall apply to the rates and rate ranges in effect on January 25, 1951 and to the 
auxiliary pay practices in effect on or prior to that date. If they have been 
revised subsequently in accordance with regulations and rulings of the Wage 
Stabilization Board this regulation shall apply to such revised rates, rate ranges 
and auxiliary pay practices. 

Sec. 9. Rate reductions not required, Nothing in this regulation shall require 
a reduction in the wage rate, salary or other compensation paid to any individual, 

Sec. 10. Repeal of eristing Regulation 5. General Wage Regulation No. 5 as 
amended February 12, 1951 is hereby repealed. 


Adopted by the Board on July 27, 1951. 
GEORGE W. TAYLOR, Chairman. 


GWT 5 
Aveust 17, 1951 


WAGE STABILIZATION BOARD 


Washington 
TITLE 32ZA—NATIONAL DEFENSE, APPENDIX 


CHAPTER LV—-WAGE STABILIZATION BOARD, ECONOMIC STABILIZATION AGENCY 


[General Wage Regulation 5, Revised, Amdt. 2] 


GWR 5—ADJUSTMENTS FOR INDIVIDUAL EMPLOYEES 
MISCELLANEOUS AMENDMENTS 


Pursuant to the Defense Production Act of 1950 (Pub. Law 774, 81st Cong. ; 
Pub. Law 96, 82nd Cong.), Executive Order 10161 (15 F. R. 6105), Executive Or- 
der 10233 (16 F. R. 3503), and General Order No. 3, Economic Stabilization Ad- 
ministrator (16 F. R. 739), General Wage Regulation No. 5, Revised, is amended 
as follows: 

1. Section 2 (b) is amended to read as follows: 

Sec. 2. Merit or length of service increases, * * * 

(b) Personal or random rate method of payment. (1) It is recognized that 
in some establishments some jobs do not have formal rate ranges contained in 
written schedules in effect on January 25, 1951 but on that date (i) a diversity 
of rates was paid to incumbents or (ii) all the incumbents happened to be paid 
the same rates although there was a practice in effect of granting merit or length 
of service increases; or (iii) there was only one employee in a job classification 
in which it has been the practice to make merit or length of service increases : 
or (iv) wage rate schedules were in existence which set forth minimum job rates 
above which merit or length of service increases have been granted. 
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(2) Groups or establishments with such personal or random rate method of 
payment may make merit or length of service increases without prior approval 
of the Wage Stabilization Board within the following limitations: (i) The total 
amount of all merit and length of service increases combined that may be 
granted in the current calendar year to employees in a group, expressed as a per 
centage of the total of the straight-time rates, shall not exceed the corresponding 
percentage so granted in 1950 or six (6) per cent, and (ii) the maximum in 
creases granted to any individual employee shall not exceed ten (10) per cent 
provided, however, that the maximum amount granted to the individual at the 
top of the group of random rates shall not exceed five (5) per cent in the calendar 
year and that no employee in the group may be raised to a wage rate in excess 
of the top compensated employee. 

(3) Groups or establishments with personal or random rate method of pay 
ment which wish to establish a rate range or who desire approval of merit and 
length of service increases not covered by the above shall be required to make 
application to the Wage Stabilization Board. 


2. Section 3 (a) is amended by adding the following subparagraph (4) 
Sec. 3. Promotions or transfers to higher-paying jobs. (a) 


(4) Employees in groups with the personal or random rate method of pay 
ment promoted or transferred to higher-paid jobs may not be raised to a rate 
higher than the rate paid to any employee performing similar work as established 
by relevant payroll records 

5. Section 5 is amended by redesignating paragraphs (d) and (e) as para 
graphs (e) and (f), respectively, and by adding the following new paragraph (d) : 

Sec. 5. Hiring rates. * * * 

(dad) Employees hired into groups with the personal or random rate method of 
payment may not be hired at a rate higher than the rate paid to any employee 
performing similar work for which the employee is hired as established by 
relevant payroll records. 

4. Redesignated section 5 (f) is amended by substituting the phrase “in para 
graphs (a), (d), or (e) above” for the phrase “in paragraphs (a) or (d) of this 
section.” 

(Sec. 704, 64 Stat. 816, as amended ; 50 U.S.C. App. Sup. 2154) 


Adopted by the Board on August 17, 1951. 


GEORGE W. TAYLOR, Chairman. 


GWR 6, Fes. 27, 1951 
INcL. AMpT. 1, Dec. 6, 1951 


WAGE STABILIZATION Boarp 


Washington 
TITLE 82ZA—-NATIONAL DEFENSE, APPENDIX 
CHAPTER IV—WAaAGE STABILIZATION BOARD, Economic STABILIZATION AGENCY 
{General Wage Regulation No. 6 


Pursuant to the Defense Production Act of 1950 (Public Law 774, Sist Cong.), 
Executive Order 10161 (15 F, R. 6105), General Wage Stabilization Regulation 1 
(16 F. R. 816) and Economie Stabilization Agency General Order No. 3 (16 F. R. 
739), this General Regulation No. 6 is hereby issued 

Statement of Considerations: The wage and salary policy recommendations 
hereinafter set forth are adopted by the Wage Stabilization Board and submitted 
to the Economic Stabilization Administrator for his approval under the provisions 
of the Defense Production Act of 1950, Executive Order 10161, and General Order 
No. 3 and General Wage Stabilization Regulation No. 1 of the Economie Stabiliza- 
tion Administrator. 

Congress has declared its intent, in the Defense Production Act of 1950, that 
price and wage stabilization shall be used to prevent inflation and to preserve the 
value of the national currency: to avoid dissipation of defense appropriations 
through excessive costs ; to stabilize the cost of living and the costs of production ; 
to eliminate and prevent profiteering, hoarding, manipulation, speculation, and 
other disruptive practices resulting from abnormal conditions ; to protect against 
undue impairment of living standards; to prevent economic disturbances, labor 
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disputes, and interference with effective mobilization of national resources: | 
assist in maintaining a reasonable balance between purchasing power and supp! 
to avoid dissipation of individual Savings; and to prevent a future collapse « 
values, 

Congress has further stated its intent that the exercise of stabilization autho, 
ity shall maintain and further sound working relations, including collectiv: 
bargaining, between business and labor, shall be generally fair and equitable a1 
Shall provide for such adjustments as are deemed necessary to prevent or to co; 
rect hardships or inequities, 

For the purpose of preparing itself for the discharge of its responsibilities. th 
Wage Stabilization Board heretofore distributed to representative labor and j 
dustry groups a series of questions, the answers to which would provide thy 
Board with essential information for the development of wage stabilizatio, 
policies. Thereafter, the Board conducted conferences, some of which wer 
attended by representatives of labor and some of industry, who presented th: 
views respecting the development of wage stabilization policies. In the formn 
tion of the provisions hereof there has thus been consultation with industry an 
labor representatives, including trade association and labor union representativ: 
and consideration has been given to their recommendations. 

There were broad changes in wages. salaries, and other. compensation pai 
employees during 1950 and in January 1951 until the issuance of G neral Was 
Regulation No. 1 by the Economic Stabilization Administrator, These chan 
followed the period of late 1949 and early 1950, when wage and salary rates had 
remained relatively unchanged. The consumer price index was also relativel 
stable in that same period. In the spring of 1950 business conditions improved 
and both wages and the cost of living commenced to rise. The outbreak of the 
Korean war accentuated these developments, Disparities arose as betwee: 
different groups of employees as a consequence of such factors as different exn 
ration or Wage reopening dates in collective bargaining agreements or other 
special circumstances. Disparities also developed in various industries betwee! 
increases in wage and salary rates and increases in the cost of living. Thess 
disparities were frozen as a result of the issuance of General Wage Stabilizatior 
Regulation No. 1 of the Economie Stabilization Administrator. In order to deal 
with, and attempt to solve this time inequity, or “catching up” problem, and 
to facilitate the effective prosecution of the national defense effort, the Wag: 
Stabilization Board has determined and adopted the policies set forth below 
These policies are designed to correct such inequities as have arisen because o 
disparities between increases in wages and salaries and the increase in the cos 
of living since January 15, 1950, or which Inay subsequently arise during th 
period covered by this policy. 

The Wage Stabilization Board recognizes that there may be further changes 
in the cost of living. The present policy is adopted for the period until July 1 
iol. The policy set forth herein will be fully reviewed and re-examined befor: 
the end of this period. 


REGULATION 


Policy 
Definitions under this regulation. 
dministration. 
jase pay period abnormalities 
Rare and unnsual cases, 
Further study. 
AUTHORITY: §§ 1 to 6 issued under sec. 704, Pub. Law 774, Sist Cong. Interpret or 
apply Title IV, Pub. Law 774, 81st Cong. ; E. O. 10161, Sept. 9, 1950, 15 F. R. 6105. 
SECTION. 1. Policy. If general increases in wage and salary levels in an appro 
priate employee unit have been less than ten (10) percent since the base pay 
period, future increases in wages, salaries, and other compensation may be 
permitted in amounts up to but not in excess of the difference between such past 
increases, if any, and the permissible ten (10) percent.’ This ten (10) percent 
figure shall be reviewed in the light of the April 1951 index number of the Offi«ia 
Consumer Price Index (revised) of the Bureau of Labor Statistics when pub 
lished. 


1 For example, if general wage and sala ry increases in an appropriate unit have amounted 
to seven (7) percent since the base pay period, then not more than a three (3) percent 
increase is permissible. This three (2) percent may be applied to wages and salaries alon 
or it may be applied wholly or in part to other forms of compensation. The cost of ir 
creases in other forms of compensation must be deducted from the three (3) percent. 
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Sec. 2. Definitions under this regulation—(a) Base pay period. The base pay 
period shall be the first regular payroll period for each appropriate employee 
nit ending on or after January 15, 1950. 

(b) Appropriate employee unit. An appropriate employee unit for the meas 
rement of changes in wage levels is a group composed of all employees in a 
yargaining unit, in a plant or other establishment, or in a department thereot 
r in a company, or in an industry, as best adapted to preserve contractual or 
historical relationships. 

An appropriate employee unit for the measurement of 
s each plant or major business division of an employer, or each certified or ree- 
ognized collective bargaining unit, treating as separate groups, however, (i) those 
employees who qualify as “executive, administrative, professional or outside sales 
personnel” under the definition of the Fair Labor Standards Act, as amended, 
ind (ii) other salaried employees in the unit. 

(c) Wage and salary levels. Wage and salary levels include time, and incen- 
ve earnings, commission rates, and actual or prorated sums of any regularly 
paid bonuses and night shift differentials, but exclude overtime premium pay 
ents, employer contributions to or payments of insurance or 
employer contributions to pension funds or annuities, 


changes in salary levels 


welfare benefits. 
aud other like allow: 

Thus, wage levels are to be expressed as average straight t » hourly earnings, 
ncluding prorated night shift differentials. Salary levels ma ve Computed on 
the basis of regularly scheduled weekly, bi-weekly, semi-month 


y or monthly 
ay periods. 


(ad) General increases in wages and salaries. For the purpose of calculating 
rior increases in wage and salary levels, general increases are defined as those 
increases in wage and salary rates which raised straight time earnings by one 

1) percent or more in the appropriate employee unit. General | 
include merit increases, promotions, reclassifications, length of 
or other wage or salary adjustments of the types covered by 
tion 5. 

(e) Other compensation. Increases in other compens 
for the purpose of applying the policy herein set forth are prorated changes i 
compensation benefits such as night shift bonuses, overtime p t 
and he 
employers on a 

(f{) Proration. Proration of bonuses, Commissions, incentive 
and of other compensation, to a payroll period shall be done by all n 
payroll period a proportionate share of the total of such payments wit! 
appropriate employee unit over the calendar year or such shorter period of time 
aus is representative in the case of each class of payments. 

Sec. 3. Administration. Increases in wages, salaries and 
permissible under the terms of the policy set forth in sectic 
do not require the specific prior authorization of the Wage Stabilization Board 
Any employer who makes such increases shall keep available for inspection by 
propriate government agencies a record of each increase showing the 
facts and method of calculation. Such records shall be maint 
Defense Production Act is in effect and for a period of 


sution te conside red 


cation, holiday, and like allowances, pension, insurance 
benefits paid by employers, or contributions of 


T 


othe! compensation 


m 1 of this regulation, 


> PSsenti 
lined while the 
two years thereafter 


(Sec. 704, 64 Stat. 816, as amended ; 50 U.S. C. App. Sup. 2154 


Sec. 4. Base pay period abnormalities. Companies, including appropriate em 
ployee units thereof, having no payroll period ending on or about January 15, 
1950 because they were not in operation at that time, or having plainly abnormal 
pay levels during that period because of seasonal peculiarities, broad changes 
n product mix, wide swings in employment, and the like, may apply to the Wage 
Stabilization Board for appropriate and supportable adjustments of the base 
period pay level figures against which employee compensation changes are to be 
measured. The Wage Stabilization Board may give consideration on application 
to the special problems of seasonal industries; and to unusual cases involving 
firms or industries in which the rates on or about January 15, 1950, were grossly 
out of line with their normal relationships, provided the parties had no adequate 
opportunity to correct such misalignment by January 25, 1951 \pplications 
under this Section may be submitted to the nearest office of the Wage and Hour 
Division of the United States Department of Labor on forms to be provided 
for that purpose. 

Sec. 5. Rare and unusual cases. In rare and unusual cases where the critical 
needs of essential civilian or defense production require it, the Wage Stabiliza 


tion Board will consider the approval or authorization of increases in wages, 


~ 
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salaries, and other compensation greater in amount than those specified in Se: 
tion 1 hereof. Such cases will be limited to those situations where there ar; 
serious manpower shortages and in which other governmental agencies concerned 
With production and manpower problems certify to the Board that a concerted 
program has been undertaken to remady the shortages and that an increase i) 
wages, salaries or other compensation is indispensable to attract required labo 
to or retain it in essential civilian or defense industries or plants. Applications 
under this Section may be submitted to the nearest office of the Wage and How 
Division of the United States Department of Labor on forms to be provided for 
that purpose. 

Sec. 6. Further study. The Board continues to have under study, among other 
subjects, the question of pension and health and welfare plans. 

Effective date. This regulation shall become effective upon approval by the 
EHeonomic Stabilization Administrator. 

Adopted by the Wage Stabilization Board. Dissenting: Labor Membe 
kmil Rieve, Elmer E. Walker, Harry C. Bates. 

Nore: The record keeping and reporting requirements of this regulation have been 
proved by the Bureau of the Budget in accordance with the Federal Reports Act of 1942 


Cc. S. Cuine, Chairman. 
Approved : 
Eric JOHNSTON, 
Economic Stabilization Administrato) 


February 27, 1951. 


3:95 p.m. 


KcONOMIC STABILIZATION AGENCY 
TITLE 82ZA— NATIONAL DEFENSE, APPENDIX 


CHAPTER IV—WaAGE STABILIZATION Boarp, EcoNoMIC STABILIZATION AGENCY 


{General Regulation No. 7] 


GR 7—AbDJIUSTMENTS FOR EMPLOYEES OF RELIGIOUS, CHARITABLE AND EpUCATIONAI 
ORGANIZATIONS 


Pursuant to the Defense Production Act of 1950 (Public Law 774, Sist Cong.) 
Executive Order 10161 (15 F. R. 6105), General Wage Stabilization Regulation 
1 (16 F. R. 816) and Economic Stabilization Agency General Order No. 3 (16 1 
R. 739), this General Regulation No. 7 is hereby issued. 


STATEMENT OF CONSIDERATIONS 


This general regulation is issued by the Wage Stabilization Board in discharge 
of its responsibilities under the provisions of the Defense Production Act of 
1950, Executive Order 10161, General Order No. 3 and General Wage Stabilization 
Regulation 1 of the Economic Stabilization Administrator. It is designed to 
stabilize wages, salaries and other compensation and to effectuate the purposes 
and intent of said statute, orders, and regulation. Due consideration has been 
given to the standards established by section 402 of the act. 

For the purpose of preparing itself for the discharge of its responsibilities, the 
Wage Stabilization Board heretofore distributed to representative labor and 
industry groups a series of questions, the answers to which would provide the 
Board with essential information for the development of wage stabilizatio! 
policies. Thereafter, the Board conducted conferences which were attended ly 
representatives of labor and industry, who presented their views respecting the 
development of wage stabilization policies. In the formulation of the provisions 
hereot there has thus been consultation with industry and labor representatives, 





including trade association and labor union representatives, and consideration - 
has been given their recommendations. & 

REGULATORY PROVISIONS # 
Sec é 
1. Wage adjustments by religious, charitable and educationa! organizations permis i 


without prior approval. 

2. Authorization does not apply to employees of unrelated business. enterprises 0 
exempt organizations. 

3. Compliance with national wage stabilization policies. 

t. This regulation subject to modification or revocation without prior notice. 


tax 


PEL NOR 


AUTHORITY : Sections 1 to 4 issued under sec. 704, Pub. Law 774, Sist Cong Interpret 


or apply Title IV, Pub. Law 774, 81st Cong. ; E. O. 10161, Sept. 9, 1950, 15 F. R. 6105 
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SecTION 1. Wage adjustments by religious, charitable and educational organiza- 
tions permissible without prior approval. Religious, charitable, scientific, literary 
educational organizations, and cemetery companies which are exempt from Fed- 
eral income taxes under section 101 (5) and (6) of the Internal Revenue Code 
may adjust the wages, salaries or other compensation of their employees without 
prior approval of the Wage Stabilization Board, except as provided in sections 2 
and 3. 

Sec. 2. Authorisation does not apply to employees of unrelated business enter- 
prises of tar exempt organizations. The general authorization contained in sec 
tion 1 shall not apply to the wages, salaries or other compensation of employees of 
a business enterprise owned or operated by an organization defined in section 1, if 
the income of the business enterprise is not exempt from Federal income taxes. 

Sec. 3. Compliance with national wage stabilization policies. In adjusting 
wages, salaries and other compensation authorized by section 1, the specified em- 
ployers are expected to conform to the national wage stabilization policies, as 
expressed in the Defense Production Act of 1950, Executive Order 10161, General 
Wage Stabilization Regulation 1, issued by the Economic Stabilization Admin 
istrator on January 26, 1951, the general regulations and statements of policy 
issued by the Wage Stabilization Board pursuant thereto, and such orders or 
regulations as may from time to time be issued in connection therewith. 

Sec. 4. This regulation subject to modification or revocation without prior 
notice. The Wage Stabilization Board reserves the right (a) to review all wage 
or salary adjustments made in pursuance of section 1, (b) to revoke this author 
ization with respect to any organization defined in section 1, and (c) to modify 
or revoke this regulation at any time without prior notice 


Adopted unanimously by the Wage Stabilization Board 
Issued: February 15, 1951. 
Cyrus S. CHING, Chairman. 
GWR 8, Rev. 
AUG. 23, 1951 
WAGE STABILIZATION BoArp 
Washington 


TITLE 82A—NATIONAL DEFENSE, APPENDIX 


CHAPTER TV—WAGE STABILIZATION BOARD, ECONOMIC STABII ION AGENC' 


[General Wage Regulation No. 8, Revised] 
GWR 8, Rev.—Cost-oF-LIVING INCREASES 


Pursuant to the Defense Production Act of 1950, as amended (Pub. Law 774, 
Sist Cong., Pub. Law 96, S2nd Cong.) ; Executive Order 10161 (15 EF. R. 6105) 

Executive Order 10235 (16 F. R. 3503) : and General Order No. 3, Economic Sta 
bilization Administrator (16 F. R. 739), General Wage Regulation No. 8 is 
hereby revised. 






STATEMENT OF CONSIDERATIONS 


This revised General Wage Regulation No. 8 permits certain cost-of-living in 
creases in wages and salaries to be made without prior Board approval. Other 
cost-of-living increases under this regulation are permitted after approval by 
the Board. The increases permitted by this revised regulation must be based 
upon a Consumers Price Index published by the Bureau of Labor Statistics, or an 
index otherwise acceptable to the Board. The policies contained in this revised 
regulation will be subject to a later review by the Board. 

The Economic Stabilization Administrator has been consulted in the formula- 
tion of this regulation. The Economie Stabilization Administrator has ap- 
proved the resolution upon which this regulation is based through March 1, 
1952. Due consideration has been given to the standards and procedures set forth 
in Title IV and Title VII of the Defense Production Act of 1950, as amended 

REGULATORY PROVISIONS 
Sec 
1. Definitions. 
2. Cost-of-living provisions in effect on or before January 25, 1951 
6. Cost-of-living provisions put into effect after January 25, 1951 
4. Permissible increases in absence of cost-of-living provisions. 
5. Exceptional cases. 
_AuTHORITY: Sections 1 through 5 issued under sec. 704, 64 Stat. 816, as amended ; 50 
U. S.C. App. Sup. 2154. Interpret or apply Title IV, 64 Stat. 803, as amended ; 50 U.S. € 
App. Sup. 2101-2110, B. O. 10161, Sept. 9, 1950, 15 F. R. 6105, 3 CFR, 1950 Supp. 
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Section 1. Definitions. As used in this regulation, the term— 

(a) “Wages and salaries” means the straight-time rate of pay, including s! 
differentials but excluding compensation such as other fringe benefits and heal 
welfare and pension plans. 

(b) “Acceptable index” means any Consumers Price Index (frequently 
ferred to as the cost-of-living index) published by the Bureau of Labor § 
tistics or such other index as the Board has determined or may determin 
be acceptable for the purpose of this regulation.’ 

(c) “Cost-of-living provision” means a provision, in a written collective | 
gaining agreement or in a written wage and salary plan, which establishes a « 
fined relationship between the wages and salaries of employees covered by 
provision and a national or applicable local acceptable index. 

(d) Increases may include increases applied to existing single rates or to | 
minimum and maximum of existing rate ranges. 

Sec. 2. Cost-of-living provisions in effect on or before January 25, 1951 
Increases required by cost-of-living provisions in (1) written collective barg 
ing agreements executed on or before January 25, 1951, or (2) written w 
and salary plans formally determined and communicated to the employees 
or before January 25, 1951, may be put into effect without further Bo 
approval. 

(b) Increases put into effect under this section based upon changes in a1 
ceptable index up to and including January 15, 1951, shall be offset aga 
amount of increases permissible under General Wage Regulation No. 6 (16 I 
1951). Increases put into effect under this section based upon changes in 
acceptable index after January 15, 1951, need not be offset against, and 
exceed, the amount of increases permissible under General Wage Regulat 
No. 6 

(c) Four copies of reports of increases made under this section shall be 
with the nearest appropriate oflice of the Wage and Hour Division of the Unit 
States Department of Labor not more than thirty days after any genera 
creases are put into effect under this section. Each report shall includ: 
statement of the amount of the increases and the unit of employees to w! 
they are applicable: and the following data, unless such data have heret 
been filed with the Wage Stabilization Board under any General Wage Regulat 

(1) A copy of the written wage and salary plans or collective bargaining agre 
ments coutaining the cost-of-living provisions. 

(2) An identification of the cost-of-living provision in the agreement; or of | 
cost-of-living provision in the wage and salary plan, and a statement of 
manner in which it was communicated. 

(3) A statement of any general increases applicable to the same wag 
salaries and other compensations that have been put into effect after Jan 
2. 1951. 

Sec. 3. Cost-of-living provisions put into effect after January 25, 1951. 1 
creases required by cost-of-living provisions adopted after January 25, 
may be put into effect without further Board approval, provided that: 

(a) The average percentage increase in wages and salaries put into eff 
under such provision, after its adoption, shall not exceed the corresponding ; 
sequent percentage increase in an acceptable index (as defined in section 
dated on or after January 15, 1951. The application of the increase in cent 
percentage may be determined by the parties involved; and 

(b) The operation of the provision shall provide for adjustments in w 
and salaries which reflect subsequent upward and downward fluctuatio! 

a single predetermined acceptable index from the date of the adoption of 

provision; provided, however, that downward fluctuations need not be refl 

in reductions of wages and salaries below those in effect at the time of ad 
tion of the provision; and 

(c) Four copies of the written collective bargaining agreement or writt 
wage and salary plan containing the cost-of-living provision shall be filed w 
the nearest appropriate office of the Wage and Hour Division within 30 da 
after the effective date of this General Wage Regulation or 30 days after 
adoption of such a provision. 

(d) Increases put into effect under this section need not be offset aga 
the amount of increases permissible under General Wage Regulation No. 6. 
creases permitted under General Wage Regulations No. 6 may be put into effe 
without affecting the increases permissible under this section. 


nst 





1The Board published a list of approved indices on July 17. This list can be obtai 
at any Wage and Hour or Regional Board office. 
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Sec. 4. Permissible increases in absence of cost-of-living provisions. Any 
employer, or any employer and union, who find that the real value of wages 
and salaries has declined since January 25, 1951 (based upon an acceptable 
index dated on or after January 15, 1951), may put into effect no more frequently 
than every six months, increases to restore such loss in the real value of wages 
and salaries from January 25, 1951 to the date of the increases. 

(a) If the amount permissible under General Wage Regulation No. 6 has 
been exceeded by an increase put into effect after January 25 1951, following 
Board approval, or if a petition for approval of such increases is pending be- 
fore the Board, the increases provided by this section require prior Board 
approval. Otherwise, the increases provided by this section may be put into 
effect without further Board approval. , 

(b) If further Board approval is not required, 

(1) Increases put into effect under this section need not be offset against the 
amount of increases permissible under General Wage Regulation No. 6. In 
creases permitted under General Wage Regulation No. 6 may be put into effect 
without affecting the increases permissible under this section: and 

(2) Four copies of a report of the wage and salary increases made pursuant 
to this section shall be filed with the nearest appropriate office of the Wage and 
Hour Division within 30 days after the date of the increases. 

Sec. 5. Eeceptional cases. In an exceptional case, an employer, or an em 
ployer and a union, who believe that hardships or inequities exist because of a 
decline in the real value of wages and salaries, due to a rise in an acceptable 
index from a base period after January 15, 1950, may apply for approval of a 
subsequent base date for the purpose of correcting such hardships or inequities 
The Board, in considering the approvability of such applications, will consider 
whether : 

(a) There is a justifiable showing that the base date of January 15, 1950, 
established by the Board in General Wage Regulation No. 6, is, under the facts 
of the particular case, an inappropriate date; and 

(b) The decline in the real value of wages and salaries since such base period, 
due to a rise in the acceptable index, has created demonstrable hardships o1 
inequities, the correction of which will not be unstabilizing Mere differences in 
wage and salary levels between plants or companies do not in themselves repre 
sent inequities. 

Note: The record keeping and reporting requirements of this regulation ive been 
approved by the Bureau of the Budget in accordance with the Federal Reports Act of 1942 

Adopted by the Board on August 28, 1951. 

GEORGE W. Tayror, Chairman 


GWR 8 
WAGE STARILIZATION BOARD 
Washington 
TirLe 32A—NATIONAL DEFENSI 
CHAPTER TV—-SALARY AND WAGE STABILIZATION, Econo) 
SUBCHAPTER B-——WAGE STABILIZATION 
[General Wage Regulation 8, Revised, Amdt 
GWR S—Cost-0F-LIVING INCREASES 
MAINTENANCE OF RECORDS 


Pursuant to the Defense Production Act of 1950 (Pub. Law 
Pub. Law $6, S2d Cong.), Executive Order 10161 (15 F. R. 6105 
10235 (16 F. R. 3508), and General Order No. 3, Economic St J 
istrator (16 F. R. 739), General Wage Regulation No. & | . is hereby 
amended. 


STATEMENT OF CONSIDERATIONS 


After investigation of the matter, the Wage Stabilization Board has determined 
that section 2 (¢c),3 (¢), and 4 (b) (2) of this regulation shall be amended to 
require the keeping of appropriate records in lieu of the filing of written reports 


of adjustments in compensation effected under the regulation 
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REGULATORY PROVISIONS 


1. Section 2 is amended by amending paragraph (c) and adding paragrap) 
(d) as follows: 

Sec. 2. Cost-of-liring provisions in effect on or before January 25, 1951, * * 

(c¢) Any employer who makes an increase under this section shall keep avai 
able for inspection by appropriate government agencies a record of the increas 
including the following: 

(1) The amount of the increase and the unit of employees to which made 
applicable: 

(2) A copy of the written wage and salary plans or collective bargaining agres 
ments containing the cost-of-living provisions: 

(3) An identification of the cost-of-living provision in the wage and salar 
plan, and a statement of the manner in which it was communicated ; 

(4) Astatement of any general increases applicable to the same wages, salaries 
and other compensation that have been put into effeet after January 25, 1951 

(d) The records required by paragraph (c) of this section shall be maintained 
while the Defense Production Act is in effect and for a period of 2 vear 
thereafter. 

2. Section 3 (c) is amended to read as follows: 

Sec. 3. Cost-of-living provisions put into effect after January 25, 1951. * 

(c) The employer shall keep a record of any wage or salary increases mack 
pursuant to this section, including the amount of the increase and the unit of 
employees to which made applicable. This record and a copy of the writte1 
collective bargaining agreement or written wage and salary plan containing the 
cost-of-living provisions shall be kept available by the employer for inspectio: 
by appropriate government agencies while the Defense Production Act is in effe: 
and for a period of 2 years thereafter. 

Section 4 (b) (2) is amended to read as follows: 

Sec. 4. Permissible increases in absence of cost-of-living provisions. * * 

tb) , % 


(2) The employer shall keep a record of any wage or salary increases mad 


pursuant to this section, including the amount of the increase and the unit 
employees to which made applicable. This record shall be made available f 
inspection by appropriate government agencies while the Defense Product 
Act is in effect and for a period of two years thereafter 

(See. 704, 64 Stat. 816, as amended; 50 U. S. C. App. Sup. 2154) 


Note: The record-keeping requirements of this Regulation have been approved by 
Bureau of the Budget in accordance with the Federal Reports Act of 1942 


Adopted by the Board on December 6, 1951. 


NATHAN P. FELINSINGER, Chairma 
GWR BS Rev., Amo 
Fer. 26, 1952 


WAGE STABILIZATION BOARD 
Washington 
TITLE 32A—NATIONAL DEFENSE, APPENDIX 
CHAPTER IV—SALARY AND WAGE STABILIZATION, ECONOMIC STABITAZATION AGENCY 
SUBCHAPTER B—WAGE STABILIZATION BOARD 
[General Wage Regulation 8, Revised, Amdt. 2] 
GWR S—Cost-or-LivInG INCREASES 
EXTENSION OF EFFECTIVE DATE 
Pursuant to the Defense Production Act of 1950 (Pub. Law 774, S8ist Cong 
Pub. Law 96, S2d Cong.), Executive Order 10161 (15 F. R. 6105), Executive 
Order 10233 (16 F. R. 3503), and General Order Ne. 3. Economie Stabilizatior 


Administrator (16 F. R. 739), this Amendment 2 to General Wage Regulation No 
8, Revised, is hereby issued. 
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STATEMENT OF CONSIDERATIONS 


The purpose of this amendment is to make clear that General Wage Regula- 
tion 8, Revised, will continue in full force and effect bevond March 1, 1952. The 
Economic Stabilization Administrator has approved this continuance of the 
policy. 

REGULATORY PROVISIONS 


1, General Wage Regulation 8, Revised, is hereby amended by deleting the 
words “through March 1, 1952” in the second sentence of the second paragraph 
of the Statement of Considerations. As amended herein the second paragraph 
of the Statement of Considerations of General Wage Regulation 8, Revised, 
reads as follows: 

The Economic Stabilization Administrator has been consulted in the formula 
tion of this regulation. The Economic Stabilization Administrator has approved 
the resolution upon which this regulation is based. Due consideration has been 
given to the standards and procedures set forth in Title IV and Title VILE of the 
Defense Production Act of 1950, as amended. 

(Sec. 704, Stat. 816, as amended ; 50 U.S. C. App. Sup. 2154) 
Unanimously adopted by the Wage Stabilization Board February 26, 1952 
NATHAN P. FEINSINGER, Chairman. 


GENERAL WAGE REGULATION 9 
MARCH 8, 1951 


WAGE STABILIZATION Boarp 
Washington 
TirLeE 32A—NATIONAL DEFENSE, APPENDIX 


CHAPTER II ECONOMIC STABILIZATION AGENCY 


{General Wage Regulation No. 9] 
GWR 9—WaGE SCHEDULES FOR New PLANTS 


Pursuant to the Defense Production Act of 1950 (Public Law 774, Sist Cong. ) 
and Executive Order 10161 (15 F. R. 6105) this General Wage Regulation 
No. 9 is hereby issued. 


STATEMENT OF CONSIDERATIONS 


This General Wage Regulation is issued by the Administrator in discharge of 
his responsibilities under the provisions of the Defense Production Act of 1950 
and Executive Order 10161. It is designed to stabilize wages, salaries and 
other compensation and to effectuate the purposes and intent of said Statute 
and Order. Due consideration has been given to the standards established by 
section 402 of the Act. 

The purpose of this Regulation is to provide procedures for obtaining approval! 
of rates of wages, salaries, and other compensation for employees of new plants 
enterprises, and other employment units. Insofar as practicable, these pro 
cedures preserve existing practices, 

In the formulation of the provisions hereof it has been impracticable to cor 
sult formally with industry and labor representatives, 


REGULATORY PROVISIONS 


Detinitions, 

Criteria for establishing rates of wages in new plants. 

Procedures for establishing rates of wages in new plants 

AUTHORITY Sections 1 through 3 issued under Se 
Interpret or apply Title IV, Pub. Law 774, 81st Cong. ; E 
6105. 


Sec. 1. Definitions. As used in this Regulation: 
(a) The word “wages” shall mean wages. salaries and other compensatiot 
as defined in section 702 (c) of the Defense Production Act of 150 
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(b) The term “new plant” means a plant, enterprise, or other employn: 
unit, which on January 25, 1951, had not commenced the production of the m 
rials or services for which it is established or converted. 

Sec. 2. Criteria for establishing rates of wages in new plants. The following 
criteria sha!l be applied in determining and evaluating a schedule of rates o1 
Wage and Hour Division. 

(a) In a new plant of an existing enterprise, established at the same locatio 
the rates of wages for the jobs in the new plant shall be the same as the lawfu 
rates for the same or comparable jobs in the existing enterprise. 

(b) In all other cases the schedule of rates for the new plant shall not exceed 

(1) Rates for the same or comparable jobs in the same industry in the sa 
local labor market, or, if none 

(2) Rates for the same or comparable jobs in a comparable industry in th: 
same local labor market area, or, if none 

(5) Rates for the same or comparable jobs in the same industry located 
the most nearly comparable labor market area. 

(c) For the purposes of (b) above, where only the comparable rates for key 
jobs are available in a given labor market, such rates may be selected, and 
the schedule may be constructed by interpolation with proper relationships 
between the rates of other jobs and the rates of the key jobs. 

Sec. 3. Procedures for establishing rates of wages in new plants. 

(a) A new plant shall file with the nearest office of the Wage and How 
Division of the United States Department of Labor, a report 
following: 


in 
il 


containing the 
(1) A statement of the facts relied upon to support the conclusion that it 
a new plant; and 


(2) A schedule of the rates of wages which are in effect for each job classi 
fication; and 


(3) A statement explaining how the criteria specified in Sec. 2 of this Regu 
lation have been applied in determining the rates of wages: and 

(4) A statement by the collective bargaining agent for the employees involved, 
if there be one, indicating whether such bargaining agent 
schedule and statements as submitted. 

(b) In the case of employees who qualify as “executive, administrative, 
profess | or outside sales personnel”, within the meaning of the Fair Lal 
Standa Act, as amended, the report shall be filed with the Executive Directo! 
of the We Stabilization Board. 

(c) A new plant commencing operation on or before April 15, 1951, must 
file the report required by sections (a) and (b) above by May 1, 1951; and 
may put or continue in effect the schedule of rates as reported, subject to such 
review and modification as the Administrator may hereafter provide. 

(d) A new plant commencing operation after April 15, 1951, must file the 
report required by sections (a) and (b) above at least three weeks prior to th: 
proposed date for hiring employees. If, after submitting the report, the en 
ployer receives no communications pertinent thereto from the Wage-Hour Offic 
or the Executive Director of the Wage Stabilization Board, the rates may be 
put into effect, subject to the condition, which shall be communicated by the 
employer to all employees affected by the schedule, that the rates are interim 
rates payable pending receipt of a ruling as to their approvability and subject 
to adjustment with respect to payroll periods beginning after the date of 
receipt by the employer of any ruling of partial disapproval. 

This regulation shall become effective immediately. 

All other orders, regulations and directives of the Wage Stabilization Board 
and of the Economie Stabilization Administrator, including General Order No 
3 of January 24, 1951 (16 F. R. 739), are hereby superseded to the extent th 
they are inconsistent herewith. 


has agreed to the 





Note: The record keeping and reporting requirements of this Regulation have been 
approved by the Bureau of the Budget in accordance with the Federal Reports Act of 1942 


Issued: March 8, 1951. ; 


Eric JOHNSTON, 
Administrator, Economic Stabilization Agency. 


——oOOor 
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GWR 9 
AMEND. 1] 
WAGE STABILIZATION Boarp 


Washington 25, D. C. 


The text of the resolution, amending Regulation 9 to include Section 4, 
follows: 

“Section 4. The Wage Stabilization Board will consider requests for modifi- 
cation of the criteria specified in Section 2 where the application of such criteria 
with respect to the internal structure of a wage schedule or with respect to 
supplemental compensation practices would be unworkable or would cause 
undue hardships in the circumstances of the particular case. Such requests 
should be accompanied by a full and clear statement of the circumstances 
on Which the request is based. Terms of compensation not in accordance with 
Section 2 may not be put into effect without prior authorization by the W 
Stabilization Board.” 


is as 


age 


WAGE STABILIZATION BOArp 
Washington 
TITLE 52A—NATIONAL DEFENSE, APPENDIX 
CHAPTER I1V—WAGE STABILIZATION BOARD, ECONOMIC STABILIZATION AGENCY 
{General Wage Regulation 10, as Amended] 


GWR 10—TANDEM WaGrE INCREASES 


Pursuant to the Defense Production Act of 1950 (Pub. Law 774, Slist Cong.), 
Executive Order 10161 (15 F. R. 6105), Executive Order 10235 (16 F. R. 3503), 
and General Order No. 3, Economic Stabilization Administrator (16 F. R. 739), 
this General Wage Regulation No. 10, as amended, is hereby issued 


STATEMENT OF CONSIDERATIONS 


The purpose of this general wage regulation is to permit the continuation of 
tandem wage relationships to the extent consistent with stabilization require- 
ments. As defined in the regulation, “tandem relationships” refers to an histor- 
ical practice whereby adjustments of Wages, salaries and other compensation for 
one group of employees have been directly related to those of another group. 
The other group may be employees of the same employer, or of other employers 
Many of these relationships were disrupted because of the 
Wage Stabilization Regulation 1 on January 26, 1951. 

General Wage Regulation 10, issued on March 8, 1951, by the Economic 
Stabilization Administrator, was designed to permit a limited continuation of 
these tandem relationships. Under that regulation, the “follow-the-leader” 
adjustment, to be covered, would have taken effect and been applicable to work 
performed on or before February 9, 1951. This limitation as to date is no longer 
necessary or desirable. The amended regulation deletes this limitation. Expe- 
rience shows that other modifications of the definition of “tandem relationship” 
are desirable at this time. 

In addition to the changes in the definition of “tandem relationships,” the 
amended regulation alters the procedure whereby approval of tandem wage 
adjustments may be obtained. Hereafter a petition for approval must be filed 
at the nearest appropriate Wage and Hour office for transmittal to the Wage 
Stabilization Board and must include certain data specified in the regulation. 

In the formulation of this amended regulation, due consideration has been 
given to the standards and procedures set forth in Title IV and Title VII of the 
Defense Production Act of 1950. 


issuance of General 


REGULATORY PROVISIONS 
Sec. 
1. Definitions. 
2. Approval of adjustments to restore tandem relationships. 
AvTHOoRITY : Sections 1 and 2 issued under sec. 704, Pub. Law 774, Sist Cong. Interpret 
or apply Title IV, Pub. Law 774, 8ist Cong.; E. O. 10161, Sept. 9, 1950, 15 F. R. 6105, 
3 CFR, 1950 Supp. E. O. 10233, Apr. 21, 1951, 16 F. R. 3503. 
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Section 1. Definitions. As used in this regulation, the term: 

(a) “Appropriate unit” means a group comprised of all employees in a bar 
gaining unit; or in a plant or other establishment or in a department thereof 
or in a company; or in an industry; or in a similar appropriate group; as best 
adapted to preserve the contractual or historical relationship. 

(b) “Tandem relationship” means a well established and maintained practice 
whereby the timing, amount and nature of general adjustments in the wages 
salaries and other compensation of employees in a given appropriate unit have 
been directly related to those of another unit of employees of the same employer 
or of other employers. 

Sec. 2. Approval of adjustments to restore tandem relationships. The Wage 
Stabilization Board will entertain petitions for approval of adjustments required 
to restore tandem relationships which have been disrupted. Petitions for ap 
proval of adjustments under this regulation shall be filed with the nearest 
appropriate office of the Wage and Hour Division of the United States Depart 
ment of Labor. Such petitions shall contain (a) proof of a tandem relationship, 
includingea statement of how adjustments in the appropriate unit involved have 
been related, in the past five years, to the adjustments in the unit with whic! 
the tandem relationship is claimed; (b) an explanation of the circumstances 
which have disrupted the tandem relationship; and (¢) such other supporting 
data as the petitioner nay deem pertinent. If the tandem relationship has 
existed for less than five years, a petition for approval may be filed, setting forth 
the circumstances in full 

Submission of proof which have been under the original General Wage Regu 
lation 10 shall be treated as petitions filed under this amended regulation, 
unless the petitioner notifies the Board otherwise. 

NoTE: The record keeping and reporting requirements of this Regulation have bee 
approved by the Bureau of the Budget in accordance with the Federal Reports Act of 1942 

Issued: May 23, 1951. 

TEORGE W. TAYLOR, 
Chairman, Wage Stabilization Board 


WAGE STABILIZATION BOARD 


Washington 
TITLE 32A—NATIONAL DEFENSE, APPENDIX 


CHAPTER IV—WaAGE STABILIZATION BOARD, ECONOMIC STABILIZATION AGENCY 


[General Wage Regulation 11] 
GWR 11—AGRICULTURAL LABOR 


Pursuant to the Defense Production Act of 1950 (Pub. Law 774, 8ist Cong.), 
Executive Order 10161 (15 F. R. 6105), Executive Order 10233 (16 F. R. 3503), 
and General Order No. 3, Economic Stabilization Administrator (16 F. R. 739) 
this General Wage Regulation 11 is hereby issued. 


STATEMENT OF CONSIDERATIONS 


This regulation adapts the existing wage stabilization program to agricul 
tural labor. The regulation defines the method for computing in agriculture the 
10 percent permissible increase provided in General Regulation No. 6. It also 
establishes levels to which wage rates may be brought without Board approval. 

Recognizing that the general wage stabilization policy might require some 
adaptation in its application to agriculture, the Wage Stabilization Board on 
February 6, 1951, authorized the establishment of a panel of three experts to 
study the problem of agricultural wage stabilization and to report back to the 
Soard the issues involved and alternative methods for bandling these issues. 

The panel report analyzed the unique features of the agricultural labor market, 
and concluded that a special regulation dealing with agricultural wages should 
be issued, if effective wage stabilization was to be achieved in agriculture. The 
Board is persuaded that the conclusion is valid, and this regulation is in general! 
accord with the panel analysis. 
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As an example of unique features, the base date of January 1950, used for other 
employment is totally impractical in the case of agricultural employment. Such 
a base date reflects the approximate seasonal minimum of employment and 
activity in agriculture. Pherefore, the Board has established a flexible basis 
for determining the applicable 1950 base date, which is in accord with the actual 
operating conditions of agriculture. 

The panel concluded, on the basis of its investigations, that a specific limita- 
tion on permissible increases should be applicable only where proposed increases 
will result in wage rates exceeding 95 cents per hour, together with the appro 
priate equivalent monthly and piece rates. The Wage Stabilization Board, 
taking into consideration the evidence assembled by the panel, has accepted 
this general conclusion, and this regulation is designed to implement this 
analysis. This regulation sets forth certain wage levels which serve as a 
dividing line between two different types of stabilization policy. Below the levels 
specified in the regulation, it is the Board’s intention to permit market forces 
to determine wages in agricultural employment. It is the Board’s conclusion 
that detailed administrative control of these Wage rates is not currently required 
to effectuate the purposes of the Defense Production Act of 1950. In those 
areas where wage rates are close to or above these levels, wages will continue 
to be subject to the general 10 percent permissive increase which currently 
applies to other employees. 

The regulation also contains a definition of “agricultural labor,’ which is 
that contained in the Fair Labor Standards Act, special provisions for piece 
rates, and provisions for the determination of rates by employers who lack a 
base rate. 

Due consideration has been given to the standards and procedures set forth 
in Title IV and Title VII of the Defense Production Act of 1950. The regulation 
is based upon the report of an expert panel which consulted representatives of 
the farm organizations and other agricultural experts and duly considered 
their views. It was found impracticable during the period of its deliberations to 
consult with representatives of agricultural labor organizations. The tripar 
tite Board has discussed the panel report and recommendations and has voted to 
issue this regulation. The Board was of the opinion that it is impracticable and 


unnecessary to consult further with the representatives of agriculture, labor and 


industry, including trade association representatives It is the judgment of 
the Wage Stabilization Board that this regulation is generally fair and equitable 


and will effectuate the purposes of Title IV of the Defense Production Act of 1954 


BI 


REGULATORY PROVISIONS 


Definitions. 

Permissible increases, 

Determination of new rates 

Petitions for increases in wages 
5. Other wage regulations 

AUTHORITY Sections 1 to 5 issued under sec. 704, Pub. Law 7 
or apply Title IV, Pub. Law 774, Sist Cong.: E. QO. 10161, Sept 
3 CFR, 1950 Supp. ; E. O. 10233, Apr. 21, 1951, 16 F. R. 3505 


. 


SECTION 1. Definitions. As used in this regulation, the term 

(a) “Agricultural labor” means labor employed in farming in all its branches, 
and among other things, in the cultivation and tillage of the soil, dairying, the 
production, cultivation, growing, and harvesting of any agricultural or horti 
cultural commodities (including commodities defined as agricultural comimodi 
tiles in section 15 (2) of the Agricultural Marketing Act, as amended), in the 
raising of livestock, bees, fur-bearing animals, or poultry, and in any practices 
(including any forestry or lumbering operations) performed for a farmer or 
on a farm as an incident to or in conjunction with such farming operations. 
including preparation for market, delivery to storage or to market or to carriers 
for transportation to market. 

(b) “Board” means the Wage Stabilization Board, a Regional Wage Stabi 
zation Board or any of their agents. 

(c) “Base rate’ means, for each type of work to be performed, the amount of 
Wages, salaries and other compensation paid per hour, month, piece or other 
unit, by an employer to agricultural labor for the same work (or if the same 
work was not performed, the most nearly comparable work), in the correspond 
ing season or other time period in 1950. 

Sec. 2. Permissible increases. A base rate may be nerensed without Board 
approval up to and including one of the following: 

(a) The base rate plus 10 percent; 
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(b) 95 cents per hour; 

(c) The piece rate customarily considered as corresponding to 95 cents yx 
hour for the particular work, stage of crop season and weather conditions ; 

(d) $225 per month without room and board; 

(e) $195 per month, plus the use of a year-round house and the usual perqui 
sites of a full-time agricultural employee; 

(f) $175 per month, with room and board. 


Increases in piece rates may be rounded off in conformity with usual practice 


Sec. 3. Determination of new rates. An employer of agricultural labor w) 

has no base rate for a particular type of work shall not pay wages, salaries and 
other compensation in excess of the current permissible rate for the same or 
comparable work in the area. 
Sec. 4. Petitions for increases in wages. An employer may petition the Boar 
r approval of increases in wages, salaries and other compensation paid 1 
agricultural labor, in excess of those permitted by section 2 or section 3 of this 
regulation. Such petitions shall be filed in accordance with the requirements of 
the procedural relations of the Board. 

Sec. 5, Other wage regulations. Other general wage regulations are hereb 
superseded, to the extent that their provisions as applied to agricultural labo 
would be inconsistent with this regulation. 


Adopted by unanimous vote of the Board on May 17, 1951. 


GEorGE W. Taytor, Chairman 


GWR 12 
May 31, 1951 


Wace STABILIZATION Boarp 
Washington 
ECONOMIC STABILIZATION AGENCY 


WAGE STABILIZATION Boarp 


{General Wage Regulation 12] 
ESTABLISHMENT OF CONSTRUCTION INDUSTRY STABILIZATION COMMISSION 


Pursuant to the Defense Production Act of 1950 (Pub. Law 774, 81st Cong.) 
Executive Order 10161 (15 F. R. 6105), Executive Order 10238 (16 F. R. 3503) 
and E°’onomiec Stabilization Agency General Order No. 3 (16 F. R. 739), this Ger 
eral Wage Regulation is hereby issued. 


STATEMENT OF CONSIDERATIONS 


This regulation establishes a tripartite Construction Industry Stabilization 
Commission to administer the wage stabilization functions in the building and 
construction industry. The considerations supporting this regulation are as 
follows: 

The work of the industry is performed on separate project sites, rather than 
in fixed industrial plants. Both contractors and workers are mobile. Contrac- 
tors move into an area, complete their project as required or allowed by such 
variables as weather conditions and contractual provisions, and move on to a 
new job site. Workers may be employed by a number of different contractors. on 
different projects, in the course of a single season. The employment relation- 
ship is thus temporary and intermittent. 

The construction industry is highly organized both as to contractors and 
workers. Most of the approximately 2,500,000 employees belong to one of the 
19 international unions affiliated with the Building and Construction Trades 
Department of the AFL, and most contractors, general, specialty, or home build- 
ers, bargain through associations. Collective bargaining typically takes place 
between the unions and associations in a locality, and normally proceeds with 
each craft union negotiating separately. There may also be participation by 
the national unions and contractors associations. There are accordingly many 
thousands of separate agreements entered into each year. The wage rates deter- 
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mined through these negotiations are adopted in many cases by 
are not association members 

Wage rates for federally finance ed construction projects in the building and 
construction industry are dete ‘rmined by the Secretary of Labor under the Davis- 
Bacon and similar Ac ts which contain provisions stating that the minimum wage 
to be paid various classes of laborers and mechanics shall be 
wages that are determined by the Secretary of Labor to be prevailing for the 
corresponding classes of laborers and mechanics employed on projects of a 
character similar to the contract work in the locality in which the work is to be 
performed. Inasmuch as it would be impractical and unstabilizing to have 
more than one rate for a particular craft and type of project in an area. rates 
established under the wage stabilization program and those established by Davis- 
Bacon determinations must be coordinated and integrated. This cannot be done 
effectively on a regional basis; it must be accomplished at the national level. 

The organization and functions of the Commission are similar to those of the 
Wage Adjustment Board, which was responsible for wage stabilization in World 
War Ii, and continued operation after other wage controls were removed. This 
record led to the request, on February 9, 1951, by representatives of the Building 
and Construction Trades Department, AFL, and nine national 
sociations that the Board establish a similar agency. 

The regulation authorizes the Commission to stabilize wages on the basis of 
areas traditionally established for collective bargaining purposes. This is called 
for by the nature and practice of the industry 
experience. 

‘The special characteristics of the industry make many of the Board's present 
regulations, intended for general applicability to industrial employment rela- 
tions, technically unsuited to the building and construction industry. Effective 
administration of the wage stabilization function requires a specialized, expert 
Commission. In no other way can the case load and other problems posed by the 
operational and bargaining peculiarities of this industry be solved 

line consideration has been given to the standards and procedures set forth 
in Title IV and Title VII of the Defense Production Act of 1950. This reeula 
tion is in accord with a joint request signed by representatives of both contractor 
associations and labor organ‘zations in the building and construction industry 
The regulation is issued by a tripartite Board which has consulted representa 
tives of labor and industry, including trade associations representatives. In the 
judgment of the Wage Stabilization Board, this regulation is venerally fair and 
equitable and will effectuate the purposes of Title IV of the Defense Production 
Act of 1950. 


contractors who 


based eR the 


contractors’ as 


and is in accord with stabilization 


REGULATORY PROVISIONS 
sec 


1, Organization of Construction Industry Stabilization Commission. 
9 


2. Functions of the Construction Industry Stabilization Commissior 
4. Jurisdiction of the Construction Industry Stabilization C 


ommissior 


AutHorit:: Sections 1 through 3 issued under see. 704, Pub. I 
Interpret or apply Title IV, Pub. Law 774. S1ist Cong.: E. 0. 10161 


EK. O ‘ (16 F. R. 3503) ; General Order No. 3, Economic Stabilization Admir istrator 
(16 F. 739). 


6105) 


SECTION 1. Organization of Construction Industry Stabilization Commission. 
(a) The Wage Stabilization Board hereby establishes a Construction Industry 
Stabilization Commission. The Commission shall consist of twelve members ap- 
pointed by the Board, of whom four, including the Chairman and the Vice Chair- 
man, shall be representative of the public, four representative of Tabor in the 
building and construction industry, and four representative of management. in 
the building and construction industry, including two representative of general 
contractors and two representatives of sub-contractors 

(b) The Board in consultation with the Secretary of Labor, and the Com- 
mission, will appoint the key personnel of the Commission. Other staff and 
services for the Commission shall be furnished by the United States Depart 
ment of Labor. Employees assigned to the Commission by the Department 
shall be responsible to the Commission in respect to the functions to be performed 
by them for the Commission. 

(c) The Commission is authorized to establish rules for its internal 
zation and procedure, including quorum rules, provision for and 
alternate members, and establishment of panels and committees 


organi 
designation of 
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Sec. 2. Functions of the Construction Industry Stabilization Commission. (a 
The Commission shall administer the wage stabilization functions in the building 
and construction industry. In performing these functions, the Commission sha 
conform to the regulations, poticies, orders and decisions of the Board and its 
authority shall be limited to that provided in this regulation and in Executiy: 
Order 10161 and 10233. The Commission may issue other regulations, rulings, 
and procedures applicable to the building and construction industry, upon 
approval of the Board. 

(b) The Commission shall stabilize rates of “wages, salaries and other com 
pensation”, as defined in section 702 (¢c) of the Defense Production Act of 1950, 
in the building and construction industry, on the basis of area rates so far as 
practicable. In securing wage data, the Commission shall utilize to the fullest 
practicable extent the information available in the Wage Determination Branch 
of the United States Department of Labor. 

(c) Any ruling or decision issued by the Commission in a particular case 
shall be final unless reviewed and modified by the Board on its own motion or 
unless review by the Board is obtained pursuant to the procedural regulations of 
the Board. 

Sec. 3. Jurisdiction of the Construction Industry Stabilization Commission 
The jurisdiction of the Board covers the administration of stabilization rules 
with respect to all wages and salaries paid to mechanics and laborers in th: 
building and construction industry employed directly upon the site of the work 

(a) The term “mechanics and laborers” includes employees performing 
manual labor in connection with and at the site of any building and construction 
project, including working foremen and mechanic’s apprentices. The term does 
not include employees whose work, although connected with building and con 
struction projects, is non-manual or not performed directly and primarily at the 
site of a particular building project, such as executive, administrative, technica! 
and clerical employees, and manual employees working in shops or away from 
the site of the project. 

(b) The term “building and construction industry” includes all persons 
whether employers, contractors, employees or others, engaged in erecting, con 
structing, altering, remodeling, painting and decorating installations such as 
buildings, bridges, highways and the like. Work performed in the building and 
construction industry includes the transporting of materials and supplies to or 
from a particular building or construction project by the employees of the em 
ployer or contractor performing the construction and the manufacturing of ma 
terials, supplies or equipment on the site of a project by the employer or con 
tractor for use thereon but does not otherwise include the manufacturing or 
furnishing of materials nor the performance of servicing or maintenance work. 
Maintenance work is work performed by workers employed on a permanent basis 
in a particular plant or facility for the purpose of keeping such plant or facility 
in efficient operating condition but does not include similar work performed on 
a contract basis, for various plants and facilities under different ownership. 

(c) The term “site of the work” means the place or places at which the direct 
labor involved in a building or construction project is performed and includes 
temporary installations used in connection with a particular project even though 
such installations may not be directly on the site of the project. Installations 
of a permanent or commercial nature used to serve numerous projects are not 
considered as being on the site of construction. 

(d) The term “project” means a particular building job or a particular cor 
struction job undertaken by an employer in the building and construction industry 
at a specified location. A project may be classified by the Board as involving 
one of three types of construction, namely building construction, heavy construc 
tion, and highway construction, and the approved wage rates for a particular job 
classification in a particular area may vary depending on the type of construction 
involved in a project. 

(e) The term “area” means the geographical area, generally at least a county 
or metropolitan area, which is the historical basis for collective bargaining for 
the particular craft and type of construction. 





Adopted by unanimous vote of the Board on May 31, 1951. 
GEORGE W. TAYLOR, 
Chairman. 
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WAGE STABILIZATION BOARD 
Washington, D. C. 


TiTLE 832A—NATIONAL DEFENSE, APPENDIX 
CHAPTER IV—WAGE STABILIZATION BOARD, ECONOMIC STABILIZATION AGENCY 
[General Wage Regulation 13] 
GWR 13—FRINGE BENEFITS 


Pursuant to the Defense Production Act of 1950 (Pub. Law 774, Sist Cong., 
Pub. Law 69, 82d Cong.), Executive Order 10161 (15 F. R. 6105), Executive Or- 
der 10233 (16 F. R. 3503), and General Order No. 3, Economie Stabilization Ad- 
ministrator (16 F. R, 739), this General Wage Regulation No. 13 is hereby issued. 


STATEMENT OF CONSIDERATIONS 


On February 27, 1951, the Economic Stabilization Administrator requested 
the Wage Stabilization Board to prepare regulations dealing with “health, welfare 
and pension plans,” and to make recommendations with regard to other major 
fringe benefits. The Board is considering health, welfare and pensions plans, 
with a view to a regulation dealing with them. This regulation deals with other 
fringe benefits, *aid vacations illustrate the type of benefit which is common in 
industrial compensation practices, and for which a stabilization policy is cur- 
rently needed. 

Pending review of basic wage stabilization policy, this regulation is issued to 
provide that the Board will act upon petitions for approval of certain fringe 
benefits which do not exceed the prevailing industry or area practice as to 
either amount or type. Due consideration has been given to the standards and 
procedures set forth in Title IV and Title VII of the Defense Production Act. 
The Economic Stabilization Administrator has been consulted in the formulation 
of this regulation. ; 

REGULATORY PROVISIONS 


9 


> 
> 


Standards for approval of fringe benefits. 
3. Petitions for approval of fringe benefits. 
4. Relation to General Wage Regulation No. 6. 


AUTHORITY: Sections 1 to 4 issued under sec. 704, Pub. Law 774, 8ist Cong. : Pub. Law 
69, 82d Cong. Interpret or apply Title 1V, Pub. Law 774, 8ist Cong.; E. O. 10161,15 F. R 
6105 ; EB. O. 10233, 16 F. R. 3503, 

Section 1, Scope of this regulation. This regulation covers paid vacations, 
paid holidays, premium pay relative to days and hours of work, shift differen- 
tials, call-in pay, and such other fringe benefits as the Wage Stabilization Board 
may from time to time determine, 

Sec. 2. Standards for approval of fringe benefits. The Wage Stabilization 
Board will act upon petitions for approval of fringe benefits which do not 
exceed prevaling industry or area practice either as to amount or type. 

Sec. 3. Petitions for approval of fringe benefits. Petitions for approval of the 
introduction or extension of any fringe benefit or of any increase in the amount 
thereof may be submitted to the nearest appropriate office of the Wage and Hour 
Division of the United States Department of Labor. Such petition shall con- 
tain proof that the proposed fringe benefits do not exceed prevailing industry 
or area practice either as to amount or type. 

Sec. 4. Relation to General Wage Regulation No. 6. Fringe benefits here- 
after approved by the Wage Stabilization Board under this regulation will not be 
offset against the increase permissible under General Wage Regulation No. 6. 


Adopted July 19, 19512 


1, Scope of this regulation. 


1 Approving: Public members—Taylor, Feinsinger, Hepburn, Bullen. Labor members— 
Walker, Livingston, Birthright, Beirne. Industry members—Heron. 
Dissenting: Industry members—Smith, Olander, Armstrong. 


Grorce W. Taytor, Chairman, 


96315—52—pt. 1——-61 
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GWR 14 

JULY 30, 1951 
WAGE STABILIZATION BoarpD 
Washington 


TirTLeE 32A—NATIONAL DEFENSE, APPENDIX 


CHAPTER 1V—WaAGE STABILIZATION Boarp, ECONOMIC STABILIZATION AGENCY 




















(General Wage Regulation No. 14] 


GWR 14— BonusEs 





Pursuant to the Defense Production Act of 1950 (Pub. Law 774, Sist Cong., 
Pub. Law 69, 82d Cong.), Executive Order 10161 (15 F. R. 6105), Executive Order 
10233 (16 F. R. 3503), and General Order No. 3, Economic Stabilization Ad 
ministrator (16 F. R. 739), this General Wage Regulation No. 14 is hereby 
issued. 

STATEMENT 


OF CONSIDERATIONS 








Many existing compensation practices provide for the payment of bonuses 
This regulation permits employers who have paid bonuses, in accordance with a 
plan or otherwise, to continue those payments without prior specific Board ap 
proval. These payments, however, must be conformed to the over-all wages sta 
bilization program. Accordingly, the regulation governs the bonus payments 
which may be made in any bonus year. 

In the formulation of this regulation, due consideration has been given to the 
standards and procedures set forth in Title IV and Title VII of the Defense 
Production Act of 1950, as amended. 



























REGULATORY PROVISIONS 
See. 
1. Scope. 


2. Bonus payments according to an established plan. 
3. Payments not according to an established plan. 
4. Amount to be offset. . 

AUTHORITY: Sections 1 through 4 issued under sec. 704, Pub. Law 774, 8ist Cong., Pub 
Law 69, 82d Cong. Interpret or apply Title IV, Pub. Law 774, 81st Cong. ; E. O. 10161 (15 
F. R. 6105) ; E. O. 10233 (16 F. R. 3503). 

Sec. 1. Scope. (a) This regulation shall not apply to bonus payments which 
(1) are customarily computed by the employer more frequently than every 
three months or (2) are directly related to the number of hours worked or units 
produced or sold by the employee receiving the bonus. 

(b) This regulation applies only to bonus payments which may be put into 
effect without prior specific Board approval. Applications for approval of all 
other bous payments may be submitted to the nearest appropriate office of the 
Wage and House Division. 

Sec. 2. Bonus payment according to an established plan. Bonus payments 
which conform to an established plan which predetermines, on a precise and 
objective basis, the method or formula for computing the total bonus for the 
employees in the particular bonus group may be paid without specific prior Board 
approval, subject to the following standards: 

(a) The plan must have been either (1) in continuous operation since Janu- 
ary 25, 1949, or (2) contained in a written collective bargaining agreement 
executed on or before January 25, 1951, or (3) communicated in writing to the 
employees on or before January 25, 1951. 

(b) The method of computation of the amounts or percentages used in 1950 
shall not be changed in subsequent years. The total bonus must be distributed 
among the employees in the particular group so that (1) the average amount or 
percentage of bonus paid to the employees in the current bonus year shall not 
exceed the average amount or percentage paid in the preceding bonus year, and 
(2) no employee in the particular group shall receive a bonus in an amount or 
percentage greater than the largest bonus paid to any employee in the particular 
group for the preceding bonus year. 
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(c) Any established plan as defined in paragraphs (a) and (b) of this section, 
which has resulted or may result in the payment to an individual employee of a 
total bonus in any bonus year of 25 percent or more of his total wages, salaries, 
and other compensation, excluding bonuses, in any such year, shall be submitted 
for post-review to the nearest appropriate office of the Wage and Hour Division 
within three months following the effective date of this regulation. 

Sec. 3. Payments not according to an established plan. In the absence of a 
plan conforming to section 2 of this regulation, the total amount or percentage of 
bonus given to any employee or to a successor in the same job during any bonus 
year, shall not exceed the amount or percentage of bonus paid to the employee 
during the preceding bonus year, provided, that any payment to an individual 
employee in any bonus year, of 25 percent or more of his total wages, salaries, and 
other compensation, excluding bonuses, in any such year, shall require Board 
approval. 

Sec. 4. Amount to be offset. Any increase in bonus payments, after the base 
pay period, which results from a change in the method or formula for computing 
the bonuses shall be offset against the total amount of future increase permitted 
by General Wage Regulation 6. 


Adopted unanimously by the Wage Stabilization Board. 
GEORGE W, TayLor, Chairman. 


WAGE STABILIZATION BOARD 
Washington 


TITLE 32A—NATIONAL DEFENSE, APPENDIX 


CHAPTER 1V—-WAGE STABILIZATION BOARD, ECONOMIC STABILIZATION AGENCY 


[General Wage Regulation 14, Amdt. 1] 
GWR. 14—BoNUSES 


PAYMENTS NOT ACCORDING TO AN ESTABLISHED PLAN 


Pursuant to the Defense Production Act of 1950, as amended (Pub. Law 774, 
Slst Cong., Pub. Law 96, 82d Cong.), Executive Order 10161 (15 F. R. 6105), 
Executive Order 10233 (16 F. R. 3503), and General Order No. 3, Economic Stabi- 
lization Administrator (16 F. R. 739), General Wage Regulation No. 14 is 
amended in the following respect: 

1. Section 8 is amended to read as follows: 

Sec. 3. Payments not according to an established plan. In the absence of a 
plan conforming to section 2 of this regulation, bonuses may be given to the 
employees in an appropriate employee unit so that (a) the percentage of em- 
ployees in the unit who are paid bonuses in the current bonus year shall not 
exceed the percentage of the employees in the unit who were paid bonuses in the 
preceding bonus year, (b) the average amount or percentage of bonus paid to the 
employees in the current bonus year shall not exceed the average amount or 
percentage paid in the preceding bonus year and (c) no employee in the unit 
shall receive a bonus in an amount or percentage greater than the largest bonus 
paid to any employee in the unit in the preceding bonus year: Provided, That 
any bonus payment to an individual employee in any bonus year of 25 percent 
or more of his total wages, salaries and other compensation, excluding bonuses 
in any such year, shall require Board approval. 


Adopted: August 7, 1951. 


’ 


Grorce W. Taytor, Chai) 
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GWR 14, Amor. 2 
Nov. 27, 1951 
Wace STABILIZATION BoarRp 


WASHINGTON 
TiTLE 32A—NATIONAL DEFENSE 
APPENDIX 


CHAPTER TV—SALARY AND WAGE STABILIZATION, ECONOMIC STABILIZATION 
AGENCY 


SUBCHAPTER B-—-WAGE STABILIZATION BOARD 


[General Wage Regulation 14, Amdt. 2] 
GWR 14—BonvuSEs 


Pursuant to the Defense Production Act of 1950 (Pub. Law 774, Sist Cong., 
Pub. Law 96, 82d Cong.), Executive Order 10161 (15 F. R. 6105), Executive Order 
102383 (16 F. R. 3503), and General Order No. 3, Economie Stabilization Ad 
ministrator (16 F. R. 739), General Wage Regulation No. 14 is amended by add 
ing the following new section 5: 

Sec. 5. Christmas or year-end bonuses. (a) Any employer who paid a Christ- 
mas or year-end bonus for 1950, computed on the basis of a proportion of an em 
ployee’s wages or salary, may continue such bonus payments in accordance 
with his 1950 practice except that, if any such bonus payment to an individual 
employee, together with all other bonus payments made pursuant to any section 
of this regulation to such employee during the bonus year is 25 percent or more 
of his total wages, salary and other compensation, excluding bonuses, prior 
Board approval shall be required for such bonus payment. 

(b) Any employer, without prior Board approval, may pay any of his em- 
ployees a 1951 Christmas or year-end bonus either in cash or in kind not exceed 
ing $40.00 in value, even though a lesser bonus or no bonus was paid in the pre 
ceding bonus year. Such bonus payments need not be offset against the amount 
permissible under General Wage Regulation 6. If a Christmas or year-end 
bonus greater than $40.00 was paid in the preceding bonus year, such bonus may 
continue to be paid subject to the provisions of this regulation. 


(Sec. 704, 64 Stat. 816, as amended ; 50 U. S. C. App. Sup. 2154) 
Adopted unanimously, November 27, 1951. 
NATHAN P. FEINSINGER, 
Chairman, Wage Stabilization Board. 


QUESTIONS AND ANSWERS ON SECTION 5 or GWR 14 


1. Q. A company in 1950 paid a week’s salary to each of its employees, who had 
at least one year’s continuous service with the company, as a Christmas or year- 
end bonus. May the practice be continued this year and may employees whose 
salaries have been increased since 1950 be paid bonuses based upon such in- 
creased salaries?—-A. Yes, provided the increases were properly made under wage 
stabilization requirements. 

2. Q. A company in 1950 paid some employees 2% of their annual earnings 
as Christmas bonuses. May it pay a similar Christmas bonus this year?—A. 
Yes. However, the company must follow its 1950 practice as to the group of 
employees among whom such bonuses were paid and may not pay such bonuses 
to a group of employees to whom such bonuses were not paid in 1950. Under 
Sec. 5 (b), the employees who did not receive $40 for 1950 may receive up to $40 
for 1951. 

3. Q. A company in 1950 paid as a Christmas or year-end bonus 1% of salary 
to employees with one year of service and an additional 1% of salary for each 
additional year of service. May the same practice be followed this year?—A. 
Yes, subject to the 25% limitation contained in Sec. 5. 

4. Q. A company in 1950 pair a Christmas or year-end bonus of a week’s 
salary to 50% of the employees in a particular group. The employees who re- 
ceived bonuses were selected without reference to length of service. To what 
extent may such company pay Christmas or year-end bonuses to employees in 
this group in 1951?—A. Because the company’s 1950 practice was to pay bonuses 








DEFENSE PRODUCTION ACT AMENDMENTS OF 1952 959 


only to 50% of the employees in the group, it may in 1951 pay bonuses to no 
more than 50% of the employees in such group. Under Sec. 5 (b), however, 
the employees who did not receive $40 for 1950 may receive up to $40 for 1951. 

5. Q. May a bonus be paid to an employee hired after the date upon which the 
1950 Christmas or year-end bonus was paid?—A. Yes, subject to the limitations 
indicated in the answers to questions 3, 4, and 5 above. 

6. Q. If a company has an established bonus plan which conforms to the re- 
quirements of Sec. 2 and in 1950, in addition thereto paid a Christmas or year-end 
bonus of one week’s salary to each employee, may the company pay a similar 
Christmas or year-end bonus for the year 1951 under Sec. 5?—A. Yes. Such 
payment will not affect the operation of its established bonus plan pursuant to 
Sec. 2 of GWR 14. 

7. Q. If a company can pay a Christmas or year-end bonus pursuant to Sec. 
5 (a), may such company pay other bonuses under Sec. 3?—A. Yes. However, 
if bonuses are paid under Sec. 5 (a), similar bonuses paid in the preceding 
vear may not be included in the computation of the amount available for 
distribution in the current bonus year under Sec. 3. 

8. Q. A company in 1950 paid bonuses computed on the basis of 2% of annual 
profits. May the company pay a similar bonus in 1951?—A. Not under See. 5 
of GWR 14. In such cases, the employer may pay bonuses to the extent permitted 
by Sec. 2 or Sec. 3 of GWR 14, whichever is applicable. 

9. Q. May an employer pay his employees a Christmas or year-end bonus of 
$40 pursuant to See. 5 (b), and also pay such additional Christmas or year- 
end bonus as may be authorized by any other provisions of GWR 147—A. No. 
Any employer may pay a Christmas or year-end bonus either under the authority 
of Sec. 5 (b), or under the authority of any other provision of GWR 14, which- 
ever is the greater, but not both. 

10. Q. May an employer pay a Christmas bonus pursuant to Sec. 5 (b) and 
also pay a year-end bonus under the authority of any other provision of 
GWR 14?—A. No. The phrase “Christmas or year-end bonus” contained in Sec. 
5 (b) is construed to include both Christmas and year-end bonuses. 


<i 
Tirte 32A—NATIONAL DEFENSE, APPENDIX 
CHAPTER IV-—SALARY AND WAGE STABILIZATION, ECONOMIC STABILIZATION AGENCY 
SUBCHAPTER B——-WAGE STABILIZATION BOARD 
[General Wage Regulation 14, Amdt. 3] 
GWR 14—BonvUSES 


Pursuant to the Defense Production Act of 1950 (Pub. Law 774, Sist Cong., Pub. 
Law 96, 82d Cong.), Executive Order 10161 (15 F. R. 6105), Executive Order 
10233 (16 F. R. 3503), and General Order No. 3, Economic Stabilization Admin- 
istrator (16 F. R. 739), General Wage Regulation No. 14 is amended by adding 
the following sentence at the end of Section 2 (b): 


The restrictions in (1) and (2) shall not apply to an established plan in 
which the total bonus is the sum of individual bonuses computed on the basis 
of a pre-determined relationship to the employees’ length of service or wages 
or salaries, 


assed unanimously, December 19, 1951. 
RESOLUTION NO. 73, as amended—Mondays before Christmas and New Year's 
Day as paid Holidays (new language in italic) : 


It is hereby 

Resolved, That employers may at their discretion give their employees as 
additional days off with pay the Mondays before Christmas, 1951, and New 
Year’s day, 1952, as well as Christmas and New Year’s day, without regard to 
past practice in this respect and without offset against the amount available 
for future wage or salary increases under General Wage Regulation 6. 


Passed unanimously, December 19, 1951. 
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GWR 15 
WAGE STABILIZATICN BOARD 
Washington 
TITLE 32A—-NATIONAL DEFENSE, APPENDIX 


CHAPTER IV—WAGE STABILIZATION BoarRD, ECONOMIC STABILIZATION AGENCY 
[General Wage Regulation 15] 
GWR 15—INCENTIVE WAGE OR PIECE RATES 


Pursuant to the Defense Production Act of 1950 (Pub. Law 774, Sist Cong 
Pub. Law 69, S2d Cong.) ; Executive Order 10161 (15 F. R. 6105), Executiv: 
Order 10233 (16 F. R. 3503), and General Order No. 3, Economic Stabilizatior 
Administrator (16 F. R. 739), this General Wage Regulation No. 15 is hereby) 
issued. 

STATEMENT OF CONSIDERATIONS 


The purpose of this General Wage Regulation is to establish rules and pro 
cedures governing the day-to-day administration of piece and incentive rates 
These individual adjustments are intended to aid in the conversion and ex 
pansion of production required by the national mobilization effort. Some lim 
itation of these adjustments is required in the interest of wage stabilization. If 
left uncontrolled, the aggregate impact of day-to-day change in piece and in 
centive rates could breach the stabilization line. Rules to govern the admin 
istration of piece and incentive rate systems of wage and salary payment ar 
necessary. 

The Board in considering the problem of incentive or piece rates has consulted 
with representatives of labor and management. This regulation is intended 
only as an interim statement of Board policy, to be supplemented and amplified 
as soon as may be practicable. This regulation replaces the incentive and 
piece rate provisions of General Wage Regulation No. 5, as amended on Febru 
ary 12, 1951. 

In the formulation of this regulation, due consideration has been given to the 
standards and procedures set forth in Title IV and Title VII of the Defens 
Production Act of 1950, as amended. 


REGULATORY PROVISIONS 
Sec. 
1, Adjustments in incentive wage or piece rates. 
» 


2. Obligation of employers to show adjustments made in accordance with this regulation 

AUTHORITY: Sections 1 and 2 issued under sec. 704, Pub. Law 774, 81st Cong. ; Pub. Law 
69, 82nd Cong. Interpret or apply Title IV, Pub. Law 774, 81st Cong. ; Pub. Law 69, 82nd 
Cong.; E. O. 10161, 15 F. R. 6105,.3 CFR, 1950 Supp. ; E. O. 10233, 16 F. R. 3503. 

Secrion 1. Adjustments in incentive wage or piece rates—(a) Board approval 
not required. The approval of the Wage Stabilization Board is not required: 

(1) Where an incentive or piece rate is established for a new production item 
or for an hourly rated job newly placed on an incentive wage or piece rate basis 
in a plant in which an established incentive wage or piece rate plan is in oper 
ation, or 

(2) Where an existing incentive or piece rate or a group of incentive or piece 
rates is changed because of a change in method, product, tools, material, design 
quality requirements, work assignments, or other production or job conditions, or 

(3) Where an existing incentive or piece rate or a group of incentives or 
piece rates is changed resulting in earnings which reflect the same percentage 
above day or base rates as when the existing incentive or piece rate was origi 
nally adopted. 

(b) Criteria for fixing incentive wage or piece rates. In the application of 
paragraphs (a) (1) and (2) and (3), the new or changed incentive or piece 
rate shall be fixed as follows: 

(1) Where incentive or piece rates are set by time study or by the use of 
standard data, the new or changed rate must result from the application of the 
rate-setting or engineering principles and allowances in effect on January 25, 
1951 or established in accordance with the terms of a written agreement in 
effect on that date. 
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(2) Where incentive or piece rates are set by estimate or negotiation, the new 
or changed rate shall maintain the established relationship between earnings 
and job content. 

Sec. 2. Obligation of employers to show adjustments made in accordance with 
this regulation. Employers who make incentive wage or piece rate adjustments 
without Board approval shall show upon Board request, that the adjustments 
were made in accordance with the principles outlined in this regulation. 

GEORGE W. TAYLOR, 
Chairman, Wage Stabiilzation Board. 


GWR 16 
Ava. 30, 1951 


WAGE STABILIZATION Boarp 
Washington 
TITLE 82A—NATIONAL DEFENSE APPENDIX 
CHAPTER I1V—WAGE STABILIZATION BOARD, ECONOMIC STABILIZATION AGENCY 
[General Wage Regulation No. 16] 
GWR 16—ExeEMPTION FoR Puerto Rico AND THE VIRGIN ISLANDS 


Pursuant to the Defense Production Act of 1950, as amended (Pub. Law 774 
8ist Cong., Pub. Law 96, 82d Cong.), Executive Order 10161 (15 F. R. 6105), 
Executive Order 10233 (16 F. R. 3503), and General Order No. 3, Economic 
Stabilization Administrator (16 F. R. 739), this General Wage Regulation No. 
16 is hereby issued. 

Statement of considerations. Wages paid to employees in Puerto Rico and 
the Virgin Islands are far below wages paid for comparable employment on the 
United States mainland. For example, recent statistics reveal that average 
hourly earnings, including overtime, of all manufacturing workers in Puerto 
Rico amounted to only 44.1 cents per hour, less than one-third of the corre- 
sponding figure for the mainland. The Virgin Islands are in the same economic 
position. Wages generally range from 20 to 54 cents per hour. According to 
the most recent data available, the proportion of workers in both Puerto Rico 
and the Virgin Islands that receive less than 75 cents per hour varies in most 
industries from 90 to 100 percent. This 75-cent figure represents the level 
specified in the Fair Labor Standards Act of 1938, as amended, as the minimum 
wage for employees generally and, according to the act, the level to which Puerto 
Rican and Virgin Island rates should be raised as soon as practicable without 
substantial curtailment of employment. It is clear that mainland standards of 
wages levels are, therefore, not presently applicable to these offshore areas. 

The low wage level in Puerto Rico is the direct and special result of heavy 
population pressure upon limited employment opportunities. Puerto Rico, for 
example, is one of the most densely populated agricultural economies in the 
world. Puerto Rico, with a population of approximately two and one-half 
million, has a population density of 645 persons per square mile. The absence 
of employment opportunities is such that annual departures from Puerto Rico, 
according to the most recent available data, exceeded arrivals by 26,000. Ex- 
cluding those employed part time, 15 percent or 115,000 of a working force of 
728,000 were unemployed in November 1949. A year later, five months after 
the outbreak of hostilities in Korea, unemployment had increased to 140,000, 
or more than 18 percent of the then labor force of 786,000. An additional 28 
percent was employed for less than 30 hours per week. There is no evidence 
that this situation has improved significantly. 

As long as the labor supply in these areas continues to exceed the demand 
for labor, upward wage pressures are net likely to be substantial. Since wage 
rates would not tend to rise significantly under current economic conditions, 
exemption of Puerto Rico and the Virgin Islands from wage control would not 
have unstabilizing influences. Similarly, consultation with the Office of Price 
Stabilization confirms the view that no substantial increase in costs or impact 
upon prices is anticipated by virtue of this exemption 
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In the unanimous judgment of the Wage Stabilization Board, under prese: 
circumstances, continued application of wage stabilization regulations to em 
ployees in Puerto Rico and the Virgin Islands is unnecessary to effectuate th: 
purposes of the Defense Production Act of 1950, as amended. This genera 
wage regulation is issued to exempt those employees from wage stabilizatior 
controls. The Economic Stabilization Administrator has been consulted in th: 
formulation of this regulation. Due consideration has been given to the stand 
ards and procedures set forth in Title IV and Title VII of the Defense Produ 
tion Act of 1950, as amended. 


REGULATORY PROVISIONS 


SecTION 1. Exemption. The wages, salaries and other compensation of en 
ployees in Puerto Rico and the Virgin Islands are exempted from wage sta 
bilization regulations. 

(Sec. 704, 64 Stat. 816, as amended; 50 U. S. C. App. Sup. 2154. Interprets or applic 


BE. O. 10161, Sept. 9, 1950, 15 F. R. 6105; 3 CFR, 1950, E. O. 10233, Apr. 21, 1951, 1¢ 
F. R. 3503) 


Adopted by the Board August 30, 1951. 


NATHAN P. FEINSINGER, Chairman. 


WAGE STARILIZATION BOARD 
Federal Security Building South 
Washington 


For Immediate release WSB-122 


Monday, October 8, 1951 RE-7500, Ext. 8448 
S445 


The Wage Stabilization Board today announced the exemption of the Panama 
Canal Zone from wage stabilization regulations. 

General Wage Regulation 16-A was adopted unanimously by the Board t 
exempt wages, salaries and other compensation of employees in the Canal Zone 
from wage stabilization controls. 

The Board said all persons employed in the area are either government per 
sonnel or employed on governmental projects and the prevailing rates are sub 
stantially below the rates paid for comparable employment in the United States 

In its statement of considerations on Regulation 16—A the WSB added: 

“There are no business enterprises in the Panama Canal Zone which produce 
goods for local consumption or for export to the continental United States. Con 
sequently, upward wage movements in the Panama Canal Zone cannot affect 
the cost of living in the Canal Zone or in the continental United States. Sinc 
February 23, 1951, the Panama Canal Zone has been exempted from price contro 
by the OPS because of the non-private character of employment in this area 

“In the unanimous judgment of the WSB, under present circumstances, con 
tinued application of wage stabilization regulations to employees in the Panama 
Canal Zone is unnecessary to effectuate the purposes of the Defense Production 
Act of 1950, as amended.” 

The WSB previously exempted Puerto Rico and the Virgin Islands from wae 
regulations. The text of its regulation on the Canal Zone follows: 


TitLeE 32A—NATIONAL DEFENSE, APPENDIX 
CHAPTER ITV—SALARY AND WAGE STABILIZATION 


ECONOMIC STABILIZATION AGENCY 





SupCHAPTER B—WaAGE STABILIZATION BOARD 
{General Wage Regulation No. 16A] 


GWR 16A—EXEMPTION FoR PANAMA CANAL ZONE 


Pursuant to the Defense Production Act of 1950, as amended (Public Law 774, 
81st Cong., Pub. Law 96, 82nd Cong.), Executive Order 10161 (15 F. R. 6105), 
Executive Order 10233 (16 F. R. 3503), and General Order No. 3, Economic 
Stabilization Administrator (16 I. R. 739), this General Wage Regulation No. 
16A is hereby issued. 
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“ 


STATEMENT OF CONSIDERATIONS 


All persons employed in the Panama Canal Zone are either government 
personnel or employed on governmental projects. The only two employers in 
the Panama Canal Zone are the Panama Canal Government and the Panama 
Canal Company, a wholly owned subsidiary of the United States Government. A 
mjority of their employees are “local rate” employees whose wages are admin- 
istratively fixed according to rates prevailing in the Republic of Panama and 
the Caribbean area generally. The prevailing rates of these employees are sub- 
stantially below the rates paid for comparable employment in the United States. 

There are no business enterprises in the Panama Canal Zone which produce 
goods for local consumption or for export to the continental United States. 
Consequently, upward wage movements in the Panama Canal Zone cannot affect 
the cost of living in the Canal Zone or in the continental United States. Since 
February 23, 1951, the Panama Canal Zone has been exempted from price con- 
trol by the Office of Price Stabilization because of the non-private character of 
employment in this area. 

In the unanimous judgment of the Wage Stabilization Board, under present 
circumstances, continued application of wage stabilization regulations to em- 
ployees in the Panama Canal Zone is unnecessary to effectuate the purposes of 
the Defense Production Act of 1950, as amended. This regulation is issued to 
exempt those employees from wage stabilization controls. Due consideration 
has been given to the standards and procedures set forth in Title IV and Title 
VII of the Defense Production Act of 1950, as amended. 


REGULATORY PROVISIONS 


Section 1. Exemption of the Panama Canal Zone. The wages, salaries and 
other compensation of employees in the Panama Canal Zone are exempted from 
wage stabilization regulations. 


(Sec. 704, 64 Stat. 816, as amended; 50 U. S. C. App. Sup. 2154. Interprets or applies 
Bb. O. 10161, September 9, 1950, 15 F. R. 6105; 3 CFR, 1950, E. O. 10233, April 21, 1951, 
16 F. R. 3503) 

Adopted unanimously by the Board October 5, 1951. 


NATHAN P. FEINSINGER, Chairman. 





WaGE STABILIZATION BOARD 


Washington 
Titre 382A—NATIONAL DEFENSE APPENDIX 
CHAPTER IV—WAGE STABILIZATION BOARD, ECONOMIC STABILIZATION AGENCY 
[General Wage Regulation 17] 
GWR 17—INTER-PLANT INEQUITIES 


Pursuant to the Defense Production Act of 1950 (64 Stat. 816, as amended by 
Pub. Law 96, 82d Cong.) ; Executive Order 10161 (15 F. R. 6105), Executive 
Order 10233 (16 F. R. 3508), and General Order No. 3, Economic Stabilization 
Administrator (16 F. R. 739), this General Wage Regulation No. 17 is hereby 
issued. 


STATEMENT OF CONSIDERATIONS 


Customarily, the wage structure of this country contains a vast number of 
wage differentials among different plants and different occupations. Such dif- 
ferentials are normal, and grow out of sound economic and collective bargaining 
factors. Hence, mere differences in wage rates for comparable work among 
different plants do not in themselves represent inter-plant inequities. 

However, some of these differences in occupational wage or salary rates may 
constitute inter-plant inequities. During inflationary periods like the present, 
manpower becomes short, and the differences among these rates tend to narrow. 
Employees who work at relatively low rates seek to raise their rates to the 
prevailing level, and the employers often desire to make such adjustments. Any 
program of wage stabilization which prevents this process of correcting inter- 
plant inequities would itself create hardships and inequities. Since section 402 
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(c) of the Defense Production Act requires that a program of wage stabilization 
shall be adjusted so as to prevent or correct hardships or inequities, a sound 
program of wage stabilization must contain a policy permitting the correction of 
inter-plant inequities. 

Moreover, the narrowing of wage or salary differences may be necessary if 
small firms, and other firms engaged in defense production, are to recruit and 
maintain adequate labor forces. Wide differences in rates are particularly 
likely to exist among small firms. Section 701 (a) of the act states that small- 
business enterprises are to be encouraged to make the maximum contribution 
toward achieving the objectives of the act, and these objectives include facili 
tating the production of goods and services necessary to the national security. 
Maximum utilization of these firms, therefore, requires that a sound program of 
wage stabilization include a policy which will permit tbe correction of certain 
inter-plant inequities. 

The Wage Stabilization Board has developed an inter-plant inequity policy 
designed to meet these requirements of the act, and this policy has been ap 
proved by the Economic Stabilization Administrator. In the formulation of 
this policy and this regulation, due consideration has been given to the stand 
urds and procedures set forth in Title 1V and Title VII of the Defense Production 
Act, as amended. 

It is to be emphasized that this policy establishes standards for distinguishing 
between normal wage differentials, which are to remain unaltered, and those 
differentials which may be narrowed or eliminated under a sound wage stabiliza- 
tion program. This policy will affect a minority of plants and employees. There- 
fore, the application of this policy will have no appreciable effect upon the 
general wage and salary level, which remains stabilized in relation to the cost 
of living. 

The Board's inter-plant inequity policy, and the procedures which the Board 
will use in carrying it out, are set forth below. 


REGULATORY PROVISIONS 
Sec. 
1. Approval of adjustments to correct interplant inequities. 
2. Petitions ; place of filing, form and contents of petition. 

AUTHORITY: Sections 1 and 2 issued under sec. 704, 64 Stat. 816, as amended. Inter 
pret or apply Title IV. 64 Stat. 803, as amended; 50 U. S. C. App. Sup. 2101-2110, BE. O 
10161, 15 F. R. 6105; 3 CFR, 1950 Supp., E. O. 10233, 16 F. R. 3508. 

SeEcTION 1. Approval of adjustments to correct inter-plant inequities. (a) The 
Wage Stabilization Board will entertain petitions for wage and salary increases 
in order to correct inter-plant inequities. 

(b) In processing such a petition, the Board will first determine the appropri 
ate group of establishments in an appropriate industry or area with whose 
wage and salary rates the petition’s rates are to be compared. This comparison 
group of establishments shall be the one which is best adapted to preserve normal 
patterns of wage setting. 

(c) The rates for job classifications involved in the petition are then to be 
compared with the rates for comparable job classifications in the comparison 
group. However, comparisons will ordinarily be made with a limited number 
of key job classifications, relatively standardized throughout the comparison 
croup, rather than with every job classification in such group. 

(d) (1) Where a uniform rate prevails in the comparison group of establish- 
ments for a preponderance of employees, the Wage Stabilization Board will 
approve petitions to increase wage and salary rates up to and including this 
stabilized level. 

(2) Where a spread of rates or a spread of straight time hourly earnings, as 
the case may be, prevails in the comparison group of establishments, the sta- 
bilized level of wage and salary rates will be determined at an appropriate level 
within such spread. The Wage Stabilization Board will approve petitions to 
increase wage and salary rates up to and including this stabilized level. 

(e) In considering inter-plant inequities, the Board will give due regard to 
the necessity for maintaining balanced and stabilized intra-plant wage rela- 
tionships. If the Board grants the petitioner’s request for increases in full, 
such increases will not, in the future, be permitted to be used as a basis for a 
claim of an intra-plant inequity. 

Sec. 2. Petitions; place of filing, form and contents of petition. Petitions for 
approval of adjustments under this regulation shall be filed with the nearest 
appropriate office of the Wage and Hour Division of the United States Depart- 
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ment of Labor. Such petitions shall be filed on WSB Form No. 100, in five copies, 
and shall contain the following information: 

(a) Present occupational wage and salary data for the plant involved in the 
petition ; 

(b) The average straight-time hourly earnings for the first payroll period 
ending on or after January 15, 1950, and all the general increases granted since 
that payroll period ; 

(c) The proposed wage and salary adjustments stated in cents per hour or 
equivalent terms ; 

(d) A detailed justification of the basis upon which the petitioner has selected 
the comparison group, i. e., the appropriate group of establishments in an appro- 
priate industry or appropriate area with which the petitioner’s rates are to be 
compared ; 

(e) A comparison between the petitioner’s rates for a limited number of key 
job classifications, relatively standardized throughout the comparison group, 
and the rates for such classifications in the comparison group; and 

(f) Evidence that the proposed adjustments will not result in unbalancing 
and unstabilizing intra-plant wage relationships. 

Before filling out Form No. 100, the petitioner should examine the Inter- 
Plant Inequities Guide List to that Form, which gives full details as to the infor- 
mation which must be submitted. 


Adopted by the Board October 17, 1951. 


NATHAN P. FEINSINGER, Chairman. 


GWR 18 
Dec. 5, 1951 
WAGE STABILIZATION BOARD 


Washington 
TirLeE 32A—-NATIONAL DEFENSE, APPENDIX 
CHAPTER IV—SALARY AND WAGE STABILIZATION, ECONOMIc STABILIZATION AGENCY 
SUBCHAPTER B—WAGE STABILIZATION BOARD 
{General Wage Regulation No. 18] 
GWR 18—INtTrRA-PLANT INEQUITITES 


Pursuant to the Defense Production Act of 1950 (64 Stat. 816, as amended by 
Pub. Law 96, 82nd Cong.) ; Executive Order 10161 (15 F. R. 6105), Executive Or- 
der 10233 (16 F. R. 3508), and General Order No. 3, Economic Stabilization Ad- 
ministrator (16 F. R. 739), this General Wage Regulation No. 18 is hereby issued. 


STATEMENT OF CONSIDERATIONS 


Intra-plant wage rate inequities are a major source of industrial unrest and 
grievances. Sound programs designed to correct such inequities can contribute 
to increased production and improved morale. Section 402 (c) of the Defense 
Production Act requires that a program of wage stabilization be administered so 
as to prevent or correct hardships or inequities. The Wage Stabilization Board 
has, therefore, adopted an intra-plant inequities policy. This policy requires 
prior Board approval of proposals to correct intra-plant inequities, whether ac- 
complished through comprehensive job-rate review or through individual job- 
rate adjustments. The policy permits the correction of intra-plant inequities 
only ; wage adjustments authorized under this regulation may not be used as a 
substitute for general wage rate increases. Petitions for approval of proposals 
to correct intra-plant inequities must be submitted to the Wage Stabilization 
soard, and this regulation sets forth the criteria which the Board will use in 
considering such petitions. 

In the formulation of this policy and this regulation, the Board has given due 
consideration to the standards and procedures set forth in Title IV and Title 
VII of the Defense Production Act as amended, and has obtained the approval 
of the Economie Stabilization Administrator. 
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REGULATORY PROVISION 
Sec. 
1. Action upon petitions to eliminate intra-plant inequities. 
2. Petitions involving comprehensive job-rate revew. 
3. Petitions involving individual job-rate adjustments. 

AurHority: Sections 1 through 3 issued under Sec. 704, 64 Stat. 816, Pub. Law 96, 
82nd Cong.; 50 U. S. C. App. Sup. 2154. Interpret or apply Title IV, 64 Stat. 803, Pub. 
Lavy 96, 82nd Cong. ; 50 U. 8. C. App. Sup. 2101-2110; E. O. 10161, 15 F. R. 6105; 38 CFR, 
1950 Supp. ; E. O. 192338, 16 F, R. 3503. 

Secrion. 1. Action upon petitions to eliminate intra-plant inequities. The 
National Wage Stabilization Board and the Regional Wage Stabilization Boards 
will act upon petitions to eliminate intra-plant inequities through comprehensive 
job-rate review or through individual job-rate adjustments. 

Sec. 2. Petitions involving comprehensive job-rate review. (a) In adminis- 
treing this regulation, the National Board and the Regional Boards, with delega- 
tion to their staffs of the authority to approve petitions in appropriate cases, 
will rule on intra-plant inequity petitions involving comprehensive job-rate re- 
view in accordance with the following criteria : 

(1) The petition need not propose any particular method of job-rate realign- 
ment but must propose a systematic or orderly method of realigning wage rates 
so as to correct inequities within a particular wage-rate structure. The insti- 
tution of a bona fide job realignment program shall be based upon (i) a system 
for classifying, grading, ranking or rating jobs; or (ii) job and rate relationships 
established in accordance with historical practice in an industry; or (iii) 
through collective bargaining. 

(2) For purposes of determing the job-rate relationships, several key jobs 
or anchor-point jobs, each representing different levels of skill and covering, in 
total, a substantial number of employees, shall be selected from the existing rate 
structure. Such key jobs or anchor-point jobs shall include the lowest and 
highest job skills in which a significant number of employees are grouped. 

(3) The increase in job rates, or classifications of job rates (exclusive of “red 
circle” rates) over the decrease in such job rates for the unit involved in the job 
rate review as a whole shall be determined as follows: 

(i) For single rate structures, the difference between the weighted average 
of current job rates or classifications of job rates, and the weighted average of 
the proposed job rates shall not exceed one percent (1%) of the weighted average 
of current job rates or classifications of job rates. 

(ii) For rate range structures: 

(a) For job reclassifications without change in existing rate ranges, the 
difference between the weighted average of the current job rates, or classifica- 
tions of job rates, and the weighted average after such reclassification shall not 
exceed one percent (1%) of the weighted average of current job rates or 
classifications of job rates. 

(b) For revised rate range structures, the difference between the weighted 
average of the mid-points of the current job classifications and the weighted 
average of the mid-points of the proposed job classifications, shall not exceed one 
percent (1%) of the weighted average of the mid-points of the current job classi- 
fications. 

(4) The immediate increase in average straight-time hourly rates shall not 
exceed three percent (3%) of such average rates. 

(5) When particular job rates are determined under a comprehensive review, 
individually currently in such jobs, but receiving a higher rate than the job-rate, 
may retain such “personalized” or “red circle” rates, 

(6) The establishment of rate ranges for jobs shall normally be limited to 
ranges the maximum of which shall not exceed, on the average, 25 percent (25%) 
above the minimum. In working out this average, the minimum spread normally 
may not be less than 15 percent (15%) and the maximum spread normally may 
not exceed 35 percent (35%). 

(b) Plans which exceed the above limits may be submitted for approval in 
order to accomplish necessary extension of skill differentials, or to correct unduly 
compressed wage structures, dislocations between incentive and hourly-rated 
jobs, extreme internal wage distortions, or similar situations. Such petitions 
will be considered by the National Board or Regional Board, as the case muy be. 

(c) Petitions involving changes from single rates to rate ranges, from random 
rates to single rates or rate ranges, or other changes in rate structures, will be 
considered by the National or Regional Board, as the case may be. 

Sec. 3. Petitions involving individual job-rate adjustments. (a) In admin- 
istering this Regulation, the National Board and the Regional Boards, with dele- 
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vation to their staffs of the authority to approve petitions in appropriate cases, 
will rule on intra-plant inequity petitions involving individual job-rate adjust 
ments in accordance with the following criteria: 

(1) It is demonstrated that the adjustments will produce a more orderly 
relationship between jobs of comparable skill and responsibility. 

(2) The adjustments conform to the following limitations: 

(i) The adjustment does not affect more than 30 percent (30%) of the em- 
ployees in the plant or unit, does not increase average straight-time hourly rates 
in such plant or unit by more than one percent (1%), and does not result in an 
increase for any employee of more than 15 cents an hour. 

(ii) The pettitioner(s) is notified that the Board’s approval shall not be used 
as a basis for future claims of intra-plant inequities resulting from such Board 
action, 

(b) Requests for approval of plans involving individual job-rate adjustments 
which exceed the limits in paragraph (a) of this section, will be considered by the 
National Board or Regional Board, as the case may be. 


Adopted unanimously on December 5, 1951. 


NATHAN P. FEINSINGER, Chairman. 


GWR 19 
WAGE STABILIZATION BOARD 


Washington 
TITLE 32: NATIONAL DEFENSE, APPENDIX 
CHAPTER I1V—SALARY AND WAGE STABILIZATION, ECONOMIC STABILIZATION AGENCY 


SUBCHAPTER B—WAGE STABILIZATION BOARD 
[General Wage Regulation No. 19] 
GWR 19—HEALTH AND WELFARE PLANS 


Pursuant to the Defense Production Act of 1950 (64 Stat. 816, as amended by 
Pub. Law 96, 82d Cong.) ; Executive Order 10161 (15 F. R. 6105), Executive 
Order 10233 (16. F. R. 3503), and General Order No. 3, Economie Stabilization 
Administrator (16 F. R. 739), this General Wage Regulation No. 19 is hereby 
issued. 


STATEMENT OF CONSIDERATIONS 


Pursuant to a directive from the Economie Stabilization Administrator dated 
February 27, 1951, and after having considered the reports of a special tripartite 
committee of outside experts established by the Wage Stabilization Board on 
August 3, 1951, the Board has adopted a policy to govern the establishment of 
new plans and the amendment of existing plans providing for certain health and 
welfare benefits. These benefits include temporary disability ; hospital expense ; 
surgical expense; in-hospital, medical expense; and death benefits on a group 
term basis, including accidental death and dismemberment benefits. This policy, 
and the procedures which will be used in carrying it out, are set forth in this 
regulation and in Board Resolution No. 78. 

This policy on health and welfare defines the benefits covered and also con- 
tains a set of standards, called “Review Criteria,” for the information of em- 
ployers, or employers and unions, as the case may be, in establishing or improving 
health and welfare plans. If a plan conforms to the definitions and does not 
contain a feature listed among the Review Criteria, all that the party (parties) 
need do is file a report, on a prescribed form, with the Board. ‘The Board will 
acknowledge receipt of the report, and unless the filing party (parties) is noti- 
fied to the contrary within 30 days from the date on which the acknowledgment 
letter was postmarked, the plan may be thereupon immediately put into effect. 
The definitions are set forth in this Regulation ; the Review Criteria are set forth 
in Resolution No. 78, which must be read in conjunction with this regulation. 
The Review Criteria have been listed in a resolution, rather than in this regula- 
tion, because such criteria may, from time to time, be changed as experience 
warrants, 
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If, however, a plan, or a portion thereof, varies from the definitions or contains 
a feature listed among the Review Criteria, the party (parties) must so indicate 
on the prescribed report form. Such form shall, thereupon, automatically con- 
stitute a petition for Board approval of such plan or portion. Such a plan or 
portion thereof cannot be put into effect unless and until the party (parties) 
receives notification from the Board that such plan or portion has been approved. 
Any such plan or portion will be reviewed by the tripartite Health and Welfare 
Committee established by section 8 of this regulation. 

This regulation contains special provisions relating to coverage for dependents 
of employees (section 3); extension of existing plans to smaller employment 
units within the same plant or establishment, and from a group of employees 
in one geographical unit of a multi-plant employer to a similar group of employees 
in another geographical unit (section 4); establishment of new or amended 
health and welfare plans required by Federal or State law (section 5); the 
relationship of benefits covered hereunder to other Board regulations and reso 
lutions (section 9); and health and welfare plans in existence prior to January 
26, 1951, or thereafter approved by the Wage Stabilization Board (section 11). 
The accompanying resolution contains a special provision relating to plans in 
which employees pay a portion of the cost thereof (paragraph 4). 

The Board has under active consideration the related problems of new and 
amended pension plans, and it is expected that a regulation or resolution 
covering such plans will be issued shortly. 

In the formulation of the policy incorporated into this regulation and Reso 
lution 78, the Board has given due consideration to the standards and procedures 
set forth in Title IV and Title VII of the Defense Production Act, as amended, 
and has obtained the approval of the Economic Stabilization Administrator. 


REGULATORY PROVISIONS 


Notge: The asterisks are keyed to footnotes which indicate how the Board voted on those 
portions of this regulation which were not adopted unanimously. Portions not marked by 
an asterisk received unanimous Board approval. 


Sec. 


: a disability, hospital expense, surgical expense, in-hospital medical expense 

venefits. 

Group life insurance and accidental death and dismemberment benefits. 

Coverage for dependents of employees. 

Extension of existing plans. 

Plans required under Federal or state law. 

6. Procedure for establishing new or modifying existing health and welfare vlans which 
ae to the definitions and do not contain any feature listed among the Review 
Criteria. 

7. Procedure for establishing new, or modifying existing, health and welfare plans which 
do not conform to the definitions or which contain any feature listed among the 
Review Criteria. 

8. Tripartite Health and Welfare Committee. 

9. Relationship to other regulations and resolutions. 

10. Definition of “plan”. 

11. Plans in effect on or before January 25, 1951, or thereafter approved by the Board. 

12. Rescission of Board Resolution No. 67. 


Pie Gols 


AvTHORITY : Sections 1 through 12 issued under sec. 704, 64 Stat. 816, as amended by 
Pub. Law 96, 82d Cong. Interpret or apply Title IV, 64 Stat. 816, as amended by Public 
aa 96, 82d Cong.: E. O. 10161, 15 F. R. 6105, 3 CFR 1950 Supp.; E. O. 102383, 16 F. R. 
ode. 

SECTION 1. Temporary disability, hospital expense, surgical expense, and in- 
hospital medical expense benefits. An employer, or an employer and union, as 
the case may be, may put into effect a new plan, or modify an existing plan, to 
provide one or more of the following health and welfare benefits, in whole 
or in part, subject to the reporting and review provisions of section 6 below, and 
subject also to the definitions given below. 

(a) Temporary disabilitu.* A cash benefit which indemnifies an employee 
for wage loss while disabled by any injury or illness not compensable under 
any statute providing compensation for occupational injury or illness. The 
benefit may be paid whether or not the employee is hospitalized, and may con 
tinue during the period of disability up to a specific maximum duration. In ad- 
dition, a cash benefit may be paid for injuries or illnesses which are compensable 
under a statute providing compensation for such injuries or illnesses which will 
supplement the amount payable under such statute in an amount sufficient to 
bring the total payment to the employee up to the level provided in the em 
ployer’s temporary disability plan. The rate of indemnity may be stated either 
as a flat amount per employee per time period or the amount may be graduated 
according to the employee’s earnings. Paid sick leave, for purposes of this 
regulation, is not to be considered as a temporary disability benefit. 


*One or more Industry members dissenting. 


a 
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(b) Hospital expense. Partial or complete payment for any injury or illness 
not compensable under any statute providing compensation for occupational in- 
jury or illness, for (1) hospital room and board charges, for other than private 
accommodations, and (2) for other hospital costs, typically called “extras” or 
“miscellaneous charges”, e. g., laboratory and X-ray examinations, drugs, and 
medicines, use of vperating rooms. The plan may partially or fully indemnify 
the patient for costs actually incurred, with payment either to the patient or to 
the hospital facility rendering the service. 

(c) Surgical expense. Partial or complete payment for surgical expenses for 
any injury or illness, including surgical care in obstetrical cases, not compensa- 
ble under any statute providing compensation for occupational injury or illness. 
The plan may partially or fully indemnify the patient for costs actually incurred, 
with payment either to the person or organization rendering the surgical serv- 
ice, or to the patient himself. 

(d) In-hospital medical expense. Partial or complete payment of medical 
charges for any hospitalized injury or illness, other than those charges covered 
by surgical or hospital expense benefits, not compensable under any statute pro- 
viding compensation for occupational injury or illness. The plan may partially 
or fully indemnify the patient for costs actually incurred, with payment either 
to the person or organization rendering the medical service, or to the patient 
himself. 

Sec. 2. Group life insurance and accidentical death and dismemberment bene- 
fits. (a) An employer, or an employer and union, as the case may be, may put 
into effect a new plan or modify an existing plan, to provide death benefits for 
death of an employee from any cause, subject to the reporting and review pro- 
visions of section 6, below. Any such plan may also include permanent and total 
disability benefits. 

(b) An employer, or an employer and union, as the case may be, may put into 
effect a new plan or modify an existing plan to provide accidental death and 
dismemberment benefits, i. e., benefits for accidental loss of life, sight or limbs, 
subject to the reporting and review provisions of section 6 below. 

(c) Benefits provided under paragraph (b) above, may be in addition to any 
death benefits provided under subsection (a) of this section. 

Sec. 3. Coverage for dependents of employees. An employer, or an employer 
and union, as the case may be, may put into effect a new plan or modify an 
existing plan to provide hospitalization, surgical, or in-hospital medical expense 
benefits for employees’ dependents, subject to the reporting and review provi- 
sions of section 6 below, and provided that the benefits are otherwise consistent 
with the definitions contained in section 1 above. 

Sec. 4. E.rtension of existing plans. An employer, or an employer and union, 
as the case may be, may, subject to the reporting and review provisions of section 
6, below, extend an existing health and welfare plan, without modification. 

(a) To smaller employment units within the same plant or establishment, or 

(b) From a group of employees in one geographical unit of a multi-plant em 
ployer to a similar group of employees in another geographical unit of the same 
employer. 


Such extension may be made even though the plan does not conform to the defi- 
nitions contained in sections 1, 2, and 3, above, and although it may contain 
any feature listed among the Review Criteria set forth in Resolution No. 78. 

Sec. 5. Plans required under Federal or State law, An employer, or an em 
ployer and union, as the case may be, may put into effect without prior Board 
approval, and without regard to’ the reporting and review provisions of section 
6, below a new or amended health and welfare plan required by Federal or 
State law. 

Sec. 6. Procedure for establishing new, or modifying existing, health and wel- 
fare plans which conform to the definitions and do not contain any feature listed 
among the Review Criteria.* (a) If a plan conforms to the definitions set forth 
in this regulation and does not contain any feature listed among the Review 
Criteria set forth in Resolution 78, the party (parties) wishing to put such 
plan into effect shall, prior thereto, file a report on a prescribed form with the 
Wage Stabilization Board, Washington 25, D. C. The party (parties) shall 
indicate in the appropriate place on such form that the plan does conform to the 
definitions and does not contain any feature listed among the Review Criteria. 
lt should be noted that this report, in contrast to other Board forms, is to be filed 


_ 


*One or more Industry members dissenting. 
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directly with the National Office of the Board and not with the appropriate 
Wage-Hour Office of the United States Department of Labor. The forms, how- 
ever, will be available at Wage-Hour Offices. 

(b) The filing party (parties) will be notified by appropriate communication 
that the report has been received. 

(c) If the filing party (parties) receives no further communication pertaining 
to such plan from the Board within 30 days from the date on which the acknow] 
edgment of the receipt was postmarked, the filing party (parties) may consider 
that the plan is permissible under this regulation and may, thereupon, imme 
diately put such plan into effect. 

(d) In reviewing the plan, the Board's staff will be guided by the definitions 
stated in this regulation and by the Review Criteria listed in Resolution 78. If 
the staff should find, contrary to the filing party’s statement in the report, that 
any portion of the plan does not conform to a definition or contains a feature 
listed among the Review Criteria, the staff shall refer, for review, such portion, 
or where necessary, the entire plan, to the tripartite Health and Welfare Com- 
mittee, hereinafter established. In such event, the filing party (parties) will be 
notified of such referral. 

(e) The Committee is authorized to act on such referred plans by majority 
vote, with any dissenting member having the right to require consideration of the 
case by the Wage Stabilization Board. It is to bé noted that, although a plan 
may fail to conform to a definition or contain a feature listed among the Review 
Criteria, the plan may, nonetheless, be approved by the Committee or by the 
Board. The definitions and Review Criteria are solely for the purpose of 
determining whether a plan requires review by the Committee. 

(f) The Review Criteria set forth in Resolution 78, as well as the definitions 
stated in this regulation, may from time to time, be revised as experience 

yarrants, 

Sec. 7. Procedure for establishing new, or modifying existing, health and 
welfare plans which do not conform to the definitions or which contain any fea 
ture listed among the Review Criteria. (a) Ifa plan, or any portion thereof, does 
not conform to the definitions set forth in this regulation or contains any feature 
listed among the Review Criteria set forth in Resolution 78, the party (parties) 
shall, prior to putting the plan into effect, file the report form prescribed in sec- 
tion 6 with the Wage Stabilization Board, Washington 25, D. C. The party 
(parties) shall indicate in the appropriate place on such form which portions of 
the plan do not conform to the definitions or do contain a feature listed among 
the Review Criteria. Such form shall, thereupon automatically constitute a 
petition for Board approval of such plan or portion thereof. The filing party 
(parties) will be notified by appropriate communication that the report has been 
received, 

(b) No benefit which fails to conform to the definitions, or which contains a 
feature listed among the Review Criteria, may be put into effect unless and until 
the party (parties) receives notification from the Board that such benefit has re- 
ceived Board approval. Any benefit contained in the plan which does conform 
to the definitions and does not contain any feature listed among the Review 
Criteria, may be put into effect in accordance with the provisions of section 6 (c) 

(c) Any benefit which does not conform to the definitions, or which contains 
a feature listed among the Review Criteria, or, where necessary, the entire plan, 
shall be referred to the Health and Welfare Committee for action. If the en 
tire plan is referred to the Committee, the party (parties) shall be notified ac 
cordingly. The Committee is authorized to act by majority vote, with any dis 
senting member having the right to require consideration of the case by the 
Wage Stabilization Board. 

Sec. 8. Tripartite Health and Welfare Committee. There is hereby estab 
lished a tripartite committee, to be called the Health and Welfare Committee 
This Committee shall perform the functions delegated it under sections 6 and 7, 
above, and such other functions as the Board may, from time to time, determine. 
The Committee shall report to the Wage Stabilization Board its actions and rec 
ommendations by March 30, 1952, and semi-annually thereafter. 

Sec. 9. Relationship to other regulations and resolutions. (a) Health and 
welfare benefits, as defined in this regulation, may be established or modified 
only in accordance with the standards and procedures set forth herein; such 
benefits may not be put into effect through an unexpended balance available 
under the self-administering provisions of GWR 6 or under any other Board 
regulation or resolution. 
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(b) Benefits hereafter approved by the Board under this Regulation will not 
be offset against increases permissible under any other Board 
resolution. 

(c) Employers who have established or modified any benefit covered by this 
regulation, under the provisions of GWR 6, subsequent to January 25, 1951, 
before the date of this Regulation, may peitition the Board for the elimination of 
cost of such benefit from the amount chargeable against the permissible general 
wage increase under GWR 6, to the extent that such benefit was so ch: 

Src. 10. Definition of “plan”. The word “plan”, 


regulation or 


and 








as used in this regulation, 
shall include, but shall not be limited to, a health and welfare benefit provided 
by means of any of the following: A benefit insured through a stock, mutual, or 
cooperative insurance company ; a benefit provided through a prepayment organi- 


gation: a self-insured plan administered by the employer, e 
representatives, a third party, or any combination thereof; any 
such plans. 


plovees, their 


combination of 


Sec. 11. Plan in effect on or before January 25, 1951, or thereafter, approved 
by the Board. Nothing in this regulation shall be construed to prevent the con 
tinuance or renewal of a health and welfare plan which was in effect on or be 
fore January 25, 1951, or thereafter approved by the Wage Stabilization Board 

Sec. 12. Rescission of Board Resolution No. 67 Board Resolution No. 67, “It 


terim Health and Welfare Policy” is hereby rescinded 


Nore: The reporting requirements of this Regulation have been approved by the Bureat 





by 1 
of the Budget in accordance with the Federal Reports Act of 1942 
NATHAN DP. FEINSINGER, 
Chairman, Wage Sta tion Board 
[Resolution 78] 
Res. 78——REVIEW CritrertA To BE USED BY THE STAFF IN PROCESSING REPORTS ON 
HEALTH AND WELFARE PLANS 

The following resolution is issued: 

Nore: The asterisks are keyed to footnotes which indicate how ted on thos 
portions of this resolution which were not adopted unanimously t marked by 
an asterisk received unanimous Board approval. 

1. This resolution establishes review criteria to be used by the staff of the 


Wage Stabilization LBoard in determining whether a report of a proposed new 
or modified health and welfare plan must be referred by the staff to the Health 


and Welfare Committee. This resolution must be read in conjunction with 
GWR 19, “Health and Welfare Plans.” 

2. When any portion of a health and welfare plan contains one or more of 
the following features, hereinafter referred to as Review Criteria, such portion 
of such plan, or the entire plan, where necessary, shall be referred to the Health 
and Welfare Committee for action in accordance with section 6 of GWR 19. 

3. The Review Criteria are as follows: 

(a) Temporary disability. (1) The existence of any provision for paid sick 
leave. 

(2) Continuation of benefits for a maximum duration in excess of 26 weeks. 

(3) In the case of illness payments, a waiting period of less than 7 days 

(4) Compensation for waze loss, which, for the group of insured employees as 
a whole, averages more than 60 percent of the average weekly wages, salaries, 


and other compensation of the insured employees. 

(b) Hospital erpense. Any unusual type of benefit, e. g., special nursing; full 
payment for private room; blood plasma; treatment of tuberculosis, nervous or 
inental cases for a period in excess of thirty (30) days for each confinement; 
rest cures. 

(ec) Surgical expense. (1) Any fee schedule with a maximum allowance in 
excess of the appropriate Veterans’ Administration, prepayment surgical plan 
or standard $200 commercial insurance fee schedule. 

(2) Any fee schedule in which there are any unusual allowances for specific 
procedures, e. g., a fee for tonsillectomies which exceeds by a significant amount 
the corresponding fee in an appropriate Veterans’ Administration, prepayment 
surgical plan, or standard $200 commercial insurance fee schedule 

(3) Any unusual type of benefit, e. g., dental; plastic surgery for cosmetic or 


beautifying purposes; major surgery at home or office. 
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(ad) In-hospital medical expense. (1) Payments in excess of $5.00 per day, 
or, if benefits are graduated after the first visit or the first few visits, payments 
thereafter in excess of $4.00 per day. 

(2) Reimbursement for more than 70 days during which there were visits. 

(e) Group life insurance. (1) For all employees except retired employees 

(i) A death benefit provided on any basis other than a group term or equiva 
lent basis, or which provides any cash surrender, paid-up or nonforfeitable loa: 
value. 

(ii) An average death benefit per insured employee, including benefits unde: 
an existing plan to which the employer contributes, in excess of a total of 
(a) 85* percent of the average annual wages, salaries, and other compensation 
of the insured employees, or (0) $1,500,** whichever is the greater. Rounding 
of the face value of the policy to the next highest multiple of $250 shall, however, 
be permissible, 

(iii) A permanent and total disability benefit in excess of the face value of the 
policy. 

(2) For retired employees. (i) A death benefit provided on any basis other 
than a group term or equivalent basis, or which provides any cash surrender 
paid-up or nonforfeitable loan value. 

(ii) An average death benefit in excess of (a) 40** percent of the group lift 
insurance coverage which was provided such employees by the employer prior 
to retirement, or (0) $1000,** whichever is the greater. 

Rounding of the face value of the policy to the next highest multiple of $250 
shall, however, be permissible. 

(iii) A permanent and total disability benefit in any amount. 

(f) Accidental death and dismemberment benefits. (1) For all employees 
except retired employees : 

(i) A benefit on any other basis than a group term or equivalent basis. 

(ii) An average face value per insured employee, including benefits under an 
existing plan to which the employer contributes, in excess of (a@) 85** percent of 
the average annual wages, salaries and other compensation of the insured em- 
ployees, or (0) $1500,** whichever is the greater. Rounding of the face value 
of the policy to the next highest multiple of $250 shall, however, be permissible. 

(2) For retired employees: Accidental death and dismemberment benefits in 
any amount. 

(g) Benefits te dependents of employees. Any benefits provided to employees’ 
dependents except in cases where. (1) The employee contributes at least 40 
percent of the gross cost of such benefits and 

(2) Dependent coverage is limited to an employee's spouse and children under 
19 years of age and 

(3) The benefit meets the requirements of sction 3 of GWR 19 and does not 
contain any feature listed among the Review Criteria set forth in this resolution 

Any benefit not satisfying these three requirements shall be referred to the 
committee. 

(h) Benefits to retired employees. Any benefit provided to retired employees, 
except those permissible under paragraph (e) (2), above. 

(i) Benefits provided under statutory plans. Any plan under which the em 
ployer supplements, directly or indirectly, any statutory temporary disability, 
hospital, surgical, or in-hospital medical expense benefit in an amount which 
will cause the total of (1) the benefit under the statutory plan and (2) the 
benefit under the employer's plan to exceed the definitions in GWR 19 or to 
contain any feature listed among the Review Criteria set forth in this resolution 

(j) Any other unusual provision. 

4. Plans in which employees contribute. (a) **In plans under which the 
employee pays at least 40 percent of the gross cost of any health and welfare 
benefit, such benefit shall not be referred to the Committee, even though the 
benefit may vary from the definitions in GWR 19 or contain a feature listed 
among the Review Criteria set forth in this resolution. This provision, however, 
is limited to benefits for employees and does not include benefits for employee 
dependents. All cases involving benefits for employee dependents are governed by 
the provisions of section 3 of GWR 19 and paragraph 3 (g) of this resolution 

(b) *This provision does not preclude the Committee or the Board, as the case 
may be, from approving a benefit where (1) the percentage of employee contribu- 
tion is less than 40 percent or (2) the employee bears none of the cost. Approval 





*One or more Industry members dissenting. 
**One or more Labor members dissenting. 
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of benefits in such cases will be granted where the plan is found to be not un- 
stabilizing. 
NATHAN P. FEINSINGER, Chairman. 





GWR 20 
FEB. 13, 1952 


WAGE STABILIZATION BOARD 
Washington 
TITLE 32: NATIONAL DEFENSE, APPENDIX 


CHAPTER IV—SALARY AND WAGE STABILIZATION, ECONOMIC STABILIZATION 
AGENCY 


SUBCHAPTER B WAGE STABILIZATION BOARD 
[General Wage Regulation No. 20] 


GWR 20—ADJUSTMENTS FOR EMPLOYEES COMPENSATED IN WHOLE OR IN PART 
ON A COMMISSION BASIS 


Pursuant to the Defense Production Act of 1950 (64 Stat. 816, as amended by 
Pub. Law 96, S2d Cong.) ; Executive Order 10161 (15 F. R. 6105), Executive 
Order 10233 (16 F. R. 3503), and General Order No. 3, Economic Stabilization 
Administrator (16 F. R. 739), this General Wage Regulation No. 20 is hereby 
issued. 

STATEMENT OF CONSIDERATIONS 


A large number of employees are compensated in whole or in part on a com- 
mission basis. The application of General Wage Regulations 6 and 8 (Revised), 
to such employees raises a number of technical problems, and in order to meet 
these problems, the Board has adopted this General Wage Regulation 20. This 
regulation does not represent a new stabilization policy; it constitutes an adapta 
tion of existing policy, as expressed in GWR 6 and 8 (Revised), to employees 
who are compensated in whole or in part on a commission basis. 

In the formulation of this regulation, the Board has given due consideration 
to the reports submitted by a special Commission Earnings Panel, and to the 
standards and procedures set forth in Title IV and Title VII of the Defense 
Production Act, as amended. This regulation has been approved by the Economic 
Stabilization Administrator. 


REGULATORY PROVISIONS 


Definitions. 

Adjustments in fixed salary or base rate, or guarantees 

Adjustments in drawing accounts. 

Adjustments in commission rates. 

5. Adjustments in commission earnings of employees whose commission rate does not 
exceed two percent. 

6. Adjustments in commission earnings of employees whose commission rate exceed two 
percent. 

7. Adjustments in per unit rates. 

8. Petitions. 

9. Commission earnings of life insurance agents. 

). Reeord keeping requirements. 

11. Changes in commission earnings due to operation of an existing commission rate struc- 

ture. 
12. Resolution No. 74. 


AvuTHORITY: Sections 1 through 12 issued under sec. 704, 64 Stat. 816, Pub. Law 96 
S2d Cong. ; 50 U. S. C. App. Sup. 2154. Interpret or apply Title IV, 64 Stat. 803, Pub. Law 
96, 82d Cong. ; 50 U. S. C. App. Sup. 2101-2110 ; E. O. 10161, Sept. 9, 1950, 15 F. R. 6105 
3 CFR, 1950 Supp. ; B. O. 10233, Apr. 21, 1951, 16 F. R. 3503. 

SecTION 1. Definitions. As used in this regulation, the term 

(a) “Guarantee” means that feature of a compensation arrangement under 
which an employee is guaranteed a specified amount of money for a specified 
work period, which is offset against realized commission earnings but is paid 
even though it exceeds realized commission earnings. 

(b) “Iixed salary or base rate” means that part of a compensation arrange- 
ment under which an employee regularly receives a specified amount of money 
for a definite work period, which specified amount is not offset against, but is 
supplemented by, earnings derived from a commission rate 
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(ec) “Drawing account” means that part of a compensation arrangement under 
which the employee receives a specified amount which is offset against the em- 
ployee’s realized commission earnings at specified time intervals. 

(d) “Base pay period” means, for that portion of earnings derived from a 
fixed salary or base rate, or suarantee, the first regular payroll period ending 
on or after January 15, 1950. For that portion of earnings derived from a com- 
mission rate, “base pay period” means any one of the following: 

(1) The first regular payroll period ending on or after January 15, 1950, or 

(2) All payroll periods ending during the 6 months preceding and following 
January 1, 1950 (July 1, 1949-June 30, 1950, inclusive), or 

(3) All payroll periods ending during the calendar year 1950, 


The Wage Stabilization Board will entertain petitions for the use of base pay 
periods other than those listed above. Once a base pay period has been selected. 
it may not thereafter be changed without prior Wage Stabilization Board 
approval. 

(e) “Base pay period commission earnings” means average earnings derived 
from commissions (excluding periodic side payments) during the base pay period 

(f) “Current commission earnings” means average earnings derived from 
commissions (excluding periodic side payments) in the appropriate employee 
unit for the 52 consecutive work weeks immediately preceding the date of the 
proposed increase under section 6 of this regulation. 

(g) “Appropriate employee unit” means such a unit as defined in GWR 6. 
However, an employee unit which includes employees compensated in whole or in 
part on a Commission basis and which is otherwise “appropriate” under General 
Wage Regulations 6 and & (Revised), may be separated into two or more “ap- 
propriate” employee units” in order to segregate employees whose compensation 
does not include commissions ; those whose commissions are computed at a rate 
Which does not exceed 2 percent; and those whose commissions are computed 
at a rate exceeding 2 percent. A unit once designated as “appropriate” for 
the purpose of this regulation may not thereafter be changed without prior 
approval of the Wage Stabilization Board. 

(h) “Per unit rates” means that feature of a compensation arrangement 
based on the payment of a specified dollar-and-cents rate per unit sold or per 
unit of work performed in sales or delivery work. Adjustments in such com- 
pensation arrangements are to be made in accordance with the provisions of sec 
tion 7 of this regulation. 

(i) “Side payment” means a lump sum payment made at periodic intervals, in 
addition to payments in the form of fixed salary, base rate, guarantee, drawing 
account, or commissions. 

Sec, 2. Adjustments in fired salary or base rate, or guarantees. Increases in 
that portion of earnings of employees derived from a fixed Salary or base rate, or 
guarantee, are permissible without prior approval of the Wage Stabilization 
Board in accordance with the provisions (including the provisions relating to 
offsets of general wage increases) of General Wage Regulations 6 and 8 (Re 
vised ). 


Example. During the first regular payroll period ending on or after 
January 15, 1950, a group of employees received fixed Salaries averaging $28 
per week, plus a commission rate of 6 percent on sales. In February 1950, 
they received a general increase in fixed salary averaging $2 per week. 

The fixed salary in this example may be adjusted under GWR 6 and 8 (Re- 
vised), through January 31, 1952, as follows: 

1. $28 times 10 percent equals $2.80. (The 10 percent figure comes from 
GWR 6.) 

2. Since a $2 increase was given since the end of the base pay period, it 
must be subtracted from (offset against) $2.80, leaving a maximum GWR 6 
adjustment of 80 cents. 

5. $30 (current earnings) plus 80 cents (the permissible adjustment under 
GWR 6) equals $30.80. The BLS Consumers Price Index (Old Series) has 
increased 4.6 percent between January 15, 1951, and December 15, 1951 (the 
latest available figure as of January 31, 1952). To compute the permissible 
adjustment under GWR 8 (Revised), multiply $30.80 by 4.6 percent, which 
equals $1.42. 

4. SO cents (the maximum remaining GWR 6 adjustment) plus $1.42 (the 
GWR 8 adjustment) equals $2.22, the maximum amount which may be given 
in this case under section 2 of this regulation. 
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Sec. 3. Adjustments in drawing accounts. Adjustments in drawing accounts. 
or drawing account cancellation periods, of employees compensated in whole or 
in part on a commission basis, including the establishment of new drawing ac- 
counts and cancellation periods, may be made without pfior approval of the Wage 
Stabilization Board: Provided, That the new or changed drawing account does 
not exceed 70 percent of the average total earnings for the same group of em- 
ployees during (1) the preceding calendar year, or (2) the period of 1950 which 
parallels the new cancellation period. 

Sec. 4, Adjustments in commission rates. Increases in commission rates 
may not be made under this regulation without prior approval of the Wage 
Stabilization Board. 


Sec. 5. Adjustments in commission carnings of employes hos mn 
rate does ont exceed two percent. (a) An increase based upon that portion of 
earnings of employees derived from a commission rate which does not exceed 
2 percent is permissible without prior approval of the Wage Stabilization Board 
in accordance with General Wage Regulations 6 and 8 (Revised). Such increases 


may be made in the form of a periodic side payment. 

(b) For purposes of this section, the term “wage and salary levels,’ as used in 
GWR 6, and the term “‘wages and salaries,” as used in GWRS (Revised), includes 
only commission earnings and is to be expressed as average commission earnings 
computed on the basis of a regularly scheduled weekly, biweekly, semimonthly 
or monthly pay period. For purposes of this section, the term “base pay period,’ 
as used in GWR 6, shall be the base pay period as defined in section 1 (d) of this 
regulation. General increases in the form of a side payment given since the end 
of the base pay period, unless offset under the provisions of section 2, shall be 
deducted from the GWR 6 adjustment permissible under this section. Any such 
general increases granted since January 25, 1951, unless offset under the preceding 
sentence, or unless offset under the provisions of section 2, shall be deducted from 
the GWR 8 adjustment permissible under this section. For purposes of this 
section, increases nade under GWR 8 (Revised), are to be based upon 110 percent 
of average commission earnings during the base pay period (base pay period 
earnings plus 10 percent thereof). Such increases under GWRS (Revised), may 
not be made more frequently than every 6 months. 

(c) Where a general increase in the form of a change in the commission rate 
has been granted since the end of the base pay period, adjustments under this 
section may not be made without prior approval of the Board. 

(d) Adjustments in commission earnings for appropriate employee units which 
include both employees whose commission rate does not exceed 2 percent, and 
employees whose commission rate does exceed 2 percent, may be made only under 
the provisions of section 6 of this regulation, and may not be made under this 
section. 

(e) Any increases made under this section may be added to a fixed salary or 
base rate in computing subsequent increases under section 2 of this regulation, 


Erample. A group of employees are paid a fixed salary or base rate of 
$30 per week plus a commission rate of 2 percent on sales. Under section J 
(d), the year ending June 30, 1950, was selected as the Base Pay Period for 
commission earnings. Average weekly commission earnings during that 
period were $30. As of January 31, 1952, the maximum amount that may be 
given under thtis section is $4.52, computed as follows: 

1. $30 (base pay period commission earnings) times 10 percent equals $5, 
which is the GWR 6 adjustment. 

2. 110 percent of base period commission earnings equals $35. 

3. 4.6 percent times $383 equals $1.52. The latest available BLS Consumers 
Price Index (Old Series); dated December 15, 1951, was 4.6 percent above 
January 15, 1951. 

4. $8 (the maximum GWR 6 adjustment) plus $1.52 (the GWR 8 adjust- 
ment) equals $4.52, the maximum increase that may be given under this 
section 5. This amount may be given as a side payment or added to the fixed 
Salary or base rate. 


Sec. 6. Adjustments in commission earnings of employces whose commission 
rate excceds 2 percent. (a) Increases based upon that portion of earnings of 
employees derived from a commission rate which exceeds 2 percent ma; e 


made without prior Board approval in accordance with the following procedure 
(1) Step 1. Multiply base pay period commission earnings by 10 percent, 
(2) Step 2. Add the figure derived in Step 1 to base pay period commission 
earnings. 
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(3) Step 3. Multiply the figure derived in Step 2 by the appropriate percent- 
age increased under GWR 8 (Revised). 

(4) Step 4. Add the figure derived in Step 1 to the figure derived in Step 3. 

(5) Step 5. Add the figure derived in Step 4 to average base pay period com- 
mission earnings. The result represents base pay period commission earnings 
adjusted by the application of GWR 6 and 8 (Revised). 

(6) Step 6. Subtract current commission earnings, as defined in section 1 
(f), from base pay period commission earnings adjusted by the application of 
GWR 6 and 8 (Revised), (Step 5). The result is the amount of increase that 
may be granted, subject, however, to the following limitations : 

(i) Such amount may not exceed the figure derived in Step 4, above. 

(ii) Any general increases in the form of a periodic side payment granted 
between the end of the base pay period and January 25, 1951, up to 10 percent 
of base pay period commission earnings, must be subtracted from such amount, 
unless such increases have been offset under section 2 of this regulation. 

(iii) Any general increases in the form of a periodic side payment granted 
since January 25, 1951 (including increases granted under this section), unless 
offset under section 2 of this regulation, must be subtracted from such amount. 

(b) Where a general increase in the form of a change in the commission rate 
has been granted since the end of the base pay period, no adjustment may be 
made under this section without prior Board approval. 

(c) Adjustments under this section may not be made more frequently than 
every 6 months. 

(d) Any increase made under this section may not be added to a fixed salary 
or base rate in computing subsequent adjustments under section 2 of this regu 
lation, but shall be made in the form of a periodic side payment. 


Exrample. A group of employees are paid a straight commission of 5 
percent on sales. Under section 1 (d), the year ending December 31, 1950, 
was selected as the base pay period, and, during such period, weekly com- 
mission earnings averaged $70 per employee. No general increases were 
given since the end of the base pay period. As of January 31, 1952, the 
maximum increase that may be given under this section is $10.54, computed 
as follows: 

Step 1. $70 (base pay period commission earnings) times 10 percent 
equals $7. 

Step 2. $7 plus $70 equals $77. 

Step 8. $77 times 4.6 percent equals $3.54. The BLS Consumers Price 
Index (Old Series) increased 4.6 percent between January 15, 1951, and 
December 15, 1951, the latest available date as of January 31, 1952. This is 
the appropriate percentage increase under GWR 8 (Revised). 

Step 4. $7 (the figure derived in Step 1) plus $3.54 (the figure derived in 
Step 3) equals $10.54. 

Step 5. $10.54 plus $70 equals $80.54. This figure represents base pay 
period commission earnings adjusted by the application of GWR 6 and 8 
(Revised). 

Step 6. Current commission earnings, i. e., average weekly commission 
earnings per employee for the 52 weeks ending January 31, 1952, are $70. 
Subtracting $70 from $80.54 (Step 5) gives an amount of $10.54. Since this 
amount does not exceed the figure derived in Step 4, because current com 
mission earnings have not risen above base pay period commission earnings, 
and since there are no general increases to be offset, the maximum periodic 
side payment that may be given under this section is $10.54 per employee. 


Sec. 7. Adjustments in per unit rates. (a) Per unit rates as defined in 
section 1 (h) and fixed salaries, base rates or guarantees may be adjusted with- 
out prior approval of the Wage Stabilization Board in accordance with the provi- 
sions (including the provisions relating to offsets of general wage increases) 
of GWR 6 and 8 (Revised). Increases in per unit rates may be directly incor 
porated into the rate or may be made in the form of periodic side payments. 
(See WSB Resolution No. 71.) 

(b) The base period of GWR 6 adjustments under this section shall be the 
first regular payroll period ending on or after January 15, 1950. The Board 
will entertain petitions for substitute base pay periods. 

(c) Per unit rates for new or changed items shall be established in accordance 
with the employer’s previously existing rate setting principles which maintain 
the established relationship between earnings and job content. 
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Sec. 8. Petitions. (a) The Board will entertain petitions for approval of 
changes in commission rates and for approval of adjustments in the method of 
compensation such as, for example, from a salary plus commission arrangement 
to a fixed salary arrangement, or vice versa. The Board will also entertain 
petitions for approval of adjustments in the amount of compensation which 
exceed the standards set forth above. 

(b) This section provides an opportunity to parties, by petition, to show 
that the employees have contributed in whole or in part to increases in Commis 
sion earnings by increased effort, skill or otherwise. In cases where the parties 
so demonstrate, the Board will give favorable consideration to an adjustment 
based upon the amount of such contribution. The parties will also be permitted 
to show that there are other factors which would make it fair and equitable to 
make adjustments which exceed the self-administering standards above. 

Sec. 9. Commission earnings of life insurance agents. Notwithstanding the 
provisions of the previous sections of this regulation, adjustments in the com 
pensation arrangements, e. g., the commission rate, of life insurance agents may 
be made only with prior approval of the Wage Stabilization Board. In acting 
upon such petitions, the Board will consider whether such adjustments have been 
previously approved by the appropriate state life insurance regulating agency 
in states where such approval is required. As an aid in the processing of such 
petitions, the Board will appoint a special tri-partite Advisory Committee. 

Sec. 10. Record keeping requirements. The pertinent record keeping require 
ments contained in General Wage Regulations 6 and 8 (Revised), shall be ap 
plicable to adjustments made without prior Board approval under this regu- 
lation. 

Sec. 11. Changes in commission earning due to operation of an existing com 
mission rate structure. This regulation places no limitations on changes in 
existing earnings derived from a commission rate which are due to the operation 
of an existing commission rate structure, e. g., increases in earnings Caused by 
increases in sales volume. 

Sec. 12. Resolution No. 74. Resolution No. 74, “Interim Policy, Commission 
Cases” is hereby rescinded. 

Note: The record keeping and reporting requirements of this regulation have been 
approved by the Bureau of the Budget in accordance with the Federal Reports Act of 942 

Adopted by the Wage Stabilization Board February 13, 1952, by a vote of 
eight to four, labor members dissenting. 

NATHAN P. FrernsiInaer, Chairman 





GWR 21 
Frs. 22, 1952 
WAGE STABILIZATION BOARD 


Washington 
TitLE 82ZA—NATIONAL DEFENSE, APPENDIX 
CHAPTER IV—SALARY AND WAGE STABILIZATION, ECONOMIC STABILIZATION AGENCY 


SUBCHAPTER B WAGE STABILIZATION BOARD 


{General Wage Regulation No. 21} 


GWR 21—PENSION PLANS AND PROFIT-SHARING PLANS OF A DEFERRED 
COMPENSATION TYPE 


Pursuant to the Defense Production Act of 1950 (64 Stat. 816, as amended by 
Pub. Law 96, 82d Cong.) ; Executive Order 10161 (51 F. R. 6105), Executive 
Order 10233 (16 F. R. 3503), and General Order No. 3, Economie Stabilization 
Administrator (16 F. R. 739), this General Wage Regulation No. 21 is hereby 
issued. 


STATEMENT OF CONSIDERATIONS 


The Wage Stabilization Board has adopted this regulation to govern the 
establishment of new pension plans (section 2), and profit-sharing plans of a 
deferred-compensation type (section 3), and the amendment of existing plans 
This regulation sets up a limited number of requirements which plans must 
meet, and it permits a wide area within which employers, or employers and 
unions, may determine for themselves the provisions of new or amended plans 
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Parties desiring to establish or amend plans covered by this regulation are to 
file a report, on a prescribed form, with the Board, The report will be acknow!l- 
edged, and, unless the parties are notified to the contrary within 30 days after 
the date of the acknowledgment letter, they may thereupon put the plan into 
effect as of the effective date provided for in the plan. Reports of plans which do 
not satisfy the requirements of this regulation, or which may appear, on pre- 
liminary review, to be unstabilizing shall be treated as petitions for Board 
approval and the parties notified accordingly. Such plans may not be put into 
effect unless and until the parties receive notification of Board approval. 

The principal reasons which have impelled the Board to grant a large measure 
of discretion to parties wishing to establish hew or amended plans are the 
following: 

1. Plans covered by this regulation, unlike most other forms of compensation, 
cenerally constitute deferred and not immediate income to employees and, there 
fore, will not contribute materially to increased consumer purchasing power, 
Moreover, sections 2 and 8 of this regulation contain certain safeguards designed 
to insure that such plans are not used as a device for disbursing immediate 
income to employees, 

2. The danger that these plans will result in inflationary additions to business 
costs is Ininimized by the widespread realization among employers and unions 
that such plans—because of their cost and because they involve long-term com- 
mitments —must be inaugurated or moditied with great caution and only after 
careful planning, so that prudent judgment should operate as a particularly 
strong stabilizing influence in this field. 

3. Existing plans are so varied that any attempt to establish detailed criteria 
in terms of benefits, costs, or a combination of these and other factors would 
tend to deprive parties of the freedom of choice which they should have in choos- 
ing a plan which is best adapted to their particular needs. In addition, because 
of the complexity and diversity of these plans, a number of serious technical dif- 
ficulties arise in attempting to establish such detailed criteria. 

Section 8 provides for Board review of this regulation in the light of experience 
hereunder, Should that experience indicate the need for changes in Board 
policy, such changes will be made in sufficient time to prevent impairment of the 
wage stabilization program. 

In the formulation of this regulation, the Board has given due consideration to 
the standards and procedures set forth in Title IV and Title VII of the defense 
Production Act, as amended, and has obtained the approval of the Economic 
Stabilization Administrator. 


REGULATORY PROVISIONS 


Definitions. 
New or amended pension plans. 
Profit-sharing plans of the deferred compensation type. 
Iixtension of existing plans, 
®o. Reporting and waiting period provisions. 
6. Approvability of pension plans under Internal Revenue Code. 
7. Relationship to GWR 6. 
8. Review of this regulation. 
AUTHORITY : Sections 1 to 8 issued under sec. 704, 64 Stat. 816, Pub. Law 96, 82nd Cong. 
Interpret or apply Title IV, 64 Stat. 816, Pub. Law 96, 82nd Cong.: B. O. 10161, 15 F. R. 
6105, 3 CFR, 1950 Supp. ; E. O. 10233, 16 F. R. 3503. 


Sec 
1 


SECTION 1. Definitions. (a) The term “pension plan,” as used in this regula 
tion, means any plan financed in whole or in part by the employer, the primary 
purpose of which is to provide annuities to employees who retire by reason of age 
or permanent and total disability. This regulation shall not apply to any benefit 
provided in plans other than such age retirement or permanent and total disa- 
bility benefits. It shall include, but shall not be limited to, a plan providing bene- 
fits by means of any of the following: a benefit insured through a stock, mutual, 
or cooperative insurance company ; a self-insured or trusteed plan administered 
by the employer, the employees, their representatives, a third party or any com- 
bination thereof ; or any combination of such plans. 

(b) The term “parties,” as used in this regulation, means an employer, or an 
employer and union, as the case may be. 

SEC. 2. New or amended pension plans. Parties wishing to establish a new pen- 
Sion plan, or to amend an existing pension plan, may do so without prior Board 
approval, subject to the reporting and waiting-period provision of section 5 
below, and provided that the plan meets the following requirements: 
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(a) The normal retirement age under the plan shall be at least age 65. The 
retirement benefit for an employee who retires prior to normal retirement 
shall be: 

(1) Reduced in an amount which takes account of the additional years of sery- 
ice the employee would have accrued had he remained in service until normal 
retirement age (except in the case of unit benefit plans whose formulas apply 
only with respect to service until the time of early retirement) ; and further 

(2) Appropriately reduced actuarially unless the payment of the benefit is 
deferred until normal retirement age (except in the case of early retireme 
permanent and total disability) ; and 

(b) Benefits, except death benefits, shall be payable at least over the life 
time of the employee; and 

(c) Any benefits for employees whose employment terminates prior to retire- 
ment, derived from employer contributions, shall not carry a cash surrender 
value to the employees and shall be deferred to the normal retirement date. 

Sec. 3. Profit-sharing plans of the deferred compensation type. Parties may, 
subject to the reporting and waiting-period provision of section 5 below, put 
into effect new or amended profit-sharing plans, approved by the Bureau of 
Internal Revenue under pertinent regulations, which provide for the payment 
of benefits, derived from employer contributions, upon retirement for reasons 
of age or permanent and total disability, or upon severance, Where (a) payments 
do not begin until at least 10 years after an employee’s admission to the plan, and 
(b) such payments are payable over at least a 10-year period. No immediate 
benefit derived from employer contributions may be provided in the form of a 
lump sum cash or loan value except in the event of the employee's death. 

Sec, 4. Ertension of eristing plans. Parties may, subject to the reporting 
and waiting-period provisions of section 5, below, extend an existing pension plan 
or profit-sharing plan of the deferred compensation type, without modifica- 
tion (a) to smaller employee units within the same plant or establishment, or 
(b) from a group of employees in one geographical unit of a multi-plant em- 
ployer to a similar group of employees in another geographical unit of the same 
employer. Such extension may be made even though the plan does not satisfy 
the requirements stated in sections 2 or 38. 

Sec. 5. Reporting and waiting period provisions. (a) The parties shall file 
details of the plan, on a prescribed form, directly with the Wage Stabilization 
Board, Washington 25, D. C., and they will be notified by letter that the report has 
been received. 

(b) Unless the parties receive a further communication pertaining to such plan 
from the Board within 30 days from the date of the acknowledgment letter, they 
may put such plan into effect as of the effective date of the plan. However, final 
approval of the plan is conditioned upon compliance with the provisions of 
section 6 below. 

(e) Reports of plans which do not satisfy the requirements of sections 2, 8, or 
4, or which may appear, on preliminary review, to be unstabilizing, shall be 
treated as petitions for Board approval, and the parties notified accordingly 
Such plans may not be put into effect unless and until the parties receive notifica- 
tion of Board approval. 

Sec. 6. Approvability of pension plans under Internal Revenue Code. Any 
pension plan which meets all the other requirements of this regulation, although 
it may be put into effect, shall not be considered finally approved under this 
regulation unless and until approval is secured under the appropriate sections of 
the Internal Revenue Code. 

Sec. 7. Relationship toGWR 6. Parties who have established or modified a plan 
of the type covered by this regulation under the provisions of GWR 6, subsequent 
to January 25, 1951, may petition the Board for the elimination of the cost of 
such plan from the amount chargeable against the permissible general wage 
increase under GWR 6, to the extent that such cost was so charged. 

Src. 8. Review of this regulation. This regulation will be reviewed by the 
Board in the light of experience hereunder. 


ra 


nt for 


Adopted unanimously by the Wage Stabilization Board, February 22, 1952 


NATHAN P. FEINSINGER, Chairma 
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[Resolution 85] 


Res. S5—REsSOLUTION ON PROCESSING OF CASES UNpDER GENERAL WAGE 
REGULATION 21 


Pending further instructions by the Board, the Executive Director shall 
process cases filed under General Wage Regulation 21 within the thirty-day 
waiting period provided in section 5 thereof. 

Any case which does not meet the requirements of General Wage Regulation 21 
or which raises a question as to whether the plan may be unstabilizing shall be 
referred to a Division of the Board. The Division shall be empowered to take 
tinal action, subject to the right of any member of the Division to refer the Case to 
the full Board. 





WAGE STARILIZATION BOARD 


Federal Security Building South 
Washington 


For Immediate Release WSB-184 
Thursday, February 28, 1952 RE 7500, Ext. 8448 
8445 

The Wage Stabilization Board today amended Section 3 of General Wage 
Regulation 21. This section deals with profit-sharing plans of the deferred-com- 
pensation type. 

WSB Chairman Nathan P. Feinsinger said the amendment, unanimously 
approved by the Board, does these things: 

1. It removes the former requirement, with respect to normal retirement at 
or after age 65 or retirement due to permanent and total disability, of ten years’ 
participation in the plan; but it retains the requirement that payments must be 
made over at least a ten-year period. 

2. With respect to benefits payable upon severance, it retains both the require- 
ment that payments cannot begin until at least ten years after an employee's 
admission to the plan and the additional requirement that payments must be 
nade over at least a ten-year period. 

The requirement of prior approval by the Bureau of Internal Revenue is re- 
tained with respect to all forms of benefits covered by Section 3. 

Mr. Feinsinger explained that the WSB amended Section 3 in this manner 
because investigation showed that the requirement of ten years’ participation in 
the plan was too stringent when applied to normal retirement and permanent 
and total disability benefits. 

If this requirement had been retained, the WSB Chairman added, most profit- 
sharing plans of the deferred-compensation type could not be put into effect under 
the self-administering provisions of Regulation 21, but would have to be sub- 
mitted to the Board for approval in the form of a petition. 

Mr. Feinsinger pointed out that there is nothing unstabilizing in the amend- 
ment, since the requirement that normal retirement and permanent and total 
disability benefits be paid over at least a ten-year period is a sufficient safeguard 
against possible abuse. 

The text of the amended Section 3 of Regulation 21 follows: 


Section 3. Profit Sharing Plans of the Deferred Compensation Type. 
Parties may, subject to the reporting and waiting-period provisions of Sec- 
tion 5, below, put into effect new or amended profit-sharing plans, approved 
by the Bureau of Internal Revenue under pertinent regulations, which pro- 
vide for the payment of benefits, derived from employer contributions, upon 
retirement for reasons of age at or after age 65, or upon retirement due to 
permanent and total disability, where such payments are payable over at 
least a 10-year period. A plan may also provide for benefits payable upon 
severance provided that (1) payments under such plan do not begin until 
at least 10 years after an employee’s admission to the plan, and (2) pay- 
ments are payable over at least a 10-year period. No immediate benetit 
derived from employer contributions may be provided in the form of a lump 
sum cash or loan value except in the event of the employee’s death. 


Xx 








